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PART I -- FINANCIAL INFORMATION

Consolidated Statements of Income
(Unaudited)

(millions, except per share figures)
 

 
 13 Weeks Ended 26 Weeks Ended
 August 3,

2002
August 4,

2001
August 3,

2002
August 4,

2001
     
Net Sales $3,486 $3,488 $6,939 $7,044 
     
Cost of sales:     
     
   Recurring 2,051 2,128 4,129 4,286 
     
   Inventory valuation adjustments related
      to Stern's closure           -  7          - 26 



     
Total cost of sales 2,051 2,135 4,129 4,312 
     
Selling, general and administrative expenses 1,135 1,113 2,289 2,288 
     
Restructuring charges          - 27         - 53 
     
Operating income 300 213 521 391 
     
Interest expense (83) (78) (161) (159)
     
Interest income          5 -          9 3 
     
Income from continuing operations before 
   income taxes 222 135 369 235 
     
Federal, state and local income tax expense        (89) (11)     (147) (53)
     
Income from continuing operations 133 124 222 182 
     
Discontinued operations:     
     
      Loss from discontinued operations, net of tax effect - (14) - (14)
     
      Income on disposal of discontinued operations, 
         net of tax effect 149 - 149 - 
     
Net Income $ 282 $ 110 $ 371 $ 168 
     
Basic earnings (loss) per share:     
      Income from continuing operations $   .66 $ .63 $ 1.10 $ .93 
      Income (loss) from discontinued operations    .74 (.07)    .74 (.08)
      Net income $ 1.40 $ .56 $ 1.84 $ .85 
     
Diluted earnings (loss) per share:     
      Income from continuing operations $   .66 $ .62 $ 1.09 $ .90 
      Income (loss) from discontinued operations    .73 (.07)    .73 (.07)
      Net income $ 1.39 $ .55 $ 1.82 $ .83 
     
     

The accompanying notes are an integral part of these unaudited Consolidated Financial Statements.

 

Consolidated Balance Sheets
(Unaudited)

(millions)
 August 3, February 2, August 4,
 2002 2002 2001
ASSETS:    
  Current Assets:    
    Cash $ 1,398 $   636 $ 257 
    Accounts receivable 2,676 2,379 2,153 
    Merchandise inventories 3,657 3,376 3,813 
    Supplies and prepaid expenses 135 124 140 
    Deferred income tax assets 16 21 26 
    Assets of discontinued operations   593 1,812 2,452 
      Total Current Assets 8,475 8,348 8,841 



    
  Property and Equipment - net 6,389 6,506 6,541 
  Goodwill 305 305 289 
  Other Intangible Assets - net 378 378 384 
  Other Assets 544 575 563 
    
      Total Assets $16,091 $16,112 $16,618 
    
LIABILITIES AND SHAREHOLDERS' EQUITY:    
  Current Liabilities:    
    Short-term debt $ 1,919 $ 1,012 $   599 
    Accounts payable and accrued liabilities 2,731 2,645 2,698 
    Income taxes 42 57 116 
    Liabilities of discontinued operations 322 1,068 905 
      Total Current Liabilities 5,014 4,782 4,318 
    
  Long-Term Debt 3,402 3,859 4,713 
  Deferred Income Taxes 1,299 1,345 1,275 
  Other Liabilities 551 562 542 
  Shareholders' Equity 5,825 5,564 5,770 
    
      Total Liabilities and Shareholders' Equity $16,091 $16,112 $16,618 
    

The accompanying notes are an integral part of these unaudited Consolidated Financial Statements.

 

Consolidated Statements of Cash Flows
(Unaudited)

(millions)
 26 Weeks Ended

August 3, 2002
26 Weeks Ended
August 4, 2001

Cash flows from continuing operating activities:   
   Net income $ 371 $ 168 
   Adjustments to reconcile net income to net cash
      provided by continuing operating activities:

  

         (Income) loss from discontinued operations (149) 14 
         Depreciation and amortization 331 321 
         Amortization of intangible assets - 14 
         Amortization of financing costs 4 3 
         Amortization of unearned restricted stock 2 2 
         Restructuring charges - 79 
         Changes in assets and liabilities:   
            Decrease in accounts receivable 308 309 
            Increase in merchandise inventories (281) (130)
            Increase in supplies and prepaid expenses (11) (17)
            Increase in other assets not separately identified (27) (36)
            Increase (decrease) in accounts payable and
               accrued liabilities not separately identified 75 (105)

            Decrease in current income taxes (15) (128)
            Decrease in deferred income taxes (41) (72)
            Increase (decrease) in other liabilities 
                not separately identified (11) 1 

               Net cash provided by continuing



               Net cash provided by continuing
                 operating activities 556 423 

   
Cash flows from continuing investing activities:   
   Purchase of property and equipment (219) (221)
   Capitalized software (23) (32)
   Increase in note receivable (39) - 
   Acquisition of Liberty House, Inc., net of cash acquired - (173)
   Disposition of property and equipment - 27 
               Net cash used by continuing investing activities (281) (399)
   
Cash flows from continuing financing activities:   
   Debt issued - 672 
   Financing costs - (10)
   Debt repaid (35) (353)
   Increase in outstanding checks 13 49 
   Acquisition of treasury stock (139) (270)
   Issuance of common stock 26 48 
               Net cash provided (used) by continuing 
                     financing activities (135) 136 

   
Net cash provided by continuing operations 140 160 
Net cash provided (used) by discontinued operations     622    (125)
Net increase in cash   762 35 
Cash at beginning of period    636 222 

Cash at end of period $1,398  $ 257 

Supplemental cash flow information:
   Interest paid $   175 $ 174 
   Interest received 9 3 
   Income taxes paid (net of refunds received) 55 219 

Schedule of non cash investing and financing activities:
  Consolidation of assets and debt of previously
     unconsolidated subsidiary 479 - - 

  Debt assumed in acquisition - 17 

The accompanying notes are an integral part of these unaudited Consolidated Financial Statements.

 

Notes to Consolidated Financial Statements

(Unaudited)

 

1. Summary of Significant Accounting Policies 

A description of the Company's significant accounting policies is included in the Company's Annual Report on
Form 10-K for the fiscal year ended February 2, 2002 (the "2001 10-K"). The accompanying Consolidated



Financial Statements should be read in conjunction with the Consolidated Financial Statements and notes thereto
in the 2001 10-K.

Because of the seasonal nature of the retail business, the results of operations for the 13 and 26 weeks ended
August 3, 2002 and August 4, 2001 (which do not include the Christmas season) are not necessarily indicative of
such results for the fiscal year.

The Consolidated Financial Statements for the 13 and 26 weeks ended August 3, 2002 and August 4, 2001, in
the opinion of management, include all adjustments (consisting only of normal recurring adjustments) considered
necessary to present fairly, in all material respects, the consolidated financial position and results of operations of
the Company and its subsidiaries. 

Certain reclassifications were made to prior year's amounts to conform with the classifications of such amounts
for the most recent year.

In April 2002, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting
Standards ("SFAS") No. 145, "Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB
Statement No. 13, and Technical Corrections." This statement rescinds or amends existing authoritative
pronouncements to make various technical corrections, clarify meanings or describe their applicability under
changed conditions. SFAS No. 145 is effective for transactions occurring after May 15, 2002. The adoption of
this statement did not have a material impact on the Company's consolidated financial position, results of
operations or cash flows.

In June 2002, the FASB issued SFAS No. 146, "Accounting for Costs Associated with Exit or Disposal
Activities." This statement nullifies Emerging Issues Task Force Issue No. 94-3, "Liability Recognition for
certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in
a Restructuring)," and clarifies the requirements for recognition of a liability for a cost associated with an exit or
disposal activity. SFAS No. 146 is effective for exit or disposal activities initiated after December 31, 2002.
Management does not anticipate that the adoption of this statement will have a material impact on the Company's
consolidated financial position, results of operations or cash flows. 

2. Discontinued Operations 

On January 16, 2002, the Company announced the planned disposition of the operations of Fingerhut
Companies, Inc. ("Fingerhut") through sale or liquidation. The results of the Fingerhut operations (including the
Arizona Mail Order, Figi's and Popular Club Plan businesses conducted by its subsidiaries) have been classified
as discontinued operations and prior periods have been restated.

A loss on disposal of the Fingerhut operations was recorded in the fourth quarter of fiscal 2001. This loss
included significant estimates for the wind-down of the operations of Fingerhut, the wind-down of the Fingerhut
accounts receivable portfolio, losses on the sale of inventory and property and equipment, severance and
retention costs and losses on the sale of subsidiary catalog businesses. As sales transactions are consummated
and estimates are revised, additional income or losses are recorded within the discontinued operations line on the
income statement and the amount the Company expects to realize from the net assets of discontinued operations
is adjusted accordingly. 

During July 2002, the Company completed the sale of Fingerhut's core catalog accounts receivable portfolio,
with the buyer assuming $450 million of receivables-backed debt, and in a separate transaction completed the
sale of various other Fingerhut assets, including two distribution centers, the corporate headquarters, a data
center, existing inventory, the Fingerhut name, customer lists and other miscellaneous property and equipment.
Proceeds from these sales and collections on customer accounts receivable prior to the sale, net of operating
expenses, exceeded the amount estimated to be received through wind-down of the portfolio and liquidation of
the assets, resulting in an adjustment to the loss on disposal of discontinued operations totaling $236 million of
income before income taxes, or $149 million after income taxes.

The Company is currently in negotiations with third parties to sell as ongoing businesses Arizona Mail Order,
Figi's and Popular Club Plan. However, there can be no assurance that these negotiations will lead to
consummated transactions.

Effective February 3, 2002, the Company adopted SFAS No. 144, "Accounting for the Impairment and Disposal
of Long-Term Assets." Upon adoption, the Company changed the presentation of the net assets of discontinued
operations to a gross presentation. All periods have been reclassified to reflect this statement. 



The net assets of Fingerhut included within discontinued operations are as follows: 

 August 3, 2002 February 2, 2002 August 4, 2001
  (millions)  
    
Current assets $ 556 $ 1,715 $ 1,894 
Other assets 37 97 558 
Current liabilities (322) (539) (252)
Total debt        -     (529)     (653)
 $ 271 $    744 $ 1,547 

The Company originally estimated operating losses during the phase-out period of $292 million, net of tax effect.
Actual operating losses for the 26 weeks ended August 3, 2002 were approximately $27 million, net of tax
effect, and are currently anticipated to be approximately $17 million, net of tax effect, for the remainder of fiscal
2002. The difference between the originally estimated operating loss and the current estimate, resulted from the
earlier than planned disposition of Fingerhut assets and is reflected in the $149 million adjustment to the loss on
disposal of discontinued operations discussed above. 

Discontinued operations included Fingerhut sales which totaled $244 million for the 13 weeks ended August 4,
2001 and $510 million for the 26 weeks ended August 4, 2001. Estimated interest expense has been allocated to
discontinued operations based upon the debt balances attributable to those operations. Interest expense allocated
to discontinued operations was $21 million and $41 million for the 13 and 26 weeks ended August 4, 2001,
respectively. For the 13 and 26 weeks ended August 4, 2001, the loss from discontinued operations was $23
million before income taxes and the associated tax benefit was $9 million. 

3. Acquisition 

On July 9, 2001, the Company completed its acquisition of Liberty House, Inc. ("Liberty House"), a department
store retailer operating 11 department stores and seven resort and specialty stores in Hawaii and one department
store in Guam. The total purchase price of the Liberty House acquisition was approximately $200 million,
consisting of approximately $183 million of cash and the assumption of $17 million of borrowed indebtedness.
The acquisition was accounted for under the purchase method of accounting and, accordingly, the results of
operations of Liberty House have been included in the Company's results of operations from the date of
acquisition and the purchase price has been allocated to Liberty House's assets and liabilities based on their
estimated fair values as of that date. The amount of goodwill and other identified intangibles related to the
Liberty House acquisition amounted to $95 million. 

4. Restructuring Charges 

The Company recorded $79 million of restructuring charges during 2001, primarily related to the closure of the
Stern's department store division, including $26 million of inventory valuation adjustments as a part of cost of
sales. These inventory valuation adjustments consist of markdowns on merchandise that was sold at Stern's and
that would not continue to be sold following the conversion of the Stern's stores to Macy's and Bloomingdale's
stores. The remaining $53 million of restructuring charges includes $15 million of costs associated with
converting the Stern's stores to Macy's stores (including advertising, credit card issuance and promotion and
other name change expenses), $10 million of costs to close and sell certain Stern's stores, $9 million of duplicate
central office costs and $15 million of severance costs related to the Stern's closure. Of the $15 million of
severance costs recorded, covering approximately 2,250 people, $14 million had been paid to employees, and $1
million (relating to approximately 5 employees) was accrued as of August 4, 2001.

After giving effect to additional restructuring charges, at February 2, 2002, there was $2 million of Stern's
severance costs (relating to approximately 50 employees) accrued, all of which had been paid as of August 3,
2002. Of the $18 million of other restructuring charges accrued as of February 2, 2002, $3 million has been paid
and $15 million remains accrued as of August 3, 2002. The $15 million reserve that the Company still expects to
pay out relates to liabilities associated with the disposition of Stern's properties. 

5. Taxes

In connection with the Stern's restructuring, income tax expense for the 13 and 26 weeks ended August 4, 2001
reflects a $44 million benefit related to the recognition of the effect of the difference between the financial
reporting and tax bases of the Company's investment in Stern's Department Stores, Inc. upon disposition. 



6. Financing  

In 2002, the Company took certain actions which resulted in the consolidation of the Prime Credit Card Master
Trust II (the "Trust") for financial reporting purposes. The principal assets and liabilities of the Trust consist of
non-proprietary credit card receivables transferred by the Company to the Trust in transactions previously
accounted for as sales under SFAS 140, "Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities," and the related debt issued by the Trust. As a result of the Company's actions,
the transfer of receivables and debt are being treated as secured borrowings as of and subsequent to July 5, 2002.
These actions increased the Company's consolidated assets and debt by $479 million at July 5, 2002 and $457
million at August 3, 2002. 

   7.    Goodwill and Other Intangible Assets 

Effective February 3, 2002, the Company adopted SFAS No. 142,"Goodwill and Other Intangible Assets." Upon
adoption, the Company discontinued the practice of amortizing goodwill and indefinite lived intangible assets
and determined that an impairment loss was not present. Impairment will be examined on an annual basis and
more frequently if certain indicators are encountered. Intangible assets with determinable useful lives will
continue to be amortized over their estimated useful lives. 

The following summarizes the Company's goodwill and other intangible assets and amortization expense:

 August 3,
2002

February 2, 
2002

August 4, 
2001

 (millions)
Amortizing intangible assets    
        Customer lists $ 2 $ 2 $ 2 
        Less accumulated amortization - - - 
 $ 2 $ 2 $ 2 
    
Non-amortizing intangible assets    
        Goodwill $ 305 $ 305 $ 289 
        Tradenames 376 376 382 
 $ 681 $ 681 $ 671

 

 13 Weeks Ended 26 Weeks Ended
 August 3,

2002
August 4,

2001
August 3,

2002
August 4,
2001    

  (millions)  
     
Amortization expense     
        Continuing operations $ - $ 7 $ - $ 14
        Discontinued operations - 6 - 11
 $ - $ 13 $ - $ 25

 

The customer lists are being amortized over their estimated useful life of 7 years.

 

The following is an illustration of the impact on income from continuing operations and net income,
including discontinued operations, as if SFAS No. 142 was effective beginning February 4, 2001: 

 

 13 Weeks Ended 26 Weeks Ended
 August 3,

2002
August 4,

2001
August 3,

2002
August 4,

2001
 

(millions, except per share figures)



(millions, except per share figures)
      Income from continuing operations     

      Reported income from continuing operations $ 133 $ 124 $ 222 $ 182 
      Intangible asset and goodwill amortization - 6    - 12 
      Adjusted income from continuing operations $ 133 $ 130 $ 222 $ 194 
     
      Basic earnings per share:     
        Reported income from continuing operations $ .66 $ .63 $ 1.10 $ .93 
        Intangible asset and goodwill amortization - .03 - .06 
        Adjusted income from continuing operations $ .66 $ .66 $ 1.10 $ .99 
     
      Diluted earnings per share:     
        Reported income from continuing operations $ .66 $ .62 $ 1.09 $ .90 
        Intangible asset and goodwill amortization - .03 - .06 
        Adjusted income from continuing operations $ .66 $ .65 $ 1.09 $ .96 
     
      Net income     
      Reported net income $ 282 $ 110 $ 371 $ 168 
      Intangible asset and goodwill amortization      - 9    - 18 
      Adjusted net income $ 282 $ 119 $ 371 $ 186 
     
      Basic earnings per share:     
        Reported net income $ 1.40 $ .56 $ 1.84 $ .85 
        Intangible asset and goodwill amortization - .05 - .10 
        Adjusted net income $ 1.40 $ .61 $ 1.84 $ .95 
     
      Diluted earnings per share:     
        Reported net income $ 1.39 $ .55 $ 1.82 $ .83 
        Intangible asset and goodwill amortization - .04 - .09 
        Adjusted net income $ 1.39 $ .59 $ 1.82 $ .92  

8. Earnings Per Share 

The following tables set forth the computation of basic and diluted earnings per share from continuing
operations:

 13 Weeks Ended
 August 3, 2002  August 4, 2001
 Income  Shares  Income  Shares
(millions, except per share figures)        
Income from continuing operations and
  average number of shares outstanding $ 133

 
200.9 

 
$ 124 

 
194.0 

Shares to be issued under deferred 
    compensation plans      -

 
     .6 

 
       - 

 
     .6 

 $ 133  201.5  $ 124  194.6 
        
    Basic earnings per share  $ .66    $ .63  
        
Effect of dilutive securities:        
    Warrants -  -  -  2.5 
    Stock options      -    2.0         -    2.5 
 $ 133  203.5  $ 124  199.6 
        
    Diluted earnings per share  $ .66    $ .62  
        

 
 26 Weeks Ended
 August 3, 2002  August 4, 2001
 Income  Shares  Income  Shares

(millions, except per share figures)        



(millions, except per share figures)
Income from continuing operations and
  average number of shares outstanding $ 222 

 
201.0 

 
$ 182 

 
195.7 

Shares to be issued under deferred
    compensation plans       - 

 
     .6 

 
       - 

 
     .6 

 $ 222  201.6  $ 182  196.3 
        
    Basic earnings per share  $ 1.10    $ .93  
        
Effect of dilutive securities:        
    Warrants -  -  -  2.7 
    Stock options       -     2.1        -    2.8 
 $ 222  203.7  $ 182  201.8 
        
    Diluted earnings per share  $ 1.09    $ .90  
        

In addition to the warrants and stock options reflected in the foregoing table, stock options to purchase 13.8
million and 10.1 million shares of common stock at prices ranging from $40.44 to $79.44 per share were
outstanding at August 3, 2002 and August 4, 2001, respectively, but were not included in the computation of
diluted earnings per share because the exercise price thereof exceeded the average market price and their
inclusion would have been antidilutive. 

Management's Discussion and Analysis

of Financial Condition and Results of Operations 

For purposes of the following discussion, all references to "second quarter of 2002" and "second quarter of 2001"
are to the Company's 13-week fiscal periods ended August 3, 2002 and August 4, 2001, respectively, and all
references to "2002" and "2001" are to the Company's 26-week fiscal periods ended August 3, 2002 and August
4, 2001, respectively.

On January 16, 2002, the Company announced publicly its intention to dispose of Fingerhut and its subsidiaries.
The decision to dispose of Fingerhut was based on management's determination that there was no longer any
strategic value to Federated in retaining the Fingerhut operations and there was no expectation, based on
Fingerhut's historical earnings and future prospects, that this business would contribute meaningfully to the
Company's future financial performance. The plan of disposition approved by the Company's board of directors
contemplated a disposal by liquidation of the Fingerhut core catalog operations and a disposal by sale of
Fingerhut's three catalog subsidiaries, Arizona Mail Order, Figi's and Popular Club Plan.

The Company's Consolidated Financial Statements for all periods account for Fingerhut as a discontinued
operation, as a result of the Company's decision to dispose of the Fingerhut operations. Unless otherwise
indicated, the following discussion relates to the Company's continuing operations.

On February 2, 2001, the Company decided to close its Stern's department store division, and to convert most of
its Stern's stores to Macy's and Bloomingdale's stores, in order to expand and strengthen Macy's and
Bloomingdale's.

On July 9, 2001, the Company completed its acquisition of Liberty House, a department store retailer operating
11 department stores and seven resort and specialty stores in Hawaii and one department store in Guam. The total
purchase price of the Liberty House acquisition was approximately $200 million, consisting of approximately
$183 million of cash and the assumption of approximately $17 million of indebtedness. The acquisition was
accounted for under the purchase method of accounting and, accordingly, the results of operations of Liberty
House have been included in the Company's results of operations from the date of acquisition and the purchase
price has been allocated to Liberty House's assets and liabilities based on their estimated fair values as of that
date. All Liberty House stores were converted to Macy's stores in 2001.

Results of Operations

Comparison of the 13 Weeks Ended August 3, 2002 and August 4, 2001

Net income for the second quarter of 2002 totaled $282 million compared to $110 million for the second quarter



of 2001.

Net sales for the second quarter of 2002 totaled $3,486 million, relatively flat compared to net sales of $3,488
million for the second quarter of 2001. The overall sales trend in the second quarter of 2002 was disappointing
and negatively impacted by weaker economic conditions and below normal levels of clearance merchandise in
the stores. Sales were relatively strong in private brands, furniture, jewelry and young men's. On a comparable
store basis (sales from stores in operation throughout 2001 and 2002), net sales for the second quarter of 2002
decreased 2.8% compared to the second quarter of 2001. 

Cost of sales was 58.8% of net sales for the second quarter of 2002, compared to 61.2% for the second quarter of
2001. Cost of sales for the second quarter of 2001, excluding the $7 million Sterns inventory valuation
adjustments, was 61.0%. In the second quarter of 2002, the cost of sales rate and corresponding gross margin rate
benefited from lower markdowns and lower shortage resulting from the lower inventory levels throughout the
quarter. The valuation of merchandise inventories on the last-in, first-out basis did not impact cost of sales in
either period.

Selling, general and administrative ("SG&A") expenses were 32.6% of net sales for the second quarter of 2002
compared to 31.9% for the second quarter of 2001. SG&A expenses increased 2.0% in actual dollars compared to
the second quarter of 2001, reflecting the impact of higher occupancy related expenses, such as depreciation,
rent, taxes and insurance. SG&A expenses in the second quarter of 2002 benefited from lower goodwill and
intangible amortization as a result of the adoption of Statement of Financial Accounting Standards ("SFAS") No.
142, "Goodwill and Other Intangible Assets." Effective February 3, 2002, the Company ceased amortizing
goodwill and indefinite lived intangible assets. SG&A expenses in the second quarter of 2001 included
amortization expense of $7 million, 0.2% of net sales, related to goodwill and indefinite lived intangible assets. 

The Company recorded $34 million of restructuring costs during the second quarter of 2001 primarily related to
the closure of the Stern's department store division, including $7 million of inventory valuation adjustments as a
part of cost of sales. These inventory valuation adjustments consist of markdowns on merchandise that was sold
at Stern's and that would not continue to be sold following the conversion of the Stern's stores to Macy's and
Bloomingdale's stores. The remaining $27 million of restructuring charges includes $8 million of costs
associated with converting the Stern's stores to Macy's stores (including advertising, credit card issuance and
promotion and other name change expenses), $10 million of costs to close and sell certain Stern's stores, $1
million of duplicate central office costs and $7 million of severance related to the Stern's closure. 

Net interest expense was $78 million for the second quarter of 2002 and for the second quarter of 2001. 

The Company's effective income tax rate of 39.6% for the second quarter of 2002 differs from the federal
income tax statutory rate of 35.0% principally because of the effect of state and local income taxes. The
Company's effective income tax rate of 8.0% for the second quarter of 2001 differs from the federal income tax
statutory rate of 35.0% principally because of the effect of the disposition of its Stern's subsidiary, state and local
income taxes and permanent differences arising from the amortization of intangible assets. Income tax expense
for the second quarter of 2001 reflects a $44 million benefit related to the recognition of the effect of the
difference between the financial reporting and tax bases of the Company's investment in Stern's Department
Stores, Inc. upon disposition. 

During July 2002, the Company completed the sale of Fingerhut's core catalog accounts receivable portfolio,
with the buyer assuming $450 million of receivables-backed debt, and in a separate transaction completed the
sale of various other Fingerhut assets, including two distribution centers, the corporate headquarters, a data
center, existing inventory, the Fingerhut name, customer lists and other miscellaneous property and equipment.
Proceeds from these sales and collections on customer accounts receivable prior to the sale, net of operating
expenses, exceeded the amount estimated to be received through wind-down of the portfolio and liquidation of
the assets, resulting in an adjustment to the loss on disposal of discontinued operations totaling $236 million of
income before income taxes, or $149 million after income taxes.

Comparison of the 26 Weeks Ended August 3, 2002 and August 4, 2001

Net income for 2002 totaled $371 million compared to $168 million for 2001.

Net sales for 2002 totaled $6,939 million, compared to net sales of $7,044 million for 2001, a decrease of 1.5%.
The overall sales trend in 2002 was disappointing and negatively impacted by weaker economic conditions,
however, sales were relatively strong in private brands, furniture, jewelry and young men's. On a comparable



store basis (sales from stores in operation throughout 2001 and 2002), net sales decreased 2.9% compared to
2001.

Cost of sales was 59.5% of net sales for 2002, compared to 61.2% for 2001. Cost of sales as a percent of net
sales for department stores, excluding $26 million Stern's restructuring charges, was 60.8% in 2001. The cost of
sales rate in 2002 benefited from lower markdowns resulting from the lower inventory levels throughout 2002.
The valuation of department store merchandise inventories on the last-in, first-out basis did not impact cost of
sales in either period.

SG&A expenses were 33.0% of net sales for 2002 compared to 32.5% for 2001. SG&A expenses in actual
dollars for 2002 were relatively flat compared to 2001; however, due to the lower sales level, SG&A expenses
increased 0.5 percentage points as a percent of net sales. SG&A expenses in 2002 benefited from lower goodwill
and intangible amortization as a result of the adoption of SFAS No. 142, "Goodwill and Other Intangible Assets."
Effective February 3, 2002, the Company ceased amortizing goodwill and indefinite lived intangible assets.
SG&A expenses in 2001 included amortization expense of $14 million, 0.2% of net sales, related to goodwill
and indefinite lived intangible assets. The effect of the non-amortization provisions of SFAS No. 142 were offset
by the impact of higher occupancy related expenses, such as depreciation, rent, taxes and insurance. 

The Company recorded $79 million of restructuring costs during 2001, primarily related to the closure of the
Stern's department store division, including $26 million of inventory valuation adjustments as part of cost of
sales. These inventory valuation adjustments consist of markdowns on merchandise that was sold at Stern's and
that would not continue to be sold following the conversion of the Stern's stores to Macy's and Bloomingdale's
stores. The remaining $53 million of restructuring charges includes $15 million of costs associated with
converting Stern's stores to Macy's stores (including advertising, credit card issuance and promotion and other
name change expenses), $10 million of costs to close and sell certain Stern's stores, $9 million of duplicate
central office costs and $15 million of severance costs related to the Stern's closure.

Net interest expense was $152 million for 2002, compared to $156 million for 2001, primarily due to lower
levels of borrowings. 

The Company's effective income tax rate of 39.7% for 2002 differs from the federal income tax statutory rate of
35.0% principally because of the effect of state and local income taxes. The Company's effective income tax rate
of 22.4% for 2001 differs from the federal income tax statutory rate of 35.0% principally because of the effect of
the disposition of its Stern's subsidiary, state and local income taxes and permanent differences arising from the
amortization of intangible assets. Income tax expense for 2001 reflects a $44 million benefit related to the
recognition of the effect of the difference between the financial reporting and tax bases of the Company's
investment in Stern's Department Stores, Inc. upon disposition. 

During July 2002, the Company completed the sale of Fingerhut's core catalog accounts receivable portfolio,
with the buyer assuming $450 million of receivables-backed debt, and in a separate transaction completed the
sale of various other Fingerhut assets, including two distribution centers, the corporate headquarters, a data
center, existing inventory, the Fingerhut name, customer lists and other miscellaneous property and equipment.
Proceeds from these sales and collections on customer accounts receivable prior to the sale, net of operating
expenses, exceeded the amount estimated to be received through wind-down of the portfolio and liquidation of
the assets, resulting in an adjustment to the loss on disposal of discontinued operations totaling $236 million of
income before income taxes, or $149 million after income taxes. 

          Liquidity and Capital Resources 

The Company's principal sources of liquidity are cash from operations, cash on hand and available credit
facilities. 

Net cash provided by continuing operating activities in 2002 was $556 million, compared to the $423 million
provided in 2001, reflecting higher income from continuing operations, a smaller decrease in income tax
liabilities, a greater increase in merchandise inventories and an increase in accounts payable and other accrued
liabilities in 2002 versus a decrease in 2001.

Net cash used by continuing investing activities was $281 million for 2002. Investing activities for 2002
included purchases of property and equipment totaling $219 million, capitalized software of $23 million and the
acceptance of a $39 million note receivable related to the sale of certain Fingerhut assets. Investing activities for
2001 included the acquisition of Liberty House, purchases of property and equipment totaling $221 million and



capitalized software of $32 million. The Company opened seven new department stores and a furniture gallery
during 2002 and plans to open six additional department stores and two home stores during the remainder of
2002.

Net cash used by the Company for all continuing financing activities was $135 million for 2002. The Company
purchased 3.8 million shares of its Common Stock under its stock repurchase program during 2002 at an
approximate cost of $139 million. As of August 3, 2002, the Company had approximately $460 million of the
$1,500 million authorized for its stock repurchase program remaining. The Company may continue or, from
time to time, suspend repurchases of shares under its stock repurchase program, depending on prevailing market
conditions, alternate uses of capital and other factors.

Net cash provided to the Company by discontinued operations was $622 million for 2002, primarily due to the
sale of Fingerhut's core catalog accounts receivable portfolio and the sale of various other Fingerhut assets.

In 2002, the Company took certain actions which resulted in the consolidation of the Prime Credit Card Master
Trust II (the "Trust") for financial reporting purposes. The principal assets and liabilities of the Trust consist of
non-proprietary credit card receivables transferred by the Company to the Trust in transactions previously
accounted for as sales under Statement of Financial Accounting Standards No. 140, "Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of Liabilities," and the related debt issued by the Trust.
As a result of the Company's actions, the transfer of receivables and debt are being treated as secured borrowings
as of and subsequent to July 5, 2002. These actions increased the Company's consolidated assets and debt by
$479 million at July 5, 2002 and $457 million at August 3, 2002.

Management believes that, with respect to the Company's current operations, cash on hand and funds from
operations, together with its credit facilities and other capital resources, will be sufficient to cover its reasonably
foreseeable working capital, capital expenditure and debt service requirements in both the near term and over the
longer term. The Company's ability to generate funds from operations may be affected by numerous factors,
including general economic conditions and levels of consumer confidence and demand; however, the Company
expects to be able to manage its working capital levels and capital expenditure amounts so as to maintain its
liquidity levels. Depending upon conditions in the capital markets and other factors, the Company may from
time to time consider the issuance of debt or other securities, or other possible capital markets transactions, the
proceeds of which could be used to refinance existing indebtedness or for other corporate purposes.

Management believes the department store business and other retail businesses will continue to consolidate.
Accordingly, the Company intends from time to time to consider additional acquisitions of, and investments in,
department stores and other complementary assets and companies. Acquisition transactions, if any, are expected
to be financed through a combination of cash on hand and from operations and the possible issuance from time
to time of long-term debt or other securities.

Outlook 

The Company expects to achieve earnings per share from continuing operations of $.35 to $.45 a share in the
third quarter and $2.05 to $2.20 for the fourth quarter, which is consistent with the Company's prior guidance.
The Company now expects a comparable store sales increase of 1 to 3 percent for the third and fourth quarters of
2002, given the current weakness in the economy and the Company's recent lower-than-anticipated sales trend.
This compares to prior guidance of 3 to 3.5 percent for the same periods. In estimating comparable store sales
and earnings per share, the Company assumed that general economic conditions and consumer confidence and
demand would be such that sales would increase by the forecasted amounts. Additionally, the Company is
assuming improvements in the gross margin rates for the third and fourth quarters, benefiting from lower
inventory levels throughout the third and fourth quarters, with the year-end comparable store inventory levels
expected to be relatively flat compared to the prior year. SG&A expenses are expected to increase by 1 to 3
percent in each quarter; however, the SG&A rate as a percent to net sales is expected to improve compared to last
year in both the third and fourth quarters. The accuracy of these assumptions and of the resulting forecasts is
subject to uncertainties and circumstances beyond the Company's control. Consequently, actual results could
differ materially from the forecasted results. See "Forward-Looking Statements" for a discussion of matters that
could cause actual results to vary from the Company's expectations.

PART II -- OTHER INFORMATION 

Item 1. Legal Proceedings



The Company and certain members of its senior management have been named defendants in five
substantially identical purported class action complaints filed on behalf of persons who purchased shares
of the Company between February 23, 2000 and July 20, 2000. Originally filed in August, September and
October 2000, in the United States District Court for the Southern District of New York, the actions have
been consolidated into a single case (In Re Federated Department Stores, Inc. Securities Litigation , Case
No. 00-CV-6362 (RCC)) and a consolidated amended complaint (the "Complaint") has been filed. The
Complaint alleges violations of Sections 10(b) and 20(a) of the Securities Exchange Act of 1934, and Rule
10b-5 thereunder, on the basis that the Company, among other things, made false and misleading
statements regarding its financial condition and results of operations and failed to disclose material
information relating to the credit delinquency problem at the Company's former Fingerhut subsidiary. The
plaintiffs are seeking unspecified amounts of compensatory damages and costs, including legal fees.
Management intends to defend vigorously against those allegations. A motion to dismiss the Complaint is
pending. Discovery has not commenced.

On February 14 and February 26, 2002, two essentially identical shareholder derivative lawsuits were filed
in a Minnesota state court, purportedly on behalf of the Company, naming as defendants the Company's
directors, its Fingerhut subsidiary and certain officers of Fingerhut. The complaints alleged that the
defendants breached their fiduciary duties to the Company in connection with the disposition of Fingerhut
and sought an injunction to prevent the liquidation of Fingerhut or a sale of Fingerhut's assets other than as
a going concern. The defendants removed these lawsuits to the United States District Court for the District
of Minnesota (Wesenberg vs. Zimmerman, et al , Case No. 02-CV-527; Alaska Ironworkers Pension Trust
vs. Zimmerman, et al; Case No. 02-CV-528). One of these lawsuits (Case No. 02-CV-528) was voluntarily
dismissed without prejudice in May 2002. In the second lawsuit (Case No. 02-CV-527), the defendants
filed a motion to dismiss, which was granted by the court on June 24, 2002. The plaintiff is appealing the
dismissal of the second lawsuit.

Item 4. Controls and Procedures

The Company maintains a system of internal accounting controls, which is supported by a program of
internal audits with appropriate management follow-up action, to provide reasonable assurance that the
Company's assets are protected and transactions are properly recorded. The Company regularly monitors
the effectiveness of these controls and from time to time modifies them in response to changes in
circumstances or as appropriate opportunities for improvement are identified. Subsequent to February 2,
2002, there have been no significant changes in the Company's internal controls or to the Company's
knowledge in other factors that could significantly affect these controls.

Item 5. Other Information 

                   Forward-Looking Statements

This report and other reports, statements and information previously or subsequently filed by the
Company with the Securities and Exchange Commission (the "SEC") contain or may contain forward-
looking statements. Such statements are based upon the beliefs and assumptions of, and on information
available to, the management of the Company at the time such statements are made. The following are or
may constitute forward-looking statements within the meaning of the Private Securities Litigation Reform
Act of 1995: (i) statements preceded by, followed by or that include the words "may," "will," "could,"
"should," "believe," "expect," "future," "potential," "anticipate," "intend," "plan," "think," "estimate" or
"continue" or the negative or other variations thereof, and (ii) statements regarding matters that are not
historical facts. Such forward-looking statements are subject to various risks and uncertainties, including
(a) risks and uncertainties relating to the possible invalidity of the underlying beliefs and assumptions, (b)
possible changes or developments in social, economic, business, industry, market, legal and regulatory
circumstances and conditions, (c) actions taken or omitted to be taken by third parties, including
customers, suppliers, business partners, competitors and legislative, regulatory, judicial and other
governmental authorities and officials, and (d) attacks or threats of attacks by terrorists or war.
Furthermore, future results of the operations of the Company could differ materially from historical results
or current expectations because of a variety of factors that affect the Company, including transaction costs
associated with the renovation, conversion and transitioning of retail stores in regional markets; the
outcome and timing of sales and leasing in conjunction with the disposition of retail store properties; the
retention, reintegration and transitioning of displaced employees; and competitive pressures from
department and specialty stores, general merchandise stores, manufacturers' outlets, off-price and discount
stores, and all other retail channels; and general consumer-spending levels, including the impact of the



availability and level of consumer debt, levels of consumer confidence and the effects of the weather. In
addition to any risks and uncertainties specifically identified in the text surrounding such forward-looking
statements, the statements in the immediately preceding sentence and the statements under captions such as
"Risk Factors" and "Special Considerations" in reports, statements and information filed by the Company
with the SEC from time to time constitute cautionary statements identifying important factors that could
cause actual amounts, results, events and circumstances to differ materially from those reflected in such
forward-looking statements. 

Item 6. Exhibits and Reports on Form 8-K

              A.  Exhibits

10.1    Amended and Restated 364-Day Credit Agreement, dated as of June 28, 2002, by and
among the Company, as Borrower, the Initial Lenders Named Herein, as Initial Lenders,
Citibank, N.A., as Administrative Agent and as Paying Agent, JPMorgan Chase Bank, as
Administrative Agent, Fleet National Bank, as Syndication Agent, Bank of America, N.A.,
Credit Suisse First Boston and U.S. Bank National Association, as Documentation Agents,
and Salomon Smith Barney, Inc. and J.P. Morgan Securities, Inc., as lead arrangers and
bookrunners.

10.2     First Amendment to Pooling and Servicing Agreement, dated as of July 5, 2002, by
and among Prime II Receivables Corporation, as Transferor, FDS Bank, as Servicer, and
JPMorgan Chase Bank, as Trustee.

10.3     Third Amendment to Class A Certificate Purchase Agreement, dated as of July 30,
2002, by and among Prime II Receivables Corporation, as Transferor, FDS Bank, as Servicer,
Market Street Funding Corporation, as Class A Purchaser, and PNC Bank, National
Association, as Agent. 

10.4    Third Amendment to Class B Certificate Purchase Agreement, dated as of July 30,
2002, by and among Prime II Receivables Corporation, as Transferor, FDS Bank, as Servicer,
Market Street Funding Corporation, as Class B Purchaser, and PNC Bank, National
Association, as Agent.

10.5     Second Amendment to Series 1997-1 Variable Funding Supplement, dated as of July
5, 2002, by and among Prime II Receivables Corporation, as Transferor, FDS Bank, as
Servicer, and JPMorgan Chase Bank, as Trustee. 

10.6     Second Amendment to Series 1999-1 Variable Funding Supplement, dated as of July
5, 2002, by and among Prime II Receivables Corporation, as Transferor, FDS Bank, as
Servicer, and JPMorgan Chase Bank, as Trustee.

              B.  Reports on Form 8-K

No reports were filed on Form 8-K during the quarter ended August 3, 2002.

 

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 hereunto duly authorized.
 

 
FEDERATED DEPARTMENT STORES, INC.

Dated:  September 17, 2002 By:  /s/ Dennis J. Broderick
Name:  Dennis J. Broderick
Title:  Senior Vice President, General Counsel and
Secretary

 



 

 
By:  /s/ Joel A. Belsky
Name:  Joel A. Belsky
Title:  Vice President and Controller
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CERTIFICATIONS

I, James M. Zimmerman, Chief Executive Officer of Federated Department Stores, Inc., certify that:

1. I have reviewed this quarterly report on Form 10-Q of Federated Department
Stores, Inc.;

2. Based on my knowledge, this quarterly 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 quarterly
report; and

3. Based on my knowledge, the financial statements, and other financial
information included in this quarterly 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 quarterly report.

September 17, 2002 /s/ James M. Zimmerman       
James M. Zimmerman

I, Karen M. Hoguet, Chief Financial Officer of Federated Department Stores, Inc., certify that:

1. I have reviewed this quarterly report on Form 10-Q of Federated Department
Stores, Inc.;

2. Based on my knowledge, this quarterly 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 quarterly
report; and

3. Based on my knowledge, the financial statements, and other financial
information included in this quarterly 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 quarterly report.

September 17, 2002 /s/ Karen M. Hoguet       
Karen M. Hoguet



EXECUTION COPY

AMENDED AND RESTATED 364-DAY CREDIT AGREEMENT

Dated as of June 28, 2002

FEDERATED DEPARTMENT STORES, INC., a Delaware corporation (the " Borrower"), the banks, financial
institutions and other institutional lenders (collectively, the "Initial Lenders") party hereto, CITIBANK, N.A., as
administrative agent (in such capacity, an "Administrative Agent") and paying agent (in such capacity, the " Paying
Agent") for the Lenders (as defined in the Existing Credit Agreement referred to below), JPMORGAN CHASE BANK,
as an administrative agent, FLEET NATIONAL BANK, as syndication agent, BANK OF AMERICA, N.A. CREDIT
SUISSE FIRST BOSTON and U.S. BANK NATIONAL ASSOCIATION, as documentation agents, and SALOMON
SMITH BARNEY INC. and J.P. MORGAN SECURITIES INC., as lead arrangers and bookrunners, hereby agree as
follows:

PRELIMINARY STATEMENTS

(1) The Borrower is party to a 364-Day Credit Agreement dated as of June 29, 2001 (as amended, supplemented or
otherwise modified from time to time to (but not including) the date of this Amendment and Restatement, the "Existing
Credit Agreement") with the banks, financial institutions and other institutional lenders party thereto, The Chase
Manhattan Bank, as an administrative agent, and Citibank, N.A., as an administrative agent and the paying agent for
such lenders. Capitalized terms not otherwise defined in this Amendment and Restatement shall have the same
meanings as specified in the Existing Credit Agreement.

(2) The parties to this Amendment and Restatement desire to amend the Existing Credit Agreement as set forth herein
and to restate the Existing Credit Agreement in its entirety to read as set forth in the Existing Credit Agreement with the
following amendments.

(3) The Borrower has requested that the Lenders agree to extend credit to it from time to time in an aggregate principal
amount of up to $400,000,000 for general corporate purposes of the Borrower and its Subsidiaries not otherwise
prohibited under the terms of this Amendment and Restatement. The Lenders have indicated their willingness to agree
to extend credit to the Borrower from time to time in such amount on the terms and conditions of this Amendment and
Restatement.

SECTION 1. Amendments to the Existing Credit Agreement . (a) Section 1.01 of the Existing Credit Agreement is,
effective as of the date of this Amendment and Restatement and subject to the satisfaction of the conditions precedent
set forth in Section 2, hereby amended by deleting the definitions of "Applicable Margin ", "Lenders" and "Revolver
Termination Date" set forth therein and replacing them, respectively, with the following new definitions thereof:

"Applicable Margin" means, as of any date of determination prior to the Term Loan Conversion Date, a
percentage per annum determined by reference to the Performance Level in effect on such date as set forth
below:

Performance

Level

Applicable
Margin for

Base Rate
Advances

Applicable
Margin for

Eurodollar Rate
Advances

Level 1 0.0000% 0.190%
Level 2 0.0000% 0.305%
Level 3 0.0000% 0.400%
Level 4 0.0000% 0.500%
Level 5 0.0000% 0.575%
Level 6 0.0000% 0.800%

and, as of any date of determination on or after the Term Loan Conversion Date, a percentage per annum
determined by reference to the Performance Level in effect on such date as set forth below:

Performance

Level

Applicable
Margin for

Base Rate

Applicable
Margin for

Eurodollar Rate



Advances Advances
Level 1 0.0000% 0.625%
Level 2 0.0000% 0.750%
Level 3 0.0000% 0.875%
Level 4 0.0000% 1.000%
Level 5 0.0000% 1.250%
Level 6 0.0000% 1.500%

In the case of a change in the Applicable Margin due to a change in the Interest Coverage Ratio, such
change shall be effective five Business Days after the date on which the Paying Agent receives financial
statements pursuant to Section 5.01(h)(i) or (ii) together with a certificate of the chief financial officer of
the Borrower demonstrating such Interest Coverage Ratio. In the case of a change in the Applicable
Margin due to a change in the Public Debt Rating, such change shall be effective five Business Days after
the date on which the Paying Agent receives a certificate of the chief financial officer of the Borrower
pursuant to Section 5.01(h)(vi) setting forth such Public Debt Rating.

"Lenders" means, collectively, each Initial Lender, each Assuming Lender that shall become a party hereto
pursuant to Section 2.16 and each other Person that shall become a party hereto pursuant to Sections 8.07
and, except when used in reference to a Revolving Credit Advance, a Revolving Credit Note or a related
term, each Designated Bidder.

"Revolver Termination Date" means the earlier of June 27, 2003 (subject to the extension thereof pursuant
to Section 2.16) and the date of termination in whole of the Revolving Credit Commitments pursuant to
Section 2.05 or 6.01; provided, however, that the Revolver Termination Date of any Lender that is a Non-
Consenting Lender to any requested extension pursuant to Section 2.16 shall be the Revolver Termination
Date in effect immediately prior to the applicable Extension Date for all purposes of this Agreement and
any Notes.

(b) Schedule I to the Existing Credit Agreement is, effective as of the date of this Amendment and Restatement and
subject to the satisfaction of the conditions precedent set forth in Section 2, deleted in its entirety and replaced with
Schedule I to this Amendment and Restatement.

SECTION 2. Conditions of Effectiveness of this Amendment and Restatement . This Amendment and Restatement
shall become effective as of the date first above written (the "Restatement Effective Date") when and only if:

(a) The Paying Agent shall have received counterparts of this Amendment and Restatement executed by
the Borrower and all of the Initial Lenders or, as to any of the Initial Lenders, advice satisfactory to the
Paying Agent that such Initial Lender has executed this Amendment and Restatement.

(b) The Paying Agent shall have received on or before the Restatement Effective Date the following, each
dated such date and (unless otherwise specified below) in form and substance satisfactory to the Paying
Agent and in sufficient copies for each Initial Lender:

(i) The Revolving Credit Notes to the order of each of the Lenders that have requested
Revolving Credit Notes prior to the Restatement Effective Date.

(ii) Certified copies of the resolutions of the Board of Directors of the Borrower approving
this Amendment and Restatement and the Notes, and of all documents (including, without
limitation, charters and bylaws) evidencing other necessary corporate action and
governmental approvals, if any, with respect to this Amendment and Restatement and the
Notes.

(iii) A certificate of the Secretary or an Assistant Secretary of the Borrower certifying the
names and true signatures of the officers of the Borrower authorized to sign this Amendment
and Restatement and the Notes and the other documents to be delivered hereunder.

(iv) A favorable opinion of Shearman & Sterling, counsel for the Agents, in form and
substance satisfactory to the Agents.

(c) The representations and warranties contained in Section 4.01 of the Existing Credit Agreement shall be
correct on and as of the Restatement Effective Date, before and after giving effect to the Restatement
Effective Date, as though made on and as of such date.



(d) No event shall have occurred and be continuing, or shall occur as a result of the occurrence of the
Restatement Effective Date, that constitutes a Default.

SECTION 3. Reference to and Effect on the Existing Credit Agreement and the Notes . ( a ) On and after the
effectiveness of this Amendment and Restatement, each reference in the Existing Credit Agreement to "this
Agreement", "hereunder", "hereof" or words of like import referring to the Existing Credit Agreement, and each
reference in the Notes to "the Credit Agreement", "thereunder", "thereof" or words of like import referring to the
Existing Credit Agreement, shall mean and be a reference to the Existing Credit Agreement, as amended by this
Amendment and Restatement.

(b) The Existing Credit Agreement and the Notes, as specifically amended by this Amendment and Restatement, are
and shall continue to be in full force and effect and are hereby in all respects ratified and confirmed.

(c) Without limiting any of the other provisions of the Existing Credit Agreement, as amended by this Amendment and
Restatement, any references in the Existing Credit Agreement to the phrases "on the date hereof", "on the date of this
Agreement" or words of similar import shall mean and be a reference to the date of the Existing Credit Agreement
(which is June 29, 2001).

SECTION 4. Costs and Expenses. The Borrower agrees to pay on demand all reasonable out-of-pocket costs and
expenses of the Paying Agent in connection with the preparation, execution, delivery and administration, modification
and amendment of this Amendment and Restatement, the Notes and the other documents to be delivered hereunder
(including, without limitation, the reasonable and documented fees and expenses of counsel for the Paying Agent with
respect hereto and thereto) in accordance with the terms of Section 8.04 of the Existing Credit Agreement.

SECTION 5. Execution in Counterparts. This Amendment and Restatement may be executed in any number of
counterparts and by different parties hereto in separate counterparts, each of which when so executed shall be deemed
to be an original and all of which taken together shall constitute one and the same agreement. Delivery of an executed
counterpart of a signature page to this Amendment and Restatement by telecopier shall be effective as delivery of a
manually executed counterpart of this Amendment and Restatement.

SECTION 6. Governing Law. This Amendment and Restatement shall be governed by, and construed in accordance
with, the laws of the State of New York.

IN WITNESS WHEREOF , the parties hereto have caused this Amendment and Restatement to be executed by their
respective officers thereunto duly authorized, as of the date first above written.

THE BORROWER
  
 FEDERATED DEPARTMENT STORES, INC.
  
 By: /s/ Karen M. Hoguet
 Title: Senior Vice President and Chief Financial

Officer
  
  
 CITIBANK, N.A.,
 as an Administrative Agent and as Paying Agent
  
 By: /s/ Steven R. Victorin
 Title: Vice President
  
  
 JPMORGAN CHASE BANK,
 as an Administrative Agent
  
 By:
 Title: Vice President
  
  

THE INITIAL LENDERS
  

Lead Arrangers



Lead Arrangers
  
 CITIBANK, NA.
  
 By: /s/ Steven R. Victorin
 Name: Steven R. Victorin
 Title: Vice President
  
  
 JPMORGAN CHASE BANK
  
 By:
 Name:
 Title: Vice President
  
  

Syndication Agent
  
 FLEET NATIONAL BANK
  
 By /s/ Judith Kelly
 Name: Judith Kelly
 Title: Director
  
  

Documentation Agents
  
 BANK OF AMERICA, N.A.
  
 By /s/ Amy Krovocheck
 Name: Amy Krovocheck
 Title: Vice President
  
  
 CREDIT SUISSE FIRST BOSTON
  
 By /s/ Bill O'Daly
 Name: Bill O'Daly
 Title: Director
  
 By /s/ Cassandra Droogan
 Name: Cassandra Droogan
 Title: Associate
  
  
 U.S. BANK NATIONAL ASSOCIATION
  
 By:
 Name:
 Title:
  
  

Senior Managing Agents
  
 BANK ONE, NA
  
 By /s/ Catherine A. Muszynski
 Name: Catherine A. Muszynski
 Title: Director
  



  
 PNC BANK, NATIONAL ASSOCIATION
  
 By /s/ Bruce Kintner
 Name: Bruce Kintner
 Title: Vice President
  
  

Managing Agents
  
 THE FIFTH THIRD BANK
  
 By /s/ Christine L. Wagner
 Name: Christine L. Wagner
 Title: Assistant Vice President
  
  
 MELLON BANK, N.A.
  
 By /s/ Louis E. Flori
 Name: Louis E. Flori
 Title: Vice President
  
  
 SUMITOMO MITSUI BANKING

CORPORATION
  
 By /s/ Robert H. Riley
 Name: Robert H. Riley, III
 Title: Senior Vice President
  
  

Lenders
  
 ALLFIRST BANK
  
 By /s/ Brooks Thropp
 Name: Brooks W. Thropp
 Title: Vice President
  
  
 BANCA NAZIONALE DEL LAVORO S.P.A.,

NEW YORK BRANCH
  
 By /s/ Francesco DiMario
 Name: Francesco DiMario
 Title: Vice President
  
 By /s/ Carlo Vecchi
 Name: Carlo Vecchi
 Title: Senior Vice President
  
  
 THE BANK OF NEW YORK
  
 By /s/ William Barnum
 Name: William Barnum
 Title: Vice President
  
  

WACHOVIA BANK, NATIONAL



 WACHOVIA BANK, NATIONAL
ASSOCIATION

  
 By /s/ Susan Vitale
 Name: Susan T. Vitale
 Title: Vice President
  
  
 UNION BANK OF CALIFORNIA, N.A.
  
 By /s/ Timothy Streb
 Name: Timothy P. Streb
 Title: Vice President
  
  
 FIRST HAWAIIAN BANK
  
 By /s/ Charles L. Jenkins
 Name: Charles L. Jenkins
 Title: Vice President, Manager

SCHEDULE I

COMMITMENTS AND APPLICABLE LENDING OFFICES  

Name of Initial

Lender

Revolving Credit

Commitment

Domestic Lending

Office

Eurodollar Lending

Office
Allfirst Bank

 

 

$5,000,000 Credit:

25 S. Charles Street

Baltimore, MD 21201

Attn: John Serocca

Phone: (410) 244-4852

Fax: (410) 545-2047

Administrative:

25 S. Charles Street

Baltimore, MD 21201

Attn: John Serocca

Phone: (410) 244-4852

Fax: (410) 545-2047

Credit:

25 S. Charles Street

Baltimore, MD 21201

Attn: Sean Fitzgerald

Phone: (410) 244-4575

Fax: (410) 545 2079

Administrative:

25 S. Charles Street

Baltimore, MD 21201

Attn: Sean Fitzgerald

Phone: (410) 244-4575

Fax: (410) 545-2079
Banca Nazionale del
Lavoro

 

 

$6,250,000 Credit:

25 West 51st Street

New York, NY 10019

Attn: Francesco DiMario

Phone: (212) 314-0239

Fax: (212) 765-2978

Credit:

25 West 51st Street

New York, NY 10019

Attn: Francesco DiMario

Phone: (212) 314-0239

Fax: (212) 765-2978



Administrative:

Attn: Anna Hernandez

Phone: (212) 314-0679

Fax: (212) 765-2978

Administrative:

Attn: Anna Hernandez

Phone: (212) 314-0679

Fax: (212) 765-2978
Bank of America, N.A. $33,750,000 Credit:

901 Main St, 64 th Floor

Dallas, TX 75202

Attn: Amy Krovocheck

Phone: (214) 209-0193

Fax: (214) 209-0905

Administrative:

1850 Gateway Blvd.

Concord, CA 94520-3282

Attn: G.K. Lapitan

Phone: (925) 675-8205

Fax: (925) 969-2852

Credit:

901 Main St, 64 th Floor

Dallas, TX 75202

Attn: Amy Krovocheck

Phone: (214) 209-0193

Fax: (214) 209-0905

Administrative:

1850 Gateway Blvd.

Concord, CA 94520-3282

Attn: G.K. Lapitan

Phone: (925) 675-8205

Fax: (925) 969-2852
The Bank of New York $15,000,000 Credit:

One Wall Street, 8th Floor

New York, NY 10286

Attn: Clarence Burleigh

Phone: (212) 635-7867

Fax: (212) 635-1483

Administrative:

One Wall Street, 8th Floor

New York, NY 10286

Attn: Susan Baratta

Phone: (212) 635-6761

Fax: (212) 635-6397

Credit:

One Wall Street, 8th Floor

New York, NY 10286

Attn: Clarence Burleigh

Phone: (212) 635-7867

Fax: (212) 635-1483

Administrative:

One Wall Street, 8th Floor

New York, NY 10286

Attn: Susan Baratta

Phone: (212) 635-6761

Fax: (212) 635-6397
Bank One, NA $21,250,000 Credit:

1 Bank One Plaza

Suite ILI0086

Chicago, IL 60670

Attn: Paul Rigby

Phone: (312) 732-6132

Credit:

1 Bank One Plaza

Suite ILI0086

Chicago, IL 60670

Attn: Paul Rigby

Phone: (312) 732-6132



Fax: (312) 336-4380

Administrative:

1 Bank One Plaza

Suite ILI0086

Chicago, IL 60670

Attn: Tess Siao

Phone: (312) 732-8705

Fax: (312) 336-2715

Fax: (312) 336-4380

Administrative:

1 Bank One Plaza

Suite ILI0086

Chicago, IL 60670

Attn: Tess Siao

Phone: (312) 732-8705

Fax: (312) 336-2715Citibank, N.A. $46,250,000 Credit:

388 Greenwich Street

New York, NY 10013

Attn: Robert Snell

Phone: (212) 816-

Fax: (212) 793-7585

Administrative:

2 Penns Plaza

Suite 200

New Castle, DE 19720

Attn: Tim Card

Phone: (718) 248-4536

Fax: (718) 248-4844

Credit:

388 Greenwich Street

New York, NY 10013

Attn: Robert Snell

Phone: (212) 816-

Fax: (212) 793-7585

Administrative:

2 Penns Plaza

Suite 200

New Castle, DE 19720

Attn: Tim Card

Phone: (718) 248-4536

Fax: (718) 248-4844
Credit Suisse First
Boston

 

 

$33,750,000 Credit:

11 Madison Ave., 19th Fl.

New York, NY 10010

Attn: William O'Daly

Phone: (212) 325-1986

Fax: (212) 325-8314

Administrative:

11 Madison Ave.

New York, NY 10010

Attn: Ronald David

Phone: (212) 325-1865

Fax: (212) 335-0593

Credit:

11 Madison Ave., 19th Fl.

New York, NY 10010

Attn: William O'Daly

Phone: (212) 325-1986

Fax: (212) 325-8314

Administrative:

11 Madison Ave.

New York, NY 10010

Attn: Ronald David

Phone: (212) 325-1865

Fax: (212) 335-0593
First Hawaiian Bank $5,000,000 Credit:

999 Bishop Street, 11 th

Credit:

999 Bishop Street, 11 th



Floor

Honolulu, HI 96847

Attn: Charles L. Jenkins

Phone: (808) 525-6289

Fax: (808) 525-6372

Administrative:

999 Bishop Street, 11 th

Floor

Honolulu, HI 96847

Attn: Laurae Imamura

Phone: (808) 844-3740

Fax: (808) 844-3660/3659

Floor

Honolulu, HI 96847

Attn: Charles L. Jenkins

Phone: (808) 525-6289

Fax: (808) 525-6372

Administrative:

999 Bishop Street, 11 th

Floor

Honolulu, HI 96847

Attn: Laurae Imamura

Phone: (808) 844-3740

Fax: (808) 844-3660/3659
The Fifth Third Bank

 

 

$18,750,000 Credit:

38 Fountain Square Plaza

Cincinnati, OH 45263

Attn: Christine Wagner

Phone: (513) 744-7348

Fax: (513) 744-5947

Administrative:

38 Fountain Square Plaza

Cincinnati, OH 45263

Attn: Melody R. Merrill

Phone: (513) 579-5389

Fax: (513) 534-5947

Credit:

38 Fountain Square Plaza

Cincinnati, OH 45263

Attn: Christine Wagner

Phone: (513) 744-7348

Fax: (513) 744-5947

Administrative:

38 Fountain Square Plaza

Cincinnati, OH 45263

Attn: Melody R. Merrill

Phone: (513) 579-5389

Fax: (513) 534-5947
Fleet National Bank $36,250,000 Credit:

100 Federal Street

MA DE 100 09E

Boston, MA 02110

Attn: Judy Kelly

Phone: (617) 434-5280

Fax: (617) 434-6685

Administrative:

One Federal Street

MA De 10307L

Credit:

100 Federal Street

MA DE 100 09E

Boston, MA 02110

Attn: Judy Kelly

Phone: (617) 434-5280

Fax: (617) 434-6685

Administrative:

One Federal Street

MA De 10307L



Boston, MA 02110

Attn: Chad E. Rutledge

Phone: (617) 434-1645

Fax: (617) 434-9933

Boston, MA 02110

Attn: Chad E. Rutledge

Phone: (617) 434-1645

Fax: (617) 434-9933

JPMorgan Chase Bank $48,750,000 Credit:

270 Park Avenue, 48th Fl.

New York, NY 10017

Attn: Barry Bergman

Phone: (212) 270-0203

Fax: (212) 270-5646

Administrative:

1 Chase Manhattan Plaza

8th Floor

New York, NY 10081

Attn: Amy Labinger

Phone: (212) 552-4025

Fax: (212) 552-7500

Credit:

270 Park Avenue, 48th Fl.

New York, NY 10017

Attn: Barry Bergman

Phone: (212) 270-0203

Fax: (212) 270-5646

Administrative:

1 Chase Manhattan Plaza

8th Floor

New York, NY 10081

Attn: Amy Labinger

Phone: (212) 552-4025

Fax: (212) 552-7500
Mellon Bank, N.A. $18,750,000 Credit:

One Mellon Bank Center,

Room 370

Pittsburgh, PA 15258-0001

Attn: Louis Flori

Phone: (412) 234-7298

Fax: (412) 236-1914

Administrative:

Three Mellon Bank Center,

Room 1203

Pittsburgh, PA 15259-0003

Attn: Richard Bouchard

Phone: (412) 234-5767

Fax: (412) 209-6124

Credit:

One Mellon Bank Center,

Room 370

Pittsburgh, PA 15258-0001

Attn: Louis Flori

Phone: (412) 234-7298

Fax: (412) 236-1914

Administrative:

Three Mellon Bank Center,

Room 1203

Pittsburgh, PA 15259-0003

Attn: Richard Bouchard

Phone: (412) 234-5767

Fax: (412) 209-6124
PNC Bank,

National Association

 

$21,250,000 Credit:

201 East 5th Street

Cincinnati, OH 45202

Credit:

201 East 5th Street

Cincinnati, OH 45202



 Attn: Joe Richardson

Phone: (513) 651- 8688

Fax: (513) 651-8951

Administrative:

201 E. 5th Street

Cincinnati, OH 45202

Attn: Sandy Wilson

Phone:(513) 651-8984

Fax: (513) 651- 8951

Attn: Joe Richardson

Phone: (513) 651-8688

Fax: (513) 651-8951

Administrative:

201 E. 5th Street

Cincinnati, OH 45202

Attn: Sandy Wilson

Phone: (513) 651- 8984

Fax: (513) 651-8951Sumitomo Mitsui
Banking Corporation

 

$18,750,000 Credit:

233 South Wacker Drive,
Suite 4010

Chicago, IL 60606

Attn: John H. Kemper

Phone: (312) 876-7797

Fax: (312) 876-6436

Administrative:

277 Park Avenue

New York, NY 10172

Attn: Courtney L. Whitlock

Phone: (212) 224-4335

Fax (212) 224-5197

Credit:

233 South Wacker Drive,
Suite 4010

Chicago, IL 60606

Attn: John H. Kemper

Phone: (312) 876-7797

Fax: (312) 876-6436

Administrative:

277 Park Avenue

New York, NY 10172

Attn: Courtney L. Whitlock

Phone: (212) 224-4335

Fax (212) 224-5197
Union Bank of
California, N.A.

$25,000,000 Credit:

350 California Street, 6 th

Floor

San Francisco, CA 94104

Attn: Timothy Streb

Phone: (415) 705-7021

Fax: (415) 705-5093

Administrative:

1980 Saturn Street

Monterey Park, CA 91755

Attn: Ruby Gonzales

Phone: (323) 720-7055

Fax: (323) 724-6198

Credit:

350 California Street, 6 th

Floor

San Francisco, CA 94104

Attn: Timothy Streb

Phone: (415) 705-7021

Fax: (415) 705-5093

Administrative:

1980 Saturn Street

Monterey Park, CA 91755

Attn: Ruby Gonzales

Phone: (323) 720-7055

Fax: (323) 724-6198
U.S. Bank National 33,750,000 Credit: Credit:



U.S. Bank National
Association

33,750,000 Credit:

425 Walnut Street, ML:
8160

Cincinnati, OH 45202

Attn: Derek Roudebush

Phone: (513) 632-4010

Fax: (513) 762-2068

Administrative:

425 Walnut Street

Cincinnati, OH 45202

Attn: Beth Martin

Phone: (920) 424-8419

Fax: (920) 426-7993

Credit:

425 Walnut Street, ML:
8160

Cincinnati, OH 45202

Attn: Derek Roudebush

Phone: (513) 632-4010

Fax: (513) 762-2068

Administrative:

425 Walnut Street

Cincinnati, OH 45202

Attn: Beth Martin

Phone: (920) 424-8419

Fax: (920) 426-7993
Wachovia Bank,
National Association

$12,500,000 Credit:

1339 Chestnut Street

Philadelphia, PA 19107

Attn: Susan Vitale

Phone: 267-321-6712

Fax: 267-321-6700

Administrative:

201 South College Street

17th Floor

Charlotte, NC 28288-1183

Attn: Cynthia Rawson

Phone: (704) 383-5215

Fax: (704) 383-7999

Credit:

1339 Chestnut Street

Philadelphia, PA 19107

Attn: Susan Vitale

Phone: 267-321-6712

Fax: 267-321-6700

Administrative:

201 South College Street

17th Floor

Charlotte, NC 28288-1183

Attn: Cynthia Rawson

Phone: (704) 383-5215

Fax: (704) 383-7999

___________

TOTAL OF COMMITMENTS: $400,000,000



FIRST AMENDMENT
TO

POOLING AND SERVICING AGREEMENT

This First Amendment to Pooling and Servicing Agreement, dated as of July 5, 2002 (this "Amendment"), is among
Prime II Receivables Corporation (the "Transferor"), FDS Bank, successor in interest to FDS National Bank, as servicer
(the "Servicer"), and JPMorgan Chase Bank, successor in interest to The Chase Manhattan Bank, as trustee (the
"Trustee"). Capitalized terms used in this Amendment and not otherwise defined have the meanings assigned to such
terms in the Pooling and Servicing Agreement (as defined below).

Preliminary Statements:

1. The Transferor, the Servicer and the Trustee are parties to that certain Pooling and Servicing Agreement, dated as of
January 22, 1997 (as amended, restated, supplemented or otherwise modified from time to time, the "Pooling and
Servicing Agreement").

2. The Transferor, the Servicer and the Trustee desire to amend the Pooling and Servicing Agreement to reflect more
accurately the calculation of finance charges thereunder.

3. Section 13.1 of the Pooling and Servicing Agreement permits the amendment of the Pooling and Servicing
Agreement with the consent of the requisite percentage of the Holders of Investor Certificates.

Agreement:

The Transferor, the Servicer and the Trustee agree to the following terms and conditions:

1. Amendment. On the date of this Amendment, the Pooling and Servicing Agreement is amended as follows:
a. The definition of "Default Amount" set forth in Section 1.1 of the Pooling and Servicing Agreement is

deleted in its entirety and replaced with the following:

"Default Amount" shall mean, on any Business Day, (x) the aggregate Outstanding Balance of Receivables in
Accounts that became Defaulted Accounts on such Business Day that do not constitute finance charges, late fees,
or any other fee or charge minus (y) the portion of the Ineligible Default Amount that does not constitute finance
charges, late fees, or any other fee or late charge.

2. Effectiveness. This Amendment shall become effective as of the date hereof upon receipt by the Agent of
counterparts of this Amendment (whether by facsimile or otherwise) executed by each of the Transferor, the
Servicer, the Trustee, and Holders of Investor Certificates evidencing Undivided Interests aggregating not less
than 66 2/3% of the Invested Amount of Series 1997-1.

3. Continuing Agreement. The Pooling and Servicing Agreement, as amended by this Amendment, continues in
full force and effect among the Transferor, the Servicer and the Trustee.

4. Counterparts. This Amendment may be executed in any number of counterparts and by different parties on
separate counterparts, each of which when so executed shall be deemed to an original and all of which when
taken together shall constitute but one and the same instrument.

5. Governing Law. This Amendment shall be governed by, and construed in accordance with, the internal laws of
the State of New York, without regard to any otherwise applicable principles of conflicts of law.

6. Section Headings. The various headings of this Amendment are included for convenience only and shall not
affect the meaning or interpretation of this Amendment, the Agreement or any provision hereof or thereof.

[The remainder of this page is intentionally left blank.]

Delivered as of the day and the year first above written.

 PRIME II RECEIVABLES CORPORATION , as Transferor

By: /s/ Susan P. Storer
Title: President

 FDS BANK, as Servicer

By: /s/ Susan R. Robinson
Title: Treasurer

 
JPMORGAN CHASE BANK, as Trustee



JPMORGAN CHASE BANK, as Trustee

By: /s/ Craig M. Kantor
Title: Vice President

 CREDIT SUISSE FIRST BOSTON,
NEW YORK BRANCH, as Agent

By: /s/ Alberto Zonca
Title: Vice President

By: /s/ Mark Golombeck
Title: Vice President

PNC BANK, NATIONAL ASSOCIATION, as Agent

By: /s/ John Smathers
Title: Vice President

 



SECOND AMENDMENT TO
SERIES 1997-1 VARIABLE FUNDING SUPPLEMENT

This Second Amendment to Series 1997-1 Variable Funding Supplement, dated as of July 5, 2002 (this "Amendment"),
is among Prime II Receivables Corporation (the "Transferor"), FDS Bank, successor in interest to FDS National Bank,
as servicer (the "Servicer"), and JPMorgan Chase Bank, successor in interest to The Chase Manhattan Bank, as trustee
(the "Trustee"). Capitalized terms used in this Amendment and not otherwise defined have the meanings assigned to
them in the Supplement (as defined below).

Preliminary Statements

1. Transferor, the Servicer and the Trustee are parties to that certain Series 1997-1 Variable Funding Supplement, dated
as of January 22, 1997 (as amended, restated, supplemented or otherwise modified, the "Supplement") to that certain
Pooling and Servicing Agreement, dated as of January 22, 1997, among the Transferor, the Servicer and the Trustee (as
amended, restated or otherwise modified, the "Agreement").

2. Transferor, the Servicer and the Trustee desire to amend the Supplement to remove a certain restriction on the ability
of the Transferor to remove Accounts from the Trust.

3. Section 13.1 of the Agreement permits the amendment of the Supplement with the consent of the requisite
percentage of the Holders of Investor Certificates.

Agreement

The Transferor, the Servicer and the Trustee agree to the following terms and conditions:

1. Amendments. On the date of this Amendment, the Supplement is amended as follows:

Paragraph (c) of Section 6 of the Supplement is deleted in its entirety and is replaced with the following:

"(c) Section 2.7(d) shall read in its entirety as follows and shall be applicable only to the Series 1997-1
Certificates:

'Notwithstanding the foregoing, the Transferor will be permitted to designate Removed Accounts in connection
with the sale by Federated or any Affiliate of Federated of all or substantially all of the capital stock or assets of
any retail subsidiary of Federated if the conditions in clauses (i), (iii), and (iv) of subsection 2.7(b) have been met
and the Transferor shall have delivered to the Trustee and the Administrative Agent an Officer's Certificate
confirming the compliance with such conditions.'

2. Effect of Amendment. All provisions of the Supplement, as expressly amended and modified by this
Amendment, shall remain in full force and effect. After this Amendment becomes effective, all references in the
Supplement (or in any related document) to "this Supplement", "hereof", "herein", or words of similar effect
referring to the Supplement shall be deemed to be references to the Supplement as amended by this Amendment.
This Amendment shall not be deemed, either expressly or impliedly, to waive, amend or supplement any
provision of the Agreement other than as set forth herein.

3. Effectiveness. This Amendment shall become effective as of the date hereof upon receipt by the Agent of
counterparts of this Amendment (whether by facsimile or otherwise) executed by each of the Transferor, the
Servicer, the Trustee, and Holders of Investor Certificates evidencing Undivided Interests aggregating not less
than 66-2/3% of the Invested Amount of Series 1997-1.

4. Consent of Holders of Class C Certificates . The Transferor, in its capacity as holder of all of the outstanding
Class C Certificates (as defined in the Supplement), by its execution below hereby consents to the terms of this
Amendment and the changes to the Agreement or the Supplement contemplated hereby.

5. Counterparts. This Amendment may be executed in any number of counterparts and by different parties on
separate counterparts, each of which when so executed shall be deemed to an original and all of which when
taken together shall constitute but one and the same instrument.

6. Governing Law. This Amendment shall be governed by, and construed in accordance with, the internal laws of
the State of New York, without regard to any otherwise applicable principles of conflicts of law.

7. Section Headings. The various headings of this Amendment are included for convenience only and shall not
affect the meaning or interpretation of this Amendment, the Agreement or any provision hereof or thereof.

[The remainder of this page is intentionally left blank.]



Delivered as of the day and the year first above written.

 PRIME II RECEIVABLES CORPORATION , as Transferor

By: /s/ Susan P. Storer
Title: President

 FDS BANK, as Servicer

By: /s/ Susan R. Robinson
Title: Treasurer

 JPMORGAN CHASE BANK, as Trustee

By: /s/ Craig M. Kantor
Title: Vice President

 CREDIT SUISSE FIRST BOSTON,
NEW YORK BRANCH, as Agent

By: /s/ Alberto Zonca
Title: Vice President

By: /s/ Mark Golombeck
Title: Vice President



SECOND AMENDMENT TO
SERIES 1999-1 VARIABLE FUNDING SUPPLEMENT

This Second Amendment to Series 1999-1 Variable Funding Supplement, dated as of July 5, 2002 (this "Amendment"),
is among Prime II Receivables Corporation (the "Transferor"), FDS Bank, successor in interest to FDS National Bank,
as servicer (the "Servicer"), and JPMorgan Chase Bank, successor in interest to The Chase Manhattan Bank, as trustee
(the "Trustee"). Capitalized terms used in this Amendment and not otherwise defined have the meanings assigned to
them in the Supplement (as defined below).

Preliminary Statements

1. Transferor, the Servicer and the Trustee are parties to that certain Series 1999-1 Variable Funding Supplement, dated
as of July 9, 1999 (as amended, restated, supplemented or otherwise modified, the "Supplement") to that certain Pooling
and Servicing Agreement, dated as of January 22, 1997, among the Transferor, the Servicer and the Trustee (as
amended, restated or otherwise modified, the "Agreement").

2. Transferor, the Servicer and the Trustee desire to amend the Supplement to remove a certain restriction on the ability
of the Transferor to remove Accounts from the Trust.

3. Section 13.1 of the Agreement permits the amendment of the Supplement with the consent of the requisite
percentage of the Holders of Investor Certificates.

Agreement

The Transferor, the Servicer and the Trustee agree to the following terms and conditions:

1. Amendments. On the date of this Amendment, the Supplement is amended as follows:

Paragraph (c) of Section 6 of the Supplement is deleted in its entirety and is replaced with the following:

"(c) Section 2.7(d) shall read in its entirety as follows and shall be applicable only to the Series 1999-1
Certificates:

'Notwithstanding the foregoing, the Transferor will be permitted to designate Removed Accounts in connection
with the sale by Federated or any Affiliate of Federated of all or substantially all of the capital stock or assets of
any retail subsidiary of Federated if the conditions in clauses (i), (iii), and (iv) of subsection 2.7(b) have been met
and the Transferor shall have delivered to the Trustee and the Administrative Agent an Officer's Certificate
confirming the compliance with such conditions.'

2. Effect of Amendment. All provisions of the Supplement, as expressly amended and modified by this
Amendment, shall remain in full force and effect. After this Amendment becomes effective, all references in the
Supplement (or in any related document) to "this Supplement", "hereof", "herein", or words of similar effect
referring to the Supplement shall be deemed to be references to the Supplement as amended by this Amendment.
This Amendment shall not be deemed, either expressly or impliedly, to waive, amend or supplement any
provision of the Agreement other than as set forth herein.

3. Effectiveness. This Amendment shall become effective as of the date hereof upon receipt by the Agent of
counterparts of this Amendment (whether by facsimile or otherwise) executed by each of the Transferor, the
Servicer, the Trustee, and Holders of Investor Certificates evidencing Undivided Interests aggregating not less
than 66-2/3% of the Invested Amount of Series 1999-1.

4. Consent of Holders of Class C Certificates . The Transferor, in its capacity as holder of all of the outstanding
Class C Certificates (as defined in the Supplement), by its execution below hereby consents to the terms of this
Amendment and the changes to the Agreement or the Supplement contemplated hereby.

5. Counterparts. This Amendment may be executed in any number of counterparts and by different parties on
separate counterparts, each of which when so executed shall be deemed to an original and all of which when
taken together shall constitute but one and the same instrument.

6. Governing Law. This Amendment shall be governed by, and construed in accordance with, the internal laws of
the State of New York, without regard to any otherwise applicable principles of conflicts of law.

7. Section Headings. The various headings of this Amendment are included for convenience only and shall not
affect the meaning or interpretation of this Amendment, the Agreement or any provision hereof or thereof.

[The remainder of this page is intentionally left blank.]



Delivered as of the day and the year first above written.

 PRIME II RECEIVABLES CORPORATION , as Transferor

By: /s/ Susan P. Storer
Title: President

 FDS BANK, as Servicer

By: /s/ Susan R. Robinson
Title: Treasurer

 JPMORGAN CHASE BANK, as Trustee

By: /s/ Craig M. Kantor
Title: Vice President

 MARKET STREET FUNDING CORPORATION,

as Class A Purchaser and as Class B Purchaser

By: /s/ 
Title: Vice President

PNC BANK, NATIONAL ASSOCIATION, as Agent

By: /s/ John Smathers
Title: Vice President

 


