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PART I -- FINANCIAL INFORMATION

FEDERATED DEPARTMENT STORES, INC.

Consolidated Statements of Income
(Unaudited)

(millions, except per share figures)

 13 Weeks Ended 39 Weeks Ended
 October 29,

2005
October 30,

2004
October 29,

2005
October 30,

2004
     
Net Sales $ 5,785 $ 3,525 $ 13,049 $ 10,656 
     

Cost of sales 3,446 2,121 7,748 6,355 



Cost of sales 3,446 2,121 7,748 6,355 
     

Gross margin 2,339 1,404 5,301 4,301 
     
Selling, general and administrative expenses (2,055) (1,229) (4,474) (3,664)
     
May integration costs (63) - (63) - 
     
Gain on the sale of accounts receivable 480 - 480 - 
     
Operating income 701 175 1,244 637 
     
Interest expense (152) (57) (273) (242)
     
Interest income 7          2 20           8 
     
Income from continuing operations before
   income taxes 556 120 991 403 
     
Federal, state and local income tax expense (123)        (46) (287)      (154)
     
Income from continuing operations 433 74 704 249 
     
Discontinued operations, net of income taxes 3 - 3 - 
     
Net income $ 436 $ 74 $ 707 $ 249 
     
Basic earnings per share:     
   Income from continuing operations $ 1.81 $ .43 $ 3.65 $ 1.41 
   Income from discontinued operations .01 - .01 - 
   Net income $ 1.82 $ .43 $ 3.66 $ 1.41 
     
Diluted earnings per share:     
   Income from continuing operations $ 1.78 $ .42 $ 3.57 $ 1.38 
   Income from discontinued operations .01 - .01 - 
   Net income $ 1.79 $ .42 $ 3.58 $ 1.38 

 

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

FEDERATED DEPARTMENT STORES, INC.

Consolidated Balance Sheets
(Unaudited)

(millions)

 October 29, January 29, October 30,
 2005 2005 2004

ASSETS:    
   Current Assets:    
      Cash and cash equivalents $ 240 $   868 $ 212 
      Accounts receivable 2,370 3,418 3,147 

      Merchandise inventories 7,752 3,120 4,259 



      Merchandise inventories 7,752 3,120 4,259 
      Supplies and prepaid expenses 218 104 117 
      Assets of discontinued operations 903 - - 
         Total Current Assets   11,483 7,510 7,735 
    
   Property and Equipment - net 12,363 6,018 5,974 
   Goodwill 9,540 260 262 
   Other Intangible Assets - net 492 378 378 
   Other Assets 762 719 275 
         Total Assets $34,640 $14,885 $14,624 
    
LIABILITIES AND SHAREHOLDERS' EQUITY:    
   Current Liabilities:    
      Short-term debt $ 2,739 $ 1,242 $ 845 
      Accounts payable and accrued liabilities 6,325 2,707 3,369 
      Income taxes 81 324 162 
      Deferred income taxes 267 28 - 
      Liabilities of discontinued operations 235 - - 
         Total Current Liabilities 9,647 4,301 4,376 
    
   Long-Term Debt 8,870 2,637 3,038 
   Deferred Income Taxes 1,669 1,199 1,057 
   Other Liabilities 1,468 581 605 
   Shareholders' Equity 12,986 6,167 5,548 
    
         Total Liabilities and Shareholders' Equity $34,640 $14,885 $14,624 
    

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

 

FEDERATED DEPARTMENT STORES, INC.

Consolidated Statements of Cash Flows
(Unaudited)

(millions)

 39 Weeks Ended  
October 29, 2005

39 Weeks Ended
October 30, 2004

Cash flows from continuing operating activities:   
   Net income $ 707 $ 249 
   Adjustments to reconcile net income to net cash
      provided by continuing operating activities:

  

         Income from discontinued operations (3) - 
         Gain on the sale of accounts receivable (480) - 
         May integration costs 63 - 
        Depreciation and amortization 647 531 
        Amortization of financing costs (7) 5 
         Amortization of intangible assets 3 - 
        Amortization of unearned restricted stock 1 2 
        Changes in assets and liabilities:   
            Decrease in proprietary and other accounts receivable



            Decrease in proprietary and other accounts receivable
               not separately identified 137 196 
            Increase in merchandise inventories (1,430) (1,044)
            (Increase) decrease in supplies and prepaid expenses 118 (18)
            Decrease in other assets not separately identified 24 - 
            Increase in accounts payable and accrued liabilities 
               not separately identified 668 712 
            Decrease in current income taxes (263) (198)
            Increase (decrease) in deferred income taxes (4) 61 
            Increase (decrease) in other liabilities not separately
               identified (62) 27 
               Net cash provided by continuing operating activities 119 523 
   
Cash flows from continuing investing activities:   
   Purchase of property and equipment (321) (316)
   Capitalized software (59) (59)
   Increase in non-proprietary accounts receivable (131) (142)
Acquisition of The May Department Stores
      Company, net of cash acquired (5,339) - - 
   Proceeds from sale of accounts receivable 3,583 - 
   Collection of notes receivable - 30 
   Disposition of property and equipment 18 21 
               Net cash used by continuing investing activities (2,249) (466)
   
Cash flows from continuing financing activities:   
   Debt issued 4,580 189 
   Financing costs (2) - 
   Debt repaid (3,338) (364)
   Dividends paid
   Increase in outstanding checks

(89)
90 

(70)
26 

   Acquisition of treasury stock (7) (689)
   Issuance of common stock 250 138 
               Net cash provided (used) by continuing financing activities 1,484 (770)

FEDERATED DEPARTMENT STORES, INC.

Consolidated Statements of Cash Flows (continued)
(Unaudited)

(millions)

 39 Weeks Ended
October 29, 2005

 39 Weeks Ended
October 30, 2004  

    
Net cash used by continuing operations (646)  (713)
Net cash provided by discontinued operations 18  -

    
Net decrease in cash and cash equivalents (628)  (713)
Cash and cash equivalents at beginning of period 868  925 
    
Cash and cash equivalents at end of period $ 240  $ 212 
    
Supplemental cash flow information:    

   Interest paid $ 285  $ 267 



   Interest paid $ 285 $ 267 
   Interest received 20  9 
   Income taxes paid (net of refunds received) 354  291 
    
Schedule of noncash investing and financing activities:    
   Equity issued in acquisition 6,023  - 
   Debt assumed in acquisition 6,500  - 

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

 

FEDERATED DEPARTMENT STORES, INC.

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 January 29, 2005 (the "2004 10-K"). The accompanying Consolidated
Financial Statements should be read in conjunction with the Consolidated Financial Statements and notes thereto
in the 2004 10-K.

Because of the seasonal nature of the retail business, the results of operations for the 13 and 39 weeks ended
October 29, 2005 and October 30, 2004 (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 39 weeks ended October 29, 2005 and October 30, 2004,
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.

Net sales include merchandise sales, leased department income and shipping and handling fees. Cost of sales
consists of the cost of merchandise, including inbound freight, and shipping and handling costs. 

Historically, the Company presented the aggregate cash flows generated from both the Company's proprietary
and non-proprietary credit card accounts as cash flows from continuing operating activities in the consolidated
statements of cash flows. The Company has changed its presentation of cash flows generated from its non-
proprietary credit card accounts from operating to investing activities within the consolidated statements of cash
flows, as the receivables generated in such accounts relate predominately to activities external to the Company's
sales of merchandise and services. Accordingly, the Company has reclassified the cash flows associated with
such accounts in the comparable prior year period to conform to the classification of such cash flows for the
period covered by this report.

     The impact on the respective line items of the consolidated statement of cash flows is as follows:

  39 Weeks Ended
October 30, 2004  

       (millions)
As Previously Reported   
Decrease in accounts receivable  $ 54 
Net cash provided by continuing operating activities  381 
Net cash used by continuing investing activities  (324)
   
As Reclassified   

Decrease in proprietary and other accounts  



Decrease in proprietary and other accounts
       receivable not separately identified $  196 
Net cash provided by continuing operating activities  523 
Increase in non-proprietary accounts receivable  (142)
Net cash used by continuing investing activities  (466)

In November 2004, the FASB issued Statement of Financial Accounting Standards ("SFAS") No. 151,
"Inventory Costs - An Amendment of ARB No. 43, Chapter 4." This statement amends the guidance in ARB
No. 43, Chapter 4, "Inventory Pricing," to clarify the accounting for abnormal amounts of idle facility expense,
freight, handling costs, and wasted material (spoilage) and is effective for fiscal years beginning after June 15,
2005. The Company 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.

In December 2004, the FASB issued SFAS No. 153, "Exchanges of Nonmonetary Assets - An Amendment of
APB Opinion No. 29, "Accounting for Nonmonetary Transactions." This statement eliminates the exception from
fair value measurement for nonmonetary exchanges of similar productive assets in paragraph 21(b) of
Accounting Principles Board ("APB") Opinion No. 29, and replaces it with an exception for exchanges that do
not have commercial substance. The provisions of the statement are effective for fiscal periods beginning after
June 15, 2005. The Company 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. 

In December 2004, the FASB issued SFAS No. 123 (revised 2004), "Share-Based Payment" ("SFAS 123R").
This statement is a revision of SFAS No. 123, "Accounting for Stock-Based Compensation" ("SFAS 123"), and
supersedes APB Opinion No. 25, "Accounting for Stock Issued to Employees." SFAS 123R requires all share-
based payments to employees, including grants of employee stock options, to be recognized in the financial
statements based on their fair values. Under the provisions of this statement, the Company must determine the
appropriate fair value model to be used for valuing share-based payments, the amortization method for
compensation cost and the transition method to be used at the date of adoption. The transition alternatives
include retrospective and prospective adoption methods. Under the retrospective method, prior periods may be
restated based on the amounts previously recognized under SFAS 123 for purposes of pro forma disclosures
either for all periods presented or as of the beginning of the year of adoption. 

The prospective method requires that compensation expense be recognized beginning with the effective date,
based on the requirements of this statement, for all share-based payments granted after the effective date, and
based on the requirements of SFAS 123, for all awards granted to employees prior to the effective date of this
statement that remain unvested on the effective date. 

The provisions of this statement are effective as of the beginning of the first interim or annual reporting period
that begins after June 15, 2005. In April 2005, the Securities and Exchange Commission announced that it was
amending Regulation S-X to provide up to a six-month delay for the adoption of SFAS 123R. The Company has
decided to adopt SFAS 123R for its fiscal year beginning January 29, 2006 using the prospective method. The
impact of adopting SFAS 123R cannot be accurately estimated since it will depend on levels of share-based
awards granted in the future. However, had the Company adopted SFAS 123R in prior periods, the impact of this
statement would have approximated the impact of the fair value recognition provisions of SFAS 123 as
previously disclosed by the Company on a pro forma basis.

The Company accounts for its stock-based employee compensation plan in accordance with APB Opinion No. 25
and related interpretations. No stock-based employee compensation cost related to stock options is reflected in
net income, as all options granted under the plan have an exercise price at least equal to the market value of the
underlying common stock on the date of grant.

The following table illustrates the effect on net income and earnings per share if the Company had applied the
fair value recognition provisions of SFAS No. 123 for stock options granted. The Company estimates the fair
value of each employee stock option grant on the date of grant using the Black-Scholes option-pricing model.

 13 Weeks Ended 39 Weeks Ended
 October 29,

2005
October 30,

2004
October 29,

2005
October 30,

2004
 

(millions, except per share data)



(millions, except per share data)
   Net income, as reported $436 $ 74 $707 $249 

Add stock-based employee compensation
   cost included in reported net income,
   net of related tax benefit (1) 2 5 6 

Deduct stock-based employee
   compensation cost determined under the
   fair value method for all awards, net of
   related tax benefit (6) (10) (29) (32)

Pro forma net income $429 $ 66 $683 $223 

     
Earnings per share - net income:     

   Basic - as reported $1.82 $ .43 $3.66 $1.41 

   Basic - pro forma $1.79 $ .38 $3.53 $1.26 

   Diluted - as reported $1.79 $ .42 $3.58 $1.38 

   Diluted - pro forma $1.75 $ .38 $3.44 $1.23 

2. Acquisition

On August 30, 2005, the Company completed the acquisition of The May Department Stores Company ("May").
The results of May's operations have been included in the consolidated financial statements since that date. The
acquired May operations include approximately 500 regional department stores and almost 700 bridal and
formalwear stores nationwide. As a result of the acquisition and the planned integration of the acquired May
operations, the Company will operate approximately 900 department stores in 45 states, the District of Columbia,
Guam and Puerto Rico. Most of the acquired May department stores will be converted to the Macy's nameplate
in September 2006, resulting in a national retailer with stores in all major markets. The Company expects to
realize cost synergies resulting from the consolidation of central functions, division integrations and the adoption
of best practices across the combined company.

The Company has announced its intention to divest approximately 83 of the combined Company's stores
(including approximately 48 acquired May locations). The 83 stores accounted for approximately $2.2 billion of
2004 sales. The Company is still reviewing the acquired Lord & Taylor division and expects to make a decision
about its future by the end of fiscal 2005. On September 20, 2005, the Company announced its intention to divest
the acquired May bridal group business. Accordingly, the operations of the acquired May bridal group business
are presented as discontinued operations. Pursuant to the Purchase, Sale and Servicing Transfer Agreement (see
Note 4), the acquired May credit card accounts and related receivables will be sold to Citigroup prior to August
30, 2006. 

The aggregate purchase price for May was approximately $11.7 billion, including approximately $5.7 billion of
cash and approximately 100 million shares of Company common stock and options to purchase an additional
10.1 million shares of Company common stock valued at approximately $6.0 billion in the aggregate. The value
of the approximately 100 million shares of Company common stock was determined based on the average market
price of the Company's stock around the date that the terms of the acquisition were agreed to and announced.

The Company has not completed its assessment of the fair values of the acquired May assets and liabilities and
has not finalized its plans regarding the integration of the acquired May businesses with the Company's pre-
existing businesses. Although certain assets may be sold, with the exception of the acquired May credit card
accounts and related receivables, the stores previously identified to be disposed of and the bridal group business,
the identification of such assets will not be made until the Company's review of the acquired May assets has been
completed. Until such time, the allocation of the purchase price is subject to revisions.

The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at the
date of acquisition:



  (millions)
Current assets  $ 6,847 
Property and equipment  6,684 
Goodwill  9,280 
Intangible assets  117 
Other assets        52 
Total assets acquired  22,980 
Current liabilities, excluding short-term
debt

 (3,330)

Short-term debt  (248)
Long-term debt  (6,252)
Other liabilities  (1,401)
Total liabilities assumed  (11,231)
Total purchase price  $11,749 

The following pro forma information presents the Company's net sales, income from continuing operations, net
income and diluted earnings per share as if the May acquisition and May's July 31, 2004 acquisition of the
Marshall Fields department store group had occurred at the beginning of the periods presented:

       13 Weeks Ended          39 Weeks Ended  
 October 29, October 30, October 29, October 30,
    2005      2004       2005        2004    

 (millions, except per share data)
Net sales $ 6,753 $ 6,845 $20,387 $20,633
Income from continuing operations 443 51 758 248
Net income 450 50 793 267
Diluted earnings per share:     
Income from continuing operations 1.60 .19 2.75 .89
Income (loss) from discontinued
operations .03 (.01) .13 .06
Net income 1.63 .18 2.88 .95

Pro forma adjustments have been made to reflect depreciation and amortization using estimated asset values
recognized after applying purchase accounting adjustments and interest expense on borrowings used to finance
the acquisition. Certain non-recurring charges of $194 million recorded by May prior to August 30, 2005 directly
related to the acquisition, including $114 million of accelerated stock compensation expense triggered by the
approval of the acquisition by May's stockholders and the subsequent completion of the acquisition, and
approximately $66 million of direct transaction costs, have been eliminated from the pro forma information
presented above.

The 13 and 39 weeks ended October 29, 2005 include a $480 million pre-tax gain recognized on the sale of
proprietary and non-proprietary credit card accounts and related receivables and $63 million of May integration
costs. The 13 and 39 weeks ended October 30, 2004 include costs incurred in connection with the Macy's home
store centralization, the Burdines-Macy's consolidation and other store closings of $36 million and $86 million,
respectively. Interest expense for the 39 weeks ended October 30, 2004 includes $59 million of costs associated
with the repurchase of $274 million of Federated's 8.5% senior notes due 2010. 

This pro forma information is presented for informational purposes only and is not necessarily indicative of
actual results had the acquisition been effected at the beginning of the respective periods presented, is not
necessarily indicative of future results, and does not reflect potential synergies, integration costs, or other such
costs or savings.

3. May Integration Costs

May integration costs represent the costs associated with the integration of the acquired May businesses with the



Company's pre-existing businesses and the consolidation of certain operations of the Company. The Company
has announced that it plans to divest approximately 83 locations (including approximately 35 Macy's stores) as a
result of the acquisition of May. 

During the 13 and 39 weeks ended October 29, 2005, the Company recorded $63 million of integration costs
associated with the acquisition of May. These costs primarily relate to impairment charges of certain Macy's
locations planned to be disposed of. The fair values of the locations planned to be disposed of were determined
based on prices of similar assets. Additional Macy's stores announced for divestiture or conversion are subject to
agreements with state attorney generals and/or lease or operating agreements, and no impairment has yet been
recorded in connection therewith. The Company is continuing to study its store portfolio in light of the
acquisition of May and some plans may change as conversion dates approach.

4. Sale of Credit Card Accounts and Receivables

On June 2, 2005, the Company entered into a Purchase, Sale and Servicing Transfer Agreement (the "Purchase
Agreement") with Citibank, N.A. (together with its subsidiaries, as applicable, "Citibank"). The Purchase
Agreement, as amended on October 24, 2005, provides, on the terms and subject to the conditions set forth
therein, for, among other things, the purchase by Citibank of (i) the proprietary and non-proprietary credit card
accounts owned by the Company, together with related receivables balances, and the capital stock of Prime
Receivables Corporation, a wholly owned subsidiary of the Company, which owns all of the Company's interest
in the Prime Credit Card Master Trust (the foregoing and certain related assets being the "FDS Credit Assets"),
(ii) the "Macy's" credit card accounts owned by GE Capital Consumer Card Co. ("GE Bank"), together with
related receivables balances (the foregoing and certain related assets being the "GE/Macy's Credit Assets"), upon
the termination of the Company's credit card program agreement with GE Bank, and (iii) the proprietary credit
card accounts owned by May, together with related receivables balances (the foregoing and certain related assets
being the "May Credit Assets"), within 12 months after the completion of the acquisition of May, which occurred
on August 30, 2005. 

On October 24, 2005, the Company completed the sale of the FDS Credit Assets for a cash purchase price of
approximately $3.6 billion, resulting in a pre-tax gain of $480 million. The net proceeds received, after
eliminating related receivables backed financings, were used to repay debt associated with the acquisition of
May. 

The gain on sale of the FDS Credit Assets is as follows:

 (millions)
Total cash proceeds $3,583 
Net receivables sold (3,091)
Transaction costs       (12)
Pre-tax gain $   480 
  

As a result of the sale of the FDS Credit Assets, the Company reduced Federal, State and Local income tax
expense by approximately $85 million to recognize capital loss carryforwards.

In connection with the Purchase Agreement, the Company and Citibank entered into a long-term marketing and
servicing alliance pursuant to the terms of a Credit Card Program Agreement (the "Program Agreement") with an
initial term of 10 years commencing from the date of the last closing under the Purchase Agreement and, unless
terminated by either party as of the expiration of the initial term, an additional renewal term of three years. The
Program Agreement provides, on the terms and subject to the conditions set forth therein, for, among other
things, (i) the ownership by Citibank of the accounts purchased by Citibank pursuant to the Purchase Agreement,
(ii) the ownership by Citibank of new accounts opened by the Company's customers, (iii) the provision of credit
by Citibank to the holders of the credit cards associated with the foregoing accounts, (iv) the servicing of the
foregoing accounts, and (v) the allocation between Citibank and the Company of the economic benefits and
burdens associated with the foregoing and other aspects of the alliance.

5. Discontinued Operations

On September 20, 2005, the Company announced its intention to dispose of the acquired May bridal group
business, which includes the operations of David's Bridal, After Hours Formalwear and Priscilla of Boston.



Discontinued operations include sales of $128 million for the 13 and 39 weeks ended October 29, 2005. No
consolidated interest expense has been allocated to discontinued operations. For the 13 and 39 weeks ended
October 29, 2005, income from discontinued operations totaled $5 million before income taxes, with related
income tax expense of $2 million. 

6. Earnings Per Share

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

 13 Weeks Ended
 October 29, 2005  October 30, 2004

 Income  Shares  Income  Shares
                                                                       (millions, except per share figures)

         Income from continuing operations
            and average number of shares
            outstanding $ 433 

 

238.8 

 

$ 74 

 

171.4 
         Shares to be issued under deferred
            compensation plans - 

 
.5 

 
- 

 
     .6 

 $ 433  239.3  $ 74  172.0 
        
          Basic earnings per share  $1.81    $ .43  
        
      Effect of dilutive securities -        
          stock options -  4.2  -     2.4 
 $ 433  243.5  $ 74  174.4 
        
          Diluted earnings per share  $1.78    $ .42  
        
 39 Weeks Ended
 October 29, 2005  October 30, 2004

 Income  Shares  Income  Shares
                                                                                           (millions, except per share figures)
         Income from continuing operations
            and average number of shares
            outstanding $ 704 

 

192.6 

 

$ 249 

 

176.6 
         Shares to be issued under deferred 
            compensation plans - 

 
.5 

 
- 

 
     .6 

 $ 704  193.1  $ 249  177.2 
        
          Basic earnings per share  $3.65    $1.41  
        
      Effect of dilutive securities -        
          stock options -  4.2  -     3.0 
 $ 704  197.3  $ 249  180.2 
        
          Diluted earnings per share  $3.57    $1.38  
        

 

FEDERATED DEPARTMENT STORES, INC.



Notes to Consolidated Financial Statements

(Unaudited)

 

In addition to the stock options reflected in the foregoing tables, stock options to purchase 3.1 million shares of
common stock at prices ranging from $69.68 to $80.53 per share were outstanding at October 29, 2005 and stock
options to purchase 6.0 million shares of common stock at prices ranging from $46.06 to $79.44 per share were
outstanding at October 30, 2004 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.

7. Benefit Plans

The Company has defined benefit plans ("Pension Plans") and defined contribution plans which cover
substantially all employees who work 1,000 hours or more in a year. The Company also has defined benefit
supplementary retirement plans which include benefits, for certain employees, in excess of qualified plan
limitations. 

In addition, certain retired employees currently are provided with special health care and life insurance benefits
("Postretirement Obligations"). Eligibility requirements for such benefits vary by division and subsidiary, but
generally state that benefits are available to eligible employees who were hired prior to a certain date and retire
after a certain age with specified years of service. Certain employees are subject to having such benefits
modified or terminated.

The actuarially determined components of the net periodic benefit cost are as follows:

 13 Weeks Ended 39 Weeks Ended
 October 29,

2005
October 30,       2004 October 29,

2005
October 30,

2004
Pension Plans     
Service cost $ 26 $ 11 $ 51 $ 34 
Interest cost 34 25 82 74 
Expected return on assets (43) (36) (115) (107)
Recognition of net actuarial loss 13 5 34 15 
 $ 30 $ 5 $ 52 $ 16 
     
Supplementary Retirement Plans     
Service cost $ 4 $ 2 $ 7 $ 6 
Interest cost 6 5 14 13 
Amortization of prior service cost - 1 -  2 
Recognition of net actuarial loss 3 4 9 11 
 $ 13 $ 12 $ 30 $ 32 
     
Postretirement Obligations     
Service cost $ - $ 1 $ - $ 1 
Interest cost 5 3 13 12 
Amortization of prior service cost (2) (1) (4) (4)
Recognition of net actuarial (gain)
loss

1 - 2 (2)

 $ 4 $ 3 $ 11 $ 7 

8. Condensed Consolidating Financial Information

Federated Department Stores, Inc. ("Parent") has fully and unconditionally guaranteed certain long-term debt
obligations of its wholly-owned subsidiary, Federated Retail Holdings, Inc. ("Subsidiary Issuer"). "Other
Subsidiaries" includes non-guarantor subsidiaries of the Subsidiary Issuer and other subsidiaries of Parent,
including FDS Bank, FDS Insurance, Leadville Insurance Company, Snowdin Insurance Company, Priscilla of



Boston, and David's Bridal, Inc. and its subsidiaries, including After Hours Formalwear, Inc.

Condensed consolidating balance sheets as of October 29, 2005, October 30, 2004 and January 29, 2005, the
related condensed consolidating statements of income for the 13 and 39 weeks ended October 29, 2005 and
October 30, 2004, and the related condensed consolidating statements of cash flows for the 39 weeks ended
October 29, 2005 and October 30, 2004 are presented below. 

 

FEDERATED DEPARTMENT STORES, INC.

Condensed Consolidating Balance Sheet
As of October 29, 2005

(unaudited)

(millions)

  Subsidiary Other Consolidating  
 Parent Issuer Subsidiaries Adjustments Consolidated

ASSETS:      
   Current Assets:      
      Cash and cash equivalents $ 14 $ 11 $ 496 $ (281) $ 240
      Accounts receivable - 64 2,316 (10) 2,370
      Merchandise inventories - 3,634 4,227 (109) 7,752
      Supplies and prepaid expenses - 89 156 (27) 218
      Income taxes 384 136 - (520) -
      Deferred income tax assets - - 22 (22) -
      Assets of discontinued operations - - - 903 903
         Total Current Assets 398 3,934 7,217 (66) 11,483

      
   Property and Equipment - net 2 6,575 6,000 (214) 12,363
   Goodwill - 9,281 637 (378) 9,540
   Other Intangible Assets - net - 114 535 (157) 492
   Other Assets - 86 682 (6) 762
   Deferred Income Tax Assets 10 274 - (284) -
   Intercompany Receivable 81 3,828 5,546 (9,455) -
   Investment in Subsidiaries 12,682 8,965 - (21,647) -
         Total Assets $13,173 $33,057 $20,617 $(32,207) $34,640

      
LIABILITIES AND
SHAREHOLDERS'     EQUITY:

     

   Current Liabilities:      
      Short-term debt $ - $ 2,735 $ 4 $ - $ 2,739
      Accounts payable and accrued
          liabilities 182 2,513 4,013 (383) 6,325
      Income taxes - 1 662 (582) 81
      Deferred income taxes - 148 123 (4) 267
      Liabilities of discontinued
         operations - - - 235 235
         Total Current Liabilities 182 5,397 4,802 (734) 9,647

      
   Long-Term Debt - 8,828 42 - 8,870
   Intercompany Payable - 9,455 - (9,455) -
   Deferred Income Taxes - 735 1,292 (358) 1,669

   Other Liabilities 5 869 607 (13) 1,468



   Minority Interest * - - 519 (519) -
   Shareholders' Equity 12,986 7,773 13,355 (21,128) 12,986
         Total Liabilities and
             Shareholders' Equity $13,173 $33,057 $20,617 $(32,207) $34,640

      

* Parent's minority interest in a subsidiary which is wholly-owned on a consolidated basis.

 

FEDERATED DEPARTMENT STORES, INC.

Condensed Consolidating Statement of Income
For the 13 Weeks Ended October 29. 2005

(Unaudited)

(millions)

  Subsidiary Other Consolidating  
 Parent Issuer Subsidiaries Adjustments Consolidated
      
Net Sales $ - $ 2,247 $ 4,048 $ (510) $ 5,785 
      
Cost of sales - 1,354 2,445 (353) 3,446 
      
Gross margin - 893 1,603 (157) 2,339 
      
Selling, general and administrative expenses (2) (945) (1,259) 151 (2,055)
      
May integration costs - - (63) - (63)
      
Gain on the sale of accounts receivable - 140 340 - 480 
      
Operating income (loss) (2) 88 621 (6) 701 
      
Interest (expense) income, net:      
    External (10) (121) (14) - (145)
    Intercompany 26 (43) 17 - - 
      
Equity in earnings of subsidiaries 427 105 - (532) - 
      
Income from continuing operations 
   before income taxes 441 29 624 (538) 556 
      
Federal, state and local income taxes (5) 8 (126) - (123)
      
Income from continuing operations 436 37 498 (538) 433 
      
Discontinued operations, net of income taxes - - - 3 3 
      
Net income $ 436 $ 37 $ 498 $ (535) $ 436 
      

 

FEDERATED DEPARTMENT STORES, INC.

Condensed Consolidating Statement of Income
For the 39 Weeks Ended October 29. 2005

(Unaudited)



(millions)

  Subsidiary Other Consolidating  
 Parent Issuer Subsidiaries Adjustments Consolidated
      
Net Sales $ - $2,247 $11,312 $ (510) $13,049 
      
Cost of sales - 1,354 6,747 (353) 7,748 
      
Gross margin - 893 4,565 (157) 5,301 
      
Selling, general and administrative expenses (6) (945) (3,674) 151 (4,474)
      
May integration costs - - (63) - (63)
      
Gain on the sale of accounts receivable - 140 340 - 480 
      
Operating income (loss) (6) 88 1,168 (6) 1,244 
      
Interest (expense) income, net:      
    External (90) (121) (42) - (253)
    Intercompany 144 (43) (101) - - 
      
Equity in earnings of subsidiaries 677 105 - (782) - 
      
Income from continuing operations 
before income taxes 725 29 1,025 (788) 991 
      
Federal, state and local income taxes (18) 8 (277) - (287)
      
Income from continuing operations 707 37 748 (788) 704 
      
Discontinued operations, net of income taxes - - - 3 3 
      
Net income $ 707 $ 37 $ 748 $ (785) $ 707 

 

 

FEDERATED DEPARTMENT STORES, INC.

Condensed Consolidating Statement of Cash Flows
For the 39 Weeks Ended October 29, 2005

(Unaudited)

(millions)

  Subsidiary Other Consolidating  
 Parent Issuer Subsidiaries Adjustments Consolidated
      
Cash flows from continuing operating activities:     
   Net income $ 707 $ 37 $ 748 $ (785) $ 707 
   Income from discontinued operations - - - (3) (3)
Gain on the sale of accounts receivable - (140) (340) - (480)
May integrations costs - - 63 - 63 
   Equity in earnings of subsidiaries (677) (105) - 782 - 
   Depreciation and amortization 4 105 535 - 644 
   (Increase) decrease in working capital
            not separately identified (414) (481) 237 (112) (770)
    Other, net    99 (113)     (28)    - (42)
           Net cash provided (used) by
            continuing operating activities (281) (697) 1,215 (118) 119 
      
Cash flows from continuing investing activities:



Cash flows from continuing investing activities:     
   Purchase of property and equipment 
      and capitalized software, net - - (54) (308) - - (362)
   Acquisition of The May Department 
      Stores Company, net of cash acquired (5,339) - - - - - - (5,339)
   Proceeds from sale of accounts receivable - 2,051 1,532 - 3,583 
   Increase in non-proprietary
       accounts receivable     -      - (131)     - (131)
            Net cash provided (used) by
            continuing investing activities (5,339) 1,997   1,093        - (2,249)
      
Cash flows from continuing financing activities:     
   Debt issued, net of repayments 4,579 (2,097) (1,240) - 1,242 
   Dividends paid (89) - - - (89)
   Issuance of common stock, net 243 - - - 243 
   Intercompany activity, net 204 729 (754) (179) - 
   Other, net 11   79 (2)     - 88 
          Net cash provided (used) by
          continuing financing activities 4,948 (1,289) (1,996)    (179) 1,484 
      
Net cash provided (used) by continuing
   operations (672) 11 312 (297) (646)
Net cash provided by discontinued
operations

- - - 18 18 

      
Net increase (decrease) in cash and cash
   equivalents (672) 11 312 (279) (628)
Cash and cash equivalents at beginning
   of period 686   - 184 (2) 868 
      
Cash and cash equivalents at end of period $ 14 $ 11 $ 496 $ (281) $ 240 

 

FEDERATED DEPARTMENT STORES, INC.

Condensed Consolidating Balance Sheet
As of October 30, 2004

(Unaudited)

(millions)

  Other Consolidating  
 Parent Subsidiaries Adjustments Consolidated

ASSETS:     
   Current Assets:     
      Cash and cash equivalents $ 18 $ 195 $ (1) $ 212
      Accounts receivable 27 3,120 - 3,147
      Merchandise inventories - 4,259 - 4,259
      Supplies and prepaid expenses 2 115 - 117
      Income taxes 174 - (174) -
         Total Current Assets 221 7,689 (175) 7,735

     
   Property and Equipment - net 10 5,964 - 5,974
   Goodwill - 262 - 262
   Other Intangible Assets - net - 378 - 378
   Other Assets 27 248 - 275
   Deferred Income Tax Assets 88 - (88) -
   Intercompany Receivable 3,652 - (3,652) -

   Investment in Subsidiaries 4,408 - (4,408) -



         Total Assets $8,406 $14,541 $(8,323) $ 14,624

     
LIABILITIES AND SHAREHOLDERS'
    EQUITY:

    

   Current Liabilities:     
      Short-term debt $ 2 $ 843 $ - $ 845
      Accounts payable and accrued
          liabilities 258 3,112 (1) 3,369
      Income taxes - 336 (174) 162
         Total Current Liabilities 260 4,291 (175) 4,376

     
   Long-Term Debt 2,593 445 - 3,038
   Intercompany Payable - 3,652 (3,652) -
   Deferred Income Taxes - 1,145 (88) 1,057
   Other Liabilities 5 600 - 605
   Shareholders' Equity 5,548 4,408 (4,408) 5,548
         Total Liabilities and
             Shareholders' Equity $ 8,406 $14,541 $ (8,323) $14,624

     

 

 

FEDERATED DEPARTMENT STORES, INC.

Condensed Consolidating Statement of Income
For the 13 Weeks Ended October 30. 2004

(Unaudited)

(millions)

  Other Consolidating  
 Parent Subsidiaries Adjustments Consolidated
     
Net Sales $ - $ 3,525 $ - $ 3,525 
     
Cost of sales - 2,121 - 2,121 
     
Gross margin - 1,404 - 1,404 
     
Selling, general and administrative expenses 12 (1,241) - (1,229)
     
Operating income 12 163 - 175 
     
Interest (expense) income, net:     
    External (44) (11) - (55)
    Intercompany 71 (71) - - 
     
Equity in earnings of subsidiaries 50 - (50) - 
     
Income before income taxes 89 81 (50) 120 
     
Federal, state and local income tax expense (15) (31) - (46)
     
Net income $ 74 $ 50 $ (50) $ 74 
     

 



 

FEDERATED DEPARTMENT STORES, INC.

Condensed Consolidating Statement of Income
For the 39 Weeks Ended October 30. 2004

(Unaudited)

(millions)

  Other Consolidating  
 Parent Subsidiaries Adjustments Consolidated
     
Net Sales $ - $10,656 $ - $10,656 
     
Cost of sales - 6,355 - 6,355 
     
Gross margin - 4,301 - 4,301 
     
Selling, general and administrative expenses 12 (3,676) - (3,664)
     
Operating income 12 625 - 637 
     
Interest (expense) income, net:     
    External (202) (32) - (234)
    Intercompany 214 (214) - - 
     
Equity in earnings of subsidiaries 234 - (234) - 
     
Income before income taxes 258 379 (234) 403 
     
Federal, state and local income tax expense (9) (145) - (154)
     
Net income $ 249 $ 234 $ (234) $ 249 
     

 

 

FEDERATED DEPARTMENT STORES, INC.

Condensed Consolidating Statement of Cash Flows
For the 39 Weeks Ended October 30, 2004

(Unaudited)

(millions)

  Other Consolidating  
 Parent Subsidiaries Adjustments Consolidated
     
Cash flows from operating activities:     
   Net income $ 249 $ 234 $ (234) $ 249 
   Equity in earnings of subsidiaries (234) - 234 - 
   Depreciation and amortization 9 529 - 538 
   (Increase) decrease in working capital (70) (283) 1 (352)
    Other, net 14 74 - 88 
               Net cash provided (used) by operating activities (32) 554 1 523 
     
Cash flows from investing activities:     
   Purchase of property and equipment and capitalized software,
net

(1) (353) - (354)

   Other, net 25 (137) - (112)
               Net cash provided (used) by investing activities 24 (490) - (466)
     
Cash flows from financing activities:



Cash flows from financing activities:     
   Debt issued, net of repayments (359) 184 - (175)
   Dividends paid (70) - - (70)
   Issuance of common stock, net (551) - - (551)
   Intercompany activity, net 266 (266) - - 
   Other, net 24 2 - 26 
               Net cash used by financing activities (690) (80) - (770)
     
Net increase (decrease) in cash and cash equivalents (698) (16) 1 (713)
Cash and cash equivalents at beginning of period 716 211 (2) 925 
     
Cash and cash equivalents at end of period $ 18 $ 195 $ (1) $ 212 

 

 

FEDERATED DEPARTMENT STORES, INC.

Condensed Consolidating Balance Sheet
As of January 29, 2005

(Unaudited)

(millions)

  Other Consolidating  
 Parent Subsidiaries Adjustments Consolidated

ASSETS:     
   Current Assets:     
      Cash and cash equivalents $ 686 $ 184 $ (2) $ 868
      Accounts receivable 1 3,417 - 3,418
      Merchandise inventories - 3,120 - 3,120
      Supplies and prepaid expenses - 104 - 104
      Income taxes 132 - (132) -
         Total Current Assets 819 6,825 (134) 7,510

     
   Property and Equipment - net 2 6,016 - 6,018
   Goodwill - 260 - 260
   Other Intangible Assets - net - 378 - 378
   Other Assets 23 696 - 719
   Deferred Income Tax Assets 87 - (87) -
   Intercompany Receivable 2,765 - (2,765) -
   Investment in Subsidiaries 5,262 - (5,262) -
         Total Assets $ 8,958 $ 14,175 $ (8,248) $ 14,885

     
LIABILITIES AND SHAREHOLDERS'
    EQUITY:

    

   Current Liabilities:     
      Short-term debt $ 1 $ 1,241 $ - $ 1,242
      Accounts payable and accrued
          liabilities 192 2,517 (2) 2,707
      Income taxes - 456 (132) 324
      Deferred income taxes - 28 - 28
         Total Current Liabilities 193 4,242 (134) 4,301

     
   Long-Term Debt 2,593 44 - 2,637

   Intercompany Payable - 2,765 (2,765) -



   Deferred Income Taxes - 1,286 (87) 1,199
   Other Liabilities 5 576 - 581
   Shareholders' Equity 6,167 5,262 (5,262) 6,167
         Total Liabilities and
             Shareholders' Equity $ 8,958 $ 14,175 $ (8,248) $ 14,885

     

 

 

FEDERATED DEPARTMENT STORES, INC.

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

For purposes of the following discussion, all references to "third quarter of 2005" and "third quarter of 2004" are
to the Company's 13-week fiscal periods ended October 29, 2005 and October 30, 2004, respectively, and all
references to "2005" and "2004" are to the Company's 39-week fiscal periods ended October 29, 2005 and
October 30, 2004, respectively.

The Company is a retail organization operating department stores that sell a wide range of merchandise,
including men's, women's and children's apparel and accessories, cosmetics, home furnishings and other
consumer goods in 45 states, the District of Columbia, Puerto Rico and Guam. The Company's operations are
significantly impacted by competitive pressures from department stores, specialty stores and mass merchandisers
and all other retail channels. The Company's operations are also significantly impacted by general consumer-
spending levels, which are driven in part by consumer confidence and employment levels. 

In 2003, the Company commenced the implementation of a strategy to more fully utilize its Macy's brand. This
strategy allows the Company to magnify the impact of its marketing efforts on a nationwide basis, as well as to
leverage major events such as the Macy's Thanksgiving Day Parade and Macy's 4th of July fireworks. On March
6, 2006, the Company completed the conversion of all of the Company's regional department store nameplates to
the Macy's nameplate. As a result, prior to the acquisition of The May Department Stores Company ("May"), the
Company operated coast to coast exclusively under two retail brands - Macy's and Bloomingdale's. 

In early 2004, the Company announced a further step in reinventing its department stores - the creation of a
centralized organization to be responsible for the overall strategy, merchandising and marketing of home-related
categories of business in all of its Macy's-branded stores. The centralized operation is expected to accelerate
future sales in these categories largely by improving and further differentiating the Company's home-related
merchandise assortments.

In 2005, the Company continues to focus on four key priorities for improving the business over the longer term:
differentiating and editing merchandise assortments; simplifying pricing; improving the overall shopping
experience; and communicating better with customers through more brand focused and effective marketing. The
Company believes that its recent results indicate that these strategies are working and that the customer is
responding in a favorable manner. Also in 2005, the Company launched a new nationwide Macy's customer
loyalty program, called Star Rewards, in coordination with the launch of the Macy's nameplate in cities across the
country. The program provides an enhanced level of offers and benefits to Macy's best customers.

On August 30, 2005, the Company completed the acquisition of May pursuant to the merger of May with a
wholly owned subsidiary of the Company (the "Merger"). The results of May's operations have been included in
the consolidated financial statements since that date. The aggregate purchase price for May was approximately
$11.7 billion, including approximately $5.7 billion of cash and approximately 100 million shares of Company
common stock and options to purchase an additional 10.1 million shares of Company common stock valued at
approximately $6.0 billion in the aggregate. 

The Merger is expected to have a material effect on the Company's consolidated financial position, results of
operations and cash flows. The Company expects to realize approximately $175 million of cost savings in 2006
and $450 million of annual cost savings starting in 2007, resulting from the consolidation of central functions,
division integrations and the adoption of best practices across the combined company. In addition, the Company



anticipates incurring approximately $1 billion in one-time costs related to the acquisition and integration, spread
out over a three-year period, commencing after the acquisition in 2005. 

The Company expects to add about 400 Macy's locations nationwide in 2006 as it converts the regional
department store nameplates acquired through the Merger. In conjunction with the conversion process, the
Company has identified approximately 83 locations which will be divested starting in 2006. Included are
approximately 48 current May stores operating in 12 states under various nameplates, as well as approximately
35 Macy's stores operating in 14 states. Locations identified for divestiture accounted for approximately $2.2
billion of 2004 sales. The Company is still reviewing the acquired Lord & Taylor division and expects to make a
decision about its future by the end of fiscal 2005. The Company is continuing to study its store portfolio in light
of the Merger and some plans may change as conversion dates approach.

The Company is a party to a Purchase, Sale and Servicing Transfer Agreement (the "Purchase Agreement") with
Citibank, N.A. (together with its subsidiaries, as applicable, "Citibank"). The Purchase Agreement, as amended
on October 24, 2005, provides, on the terms and subject to the conditions set forth therein, for, among other
things, the purchase by Citibank of (i) the proprietary and non-proprietary credit card accounts owned by the
Company, together with related receivables balances, and the capital stock of Prime Receivables Corporation, a
wholly owned subsidiary of the Company, which owns all of the Company's interest in the Prime Credit Card
Master Trust (the foregoing and certain related assets being the "FDS Credit Assets"), (ii) the "Macy's" credit
card accounts owned by GE Capital Consumer Card Co. ("GE Bank"), together with related receivables balances
(the foregoing and certain related assets being the "GE/Macy's Credit Assets"), upon the termination of the
Company's credit card program agreement with GE Bank, and (iii) the proprietary credit card accounts owned by
May, together with related receivables balances (the foregoing and certain related assets being the "May Credit
Assets"), within 12 months after the completion of the Merger. The purchase by Citibank of the FDS Credit
Assets was completed on October 24, 2005. In connection with the Purchase Agreement, the Company and
Citibank entered into a long-term marketing and servicing alliance pursuant to the terms of a Credit Card
Program Agreement (the "Program Agreement") with an initial term of 10 years commencing from the date of
the last closing under the Purchase Agreement and, unless terminated by either party as of the expiration of the
initial term, an additional renewal term of three years. The Program Agreement provides, on the terms and
subject to the conditions set forth therein, for, among other things, (i) the ownership by Citibank of the accounts
purchased by Citibank pursuant to the Purchase Agreement, (ii) the ownership by Citibank of new accounts
opened by the Company's customers, (iii) the provision of credit by Citibank to the holders of the credit cards
associated with the foregoing accounts, (iv) the servicing of the foregoing accounts, and (v) the allocation
between Citibank and the Company of the economic benefits and burdens associated with the foregoing and
other aspects of the alliance. 

The sales prices provided for in the Purchase Agreement equate to approximately 111.5% of the receivables to be
included in the FDS Credit Assets, the GE/Macy's Credit Assets and the May Credit Assets, and the Company
will receive ongoing payments under the Program Agreement. The transactions contemplated by the Purchase
Agreement and the Program Agreement are expected to be accretive to the Company's earnings per share,
particularly as the sales of the GE/Macy's Credit Assets and the May Credit Assets are completed.

The Company has provided GE Bank with a notice of its election to terminate the Company's credit card
program agreement with GE Bank at the expiration of its initial term, which is scheduled to occur on May 1,
2006. In addition, the Company has given GE Bank irrevocable notice of its election to purchase on May 1,
2006, subject to the receipt of all required regulatory approvals and expiration of all applicable waiting periods,
all of the GE/Macy's Credit Assets as of April 30, 2006 pursuant to the credit card program agreement, which
provides that the purchase price for the GE/Macy's Credit Assets will be equal to the "net book value" (as such
term is defined in the credit card program agreement) of the assets to be purchased as of the purchase date.

Results of Operations

Comparison of the 13 Weeks Ended October 29, 2005 and October 30, 2004

Net income for the third quarter of 2005 increased to $436 million compared to $74 million in the third quarter
of 2004. The increase reflects the $480 million gain on the sale of credit card accounts and receivables as well as
the acquisition of May.

Net sales for the third quarter of 2005 totaled $5,785 million, up 64.1% compared to net sales of $3,525 million
for the third quarter of 2004. On a comparable store basis (sales from Bloomingdale's and Macy's stores in



operation throughout 2004 and 2005 and all Internet sales and mail order sales from continuing businesses), net
sales for the third quarter of 2005 increased 0.6% compared to the third quarter of 2004. Comparable store sales
for the third quarter of 2005 were negatively impacted by Hurricanes Katrina and Wilma. Sales in the third
quarter of 2005 were strongest at Bloomingdales's and Macy's Florida, excluding the impact of Hurricane
Wilma. By family of business, sales in the third quarter of 2005 were strongest in handbags, fragrances, shoes,
dresses and juniors and the weaker businesses continued to be the home related areas. Sales of the Company's
private brands continued to be strong in the third quarter of 2005.

Cost of sales was 59.6% of net sales for the third quarter of 2005, compared to 60.2% for the third quarter of
2004. Included in cost of sales for the third quarter of 2004 were $14 million of markdowns, 0.4% of net sales,
associated with the Macy's home store centralization. These markdowns were related to merchandise that was
being sold at Macy's-branded stores and which was not reordered following the home store centralization. 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 35.5% of net sales for the third quarter of 2005
compared to 34.8% for the third quarter of 2004. The higher SG&A expense rate in the third quarter of 2005 is
primarily due to the higher historical expense rate at May. Included in SG&A expenses for the third quarter of
2004 were approximately $22 million of costs, 0.6% of net sales, incurred in connection with store closings, the
Burdines-Macy's consolidation and the home store centralization. 

May integration costs for the third quarter of 2005 amounted to $63 million, primarily related to impairment
charges for certain Macy's stores to be closed and sold.

A pre-tax gain of $480 million was recorded in the third quarter of 2005 in connection with the sale of
proprietary and non-proprietary credit card accounts and receivables.

Net interest expense was $145 million for the third quarter of 2005, compared to $55 million for the third quarter
of 2004. The increase in interest expense in the third quarter of 2005 over the third quarter of 2004 is due to the
increased levels of borrowings associated with the acquisition of May.

The Company's effective income tax rate of 22.2% for the third quarter of 2005 and 38.0% for the third quarter
of 2004 differ from the federal income tax statutory rate of 35.0%, and on a comparative basis, principally
because of the utilization of capital loss carryforwards and the effect of state and local income taxes. Federal,
state and local income tax expense for the third quarter of 2005 was reduced by approximately $85 million to
recognize capital loss carryforwards realized as a result of the sale of credit card accounts and receivables. 

For the third quarter of 2005, income from the discontinued operations of the acquired May bridal group
business, net of income taxes, was $3 million on sales of approximately $128 million.

Comparison of the 39 weeks Ended October 29, 2005 and October 30, 2004

Net income for 2005 increased to $707 million compared to $249 million for 2004. The increase reflects the
$480 million gain on the sale of credit card accounts and receivables as well as the acquisition of May.

Net sales for 2005 totaled $13,049 million, compared to net sales of $10,656 million for 2004, an increase of
22.5%. On a comparable store basis (sales from Bloomingdale's and Macy's stores in operation throughout 2004
and 2005 and all Internet sales and mail order sales from continuing businesses), net sales increased 1.4%
compared to 2004. Sales in 2005 were strongest at Bloomingdale's and Macy's Florida. By family of business,
sales in 2005 were strong in cosmetics, shoes, handbags, men's and women's sportswear and children's apparel.
The weaker businesses during 2005 continued to be in the home related areas. Sales of the Company's private
brands continued strong in 2005.

Cost of sales was 59.4% of net sales for 2005, compared to 59.6% for 2004. Included in cost of sales for 2004
were $31 million of markdowns, 0.3% of net sales, associated with the Macy's home store centralization and the
Burdines-Macy's consolidation in Florida. These markdowns were primarily related to merchandise that was
being sold at Macy's-branded stores and which was not reordered following the Burdines-Macy's consolidation
and home store centralization. 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 34.3% of net sales for 2005, compared to 34.4% for 2004. Included in SG&A expenses



for 2004 were approximately $55 million of costs, 0.5% of net sales, incurred in connection with store closings,
the Burdines-Macy's consolidation and the home store centralization. 

May integration costs for 2005 amounted to $63 million, primarily related to impairment charges for certain
Macy's stores to be closed and sold.

A pre-tax gain of approximately $480 million was recorded in 2005 in connection with the sale of proprietary
and non-proprietary credit card accounts and receivables.

Net interest expense was $253 million for 2005, compared to $234 million for 2004. The increase in interest
expense during 2005 as compared to 2004 is due to the increased levels of borrowings associated with the
acquisition of May. Net interest expense for 2004 includes $59 million of costs associated with the repurchase of
$274 million of the Company's 8.5% senior notes due 2010. 

The Company's effective income tax rate of 29.0% for 2005 and 38.1% for 2004 differ from the federal income
tax statutory rate of 35.0%, and on a comparative basis, principally because of the utilization of capital loss
carryforwards and the effect of state and local income taxes. Federal, state and local income tax expense for
2005 was reduced by approximately $85 million to recognize capital loss carryforwards realized as a result of the
sale of credit card accounts and receivables. 

For 2005, income from the discontinued operations of the acquired May bridal group business, net of income
taxes, was $3 million on sales of approximately $128 million.

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 2005 was $119 million, compared to the $523 million
provided in 2004, reflecting improved operating performance offset by a larger seasonal build up of merchandise
inventories, including inventories associated with the acquired May businesses. 

Net cash used by continuing investing activities was $2,249 million for 2005, compared to $466 million for
2004. Investing activities for 2005 include the acquisition of May and the sale of proprietary and non-proprietary
credit card accounts and receivables. Investing activities for 2005 also included purchases of property and
equipment totaling $321 million, capitalized software of $59 million and an increase in non-proprietary accounts
receivable of $131 million. Investing activities for 2004 included purchases of property and equipment totaling
$316 million, capitalized software of $59 million, an increase in non-proprietary accounts receivable of $142
million and $30 million collection of notes receivable. The Company opened two new Macy's department stores
during 2005 and opened six new department stores under legacy May nameplates since the acquisition of May.
Capital expenditures are now expected to total approximately $900 million for fiscal year 2005.

Historically, the Company presented the aggregate cash flows generated from both the Company's proprietary
and non-proprietary credit card accounts as cash flows from continuing operating activities in the consolidated
statements of cash flows. The Company has changed its presentation of cash flows generated from its non-
proprietary credit card accounts from operating to investing activities within the consolidated statements of cash
flows, as the receivables generated in such accounts relate predominately to activities external to the Company's
sales of merchandise and services. Accordingly, the Company has reclassified the cash flows associated with
such accounts in the comparable prior year period to conform to the classification of such cash flows for the
period covered by this report.

The impact on the respective line items of the Consolidated Statement of Cash Flows is as follows: 

  39 Weeks Ended
October 30, 2004  

       (millions)
As Previously Reported   
Decrease in accounts receivable  $ 54 
Net cash provided by continuing operating activities  381 
Net cash used by continuing investing activities  (324)



Net cash used by continuing investing activities (324)
   
As Reclassified   
Decrease in proprietary and other accounts
       receivable not separately identified

 
$ 196 

Net cash provided by continuing operating activities  523 
Increase in non-proprietary accounts receivable  (142)
Net cash used by continuing investing activities  (466)

Net cash provided by the Company from all continuing financing activities was $1,484 million for 2005,
including the issuance of $4,580 million of short-term debt used to finance the acquisition of May, the
repayment of approximately $3,338 million of debt, the issuance of $250 million of its common stock, primarily
related to the exercise of stock options, and $89 million of cash dividends paid. The debt repaid in 2005 includes
$1.2 billion of receivables backed financings and approximately $2.1 billion of acquisition-related borrowings,
which repayments were primarily funded from the net proceeds received from the sale of the credit card accounts
and receivables. The Company acquired no shares of its common stock under its share repurchase program
during 2005. 

Net cash used by the Company for all continuing financing activities was $770 million for 2004, including $364
million of debt repayments, the acquisition of 14.6 million shares of its common stock at an approximate cost of
$689 million, the issuance of $138 million of its common stock, primarily related to the exercise of stock
options, and $70 million of cash dividends paid. The debt repaid in 2004 includes the repurchase of $274 million
of the Company's 8.5% senior notes due 2010 and $85 million of the Company's 6.79% senior debentures due
2027. Certain holders of the Company's 6.79% senior debentures due 2027 elected to have such debentures
repaid on July 15, 2004 at 100% of the principal amount thereof, together with accrued interest to the date of
repayment. 

On October 28, 2005, the Company's board of directors declared a regular quarterly dividend of $0.25 per share
on its common stock. This dividend is payable January 2, 2006 to stockholders of record as of the close of
business on December 15, 2005. 

The Company is a party to a five-year credit agreement with certain financial institutions providing for revolving
credit borrowings and letters of credit in an aggregate amount not to exceed $2.0 billion (which amount may be
increased to $2.5 billion at the option of the Company) outstanding at any particular time. As of October 29,
2005, the Company had no borrowings outstanding under the five-year credit agreement.

In connection with the Merger, the Company entered into a 364-day bridge credit agreement with certain
financial institutions providing for revolving credit borrowings in an aggregate amount initially not to exceed
$5.0 billion outstanding at any particular time. The aggregate amount of the facility will be reduced upon the
receipt by the Company of net cash proceeds from certain events, including certain sales or other dispositions of
assets aggregating $100 million or more, the issuance of certain equity interests and the incurrence of certain
long term indebtedness. As of October 24, 2005, the aggregate amount of the facility was reduced to $2,250
million as a result of the proceeds received from the sale of credit card accounts and receivables. As of
October 29, 2005, the Company had no borrowings outstanding under the 364-day bridge credit agreement. 

In connection with the Merger, the Company entered into an unsecured commercial paper program pursuant to
which it may issue and sell commercial paper in an aggregate amount outstanding at any particular time not to
exceed its then-current combined borrowing availability under the revolving credit facilities described above. As
of October 29, 2005, the Company had $2.5 billion of commercial paper outstanding under its commercial paper
program.

The Company funded the cash consideration payable in the Merger originally through cash on hand and
borrowings under its 364-day bridge credit agreement. The Company subsequently issued commercial paper and
utilized the proceeds thereof and additional cash on hand to pay down the borrowings under the 364-day bridge
credit agreement. 

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 the Company's
reasonably foreseeable working capital, capital expenditure and debt service requirements and other cash
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 sufficient levels of liquidity. Depending upon conditions in the
capital markets and other factors, the Company will 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 current
indebtedness or for other corporate purposes.

Management believes the department store business and other retail businesses will continue to consolidate. 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
from one or more of the following sources: cash on hand, cash from operations, borrowings under existing or
new credit facilities and the issuance of long-term debt, commercial paper or other securities, including Common
Stock.

Outlook

The Company is assuming that general economic and other conditions and consumer confidence and demand
will be such that comparable store sales will be up 1 to 2 percent in the fourth quarter of the fiscal year, which
ends January 28, 2006. The Company expects to achieve diluted earnings per share from continuing operations of
$2.00 to $2.20 in the fourth quarter of 2005. This estimate includes May integration costs of $100 to $150
million. 

The accuracy of the foregoing assumptions and 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 "Other Information" in Item 5 of Part II of this report for a discussion of matters that could
cause actual results to vary from the Company's expectations.

Item 4. Controls and Procedures

The Company's Chief Executive Officer and Chief Financial Officer have carried out, as of October 29, 2005,
with the participation of the Company's management, an evaluation of the effectiveness of the Company's
disclosure controls and procedures, as defined in Rule 13a-15(e) under the Exchange Act. Based upon this
evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that the Company's
disclosure controls and procedures are effective to provide reasonable assurance that material information
required to be disclosed in reports filed under the Exchange Act is recorded, processed, summarized and reported
within the time periods specified in the SEC rules and forms.

There were no changes in the Company's internal controls over financial reporting that occurred during the
Company's most recently completed fiscal quarter that materially affected, or are reasonably likely to materially
affect, the Company's internal control over financial reporting.

PART II -- OTHER INFORMATION

FEDERATED DEPARTMENT STORES, INC.

Item 1. Legal Proceedings.

The Company and its subsidiary, Macy's West, Inc. (now an unincorporated division of the Company's subsidiary
Macy's Department Stores, Inc.), were named as defendants in a civil action filed by the California Attorney General.
The complaint was filed on June 23, 2004 in Alameda County Superior Court. The complaint alleges violations of
California's Safe Drinking Water and Toxic Enforcement Act of 1986, California Health & Safety Code Sections
25249.5 et seq., also known as Proposition 65 ("Prop 65") on the basis that the Company offers for sale fashion jewelry
containing levels of lead requiring a warning under Prop 65 and that such warning had not been provided. The plaintiffs
seek injunctive relief, civil penalties, and attorneys' fees and costs, and the parties are currently attempting to resolve
the lawsuit through mediation. Based on the information presently available to the Company, management expects that
the ultimate resolution of this action will not have a material impact on the Company's financial condition, results of
operations or cash flows.

Item 5. Other Information



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. Without limiting the generality of the foregoing, forward-looking statements regarding the effects
of the acquisition of May are subject to risks and uncertainties relating to, among other things, the successful and
timely integration of the acquired businesses with the Company's historical businesses, timely realization of expected
cost savings and other synergies, and potential disruption from the transaction which could make it more difficult to
maintain relationships with the companies' respective employees, customers and vendors. No forward-looking
statements should be relied upon as continuing to reflect the expectations of management or the current status of any
matter referred to therein as of any date subsequent to the date on which such statements are made. 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 the acquisition of May; 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; the sale of the Company's credit card operations and related strategic alliance; 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

10.1 Termination Agreement, dated October 3, 2005, among the Company,
JPMorgan Chase Bank, National Association, Credit Suisse, New York
Branch, the commercial paper dealers party thereto and the financial
institutions party thereto (incorporated by reference to Exhibit 10.1 to
the Company's Current Report on Form 8-K dated as of October 7,
2005).

  
10.2 Second Amendment to Purchase, Sale and Servicing Transfer

Agreement, dated October 24, 2005, between the Company and
Citibank, N.A. ("Citibank") (incorporated by reference to Exhibit 10.1
to the Company's Current Report on Form 8-K dated as of October 24,
2005).

  
10.3 First Amendment to Credit Card Program Agreement, dated October 24,

2005, between the Company and Citibank (incorporated by reference to
Exhibit 10.2 to the Company's Current Report on Form 8-K dated as of
October 24, 2005).

  
10.4 Amendment and Notice of Termination, dated October 24, 2005, among

the Company, JPMorgan, as trustee, and the certificate holders of the
Prime Credit Card Master Trust II (incorporated by reference to Exhibit
10.3 to the Company's Current Report on Form 8-K dated as of October
24, 2005).

  
31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a).



31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a).
  
31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a).
  
32.1 Certifications by Chief Executive Officer and Chief Financial Officer

under Section 906 of the Sarbanes-Oxley Act.

 

 

FEDERATED DEPARTMENT STORES, INC.

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:  December 8, 2005 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

           (Principal Accounting Officer)



Exhibit 31.1

 

CERTIFICATION

I, Terry J. Lundgren, 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 report;

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

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

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

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

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

d. disclosed in this report any change in the registrant's internal control over
financial reporting that occurred during the registrant's most recent fiscal
quarter (the registrant's fourth fiscal quarter in the case of an annual



report) that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting.

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

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

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

December 8, 2005 /s/ Terry J. Lundgren

Terry J. Lundgren



Exhibit 31.2

 

CERTIFICATION

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 report;

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

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

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

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

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

d. disclosed in this report any change in the registrant's internal control over
financial reporting that occurred during the registrant's most recent fiscal
quarter (the registrant's fourth fiscal quarter in the case of an annual



report) that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting.

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

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

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

December 8, 2005 /s/ Karen M. Hoguet

Karen M. Hoguet



Exhibit 32.1

 

CERTIFICATION UNDER SECTION 906 OF THE SARBANES-OXLEY ACT

 

     Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002, in connection with the filing of the Form 10-Q of Federated Department Stores, Inc.
(the "Company") for the fiscal quarter ended October 29, 2005, as filed with the Securities and
Exchange Commission on the date hereof (the "Report"), each of the undersigned officers of the
Company certifies, that, to such officer's knowledge:

 

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

2. The information contained in the Report fairly presents, in all material respects, the
financial condition and results of operations of the Company as of the dates and for
the periods expressed in the Report.

Dated:  December 8, 2005

 

/s/ Terry J. Lundgren

Name: Terry J. Lundgren

Title: Chief Executive Officer

/s/ Karen M. Hoguet

Name: Karen M. Hoguet

Title: Chief Financial Officer


