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On the Cover:
Greendog is Federated's
newest private brand,
helping to distinguish our
stores for fashion, quality
and value. And like the
good dog he is, Greendog is
helping local animal shelters
and humane associations
raise much-needed funds
through various community
and in-store events.




Federated Department Stores, Inc.,

is one of the nation's leading department store retailers. Federated currently operates
more than 425 department stores in 33 states and Puerto Rico under the names of
Bloomingdale's, The Bon Marché, Burdines, Goldsmith's, Lazarus, Macy's and Rich's,
as well as macys.com, bloomingdales.com and Bloomingdale's By Mail. Federated also
operates the Fingerhut catalog and e-commerce subsidiary.

Community Involvement Diversity

Each Federated department store division and direct-to-customer As a leading retailer in some of America’s largest and most diverse
subsidiary is well established in its operating areas. metropolitan areas, Federated prides itself on aggressively encouraging
The company believes in giving back to the communities from inclusion of individuals of all types within its workforce, vendor relation-
which it draws strength and sustenance. Federated understands that ships and customer base. Management’s philosophy is intended to help
stronger, healthier and more vibrant communities provide better ensure that appreciation for the unique characteristics and strengths of
environments for our stores to do business and for our employees every person is pervasive at every level of the company.

and customers to live and work. ) .
0f Federated's total workforce, approximately 76 percent are women

and 44 percent belong to a racial minority group. In management ranks,
66 percent of our executives are women and 23 percent are racial
minorities. This makes Federated among the leaders in diversity in our
industry, as well as among major U.S. corporations.

In 2000, cash contributions to charitable organizations by Federated,

its divisions and subsidiaries — including those made by the Federated
Department Stores Foundation — totaled approximately $16.3 million.
A significant and growing percent of direct giving was devoted to two
areas of strategic focus — women's issues and HIV/AIDS.

Partners in Time, the company’s nationally recognized employee Additionally, Federated’s vendor development program seeks to source
volunteer program, involves all divisions and support operations. goods and services — either for resale or in support of business
In 2000, more than 53,500 volunteers gave nearly 102,300 hours operations — from qualified minority- and women-owned enterprises.

of time — touching nearly every segment of American society. In 2000, these purchases totaled approximately $317 million.



2000 1999 1998 1997
Net Sales $18.407 billion  $ 17.716 billion ~ $ 15.365 billion ~ $ 15.220 billion
Department Store Operating Income
Excluding unusual items ™" § 2,004 billion ~ $ 1.871 billion $ 1.589 billion $ 1.473 billion
% of department store sales 12.2% 11.8% 10.3% 9.7%
Total Operating Income
Excluding unusual items ™" § 1.512 billion  $ 1.701 billion $ 1.455billion $ 1.341 billion
% of sales 8.200 9.6% 9.50% 8.8%
EBITDA (Nete 2 $ 2.245 billion $ 2.439 billion $ 2.079billion $ 1.931 billion
% of sales 12.2% 13.8% 13.5% 12.7%
Net Income (Loss) Mt
Excluding unusual items $ 637milion $ 795 million $ 685milion $ 575million
Including unusual items $ (184)million $ 795 milion $ 662milion $ 536 million
Diluted Earnings (Loss) Per Share ™t¢V
Excluding unusual items $ 3.08 $ 3.62 $ 3.06 $ 258
Including unusual items $ (.90) $ 3.62 $ 2.96 $2.41

Notes:

(1) Unusual items represent, where applicable, inventory valuation adjustments related to the Fingerhut restructuring in 2000, asset impairment and restructuring
charges in 2000, and the loss associated with the prepayment of debt in 1998 and 1997.

(2) EBITDA represents earnings before interest, taxes, depreciation, amortization, and unusual items in 2000.
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Dear Fellow Shareholder:

The year 2000 for Federated was challenging
and disappointing. While the department store
segment performed acceptably versus our
expectations — and very well compared to the
retail sector as a whole — it was not enough to

justify being satisfied with our overall results.

The Fingerhut credit delinquency problem that
surfaced mid-year caused Federated’s total
earnings performance to be well below standard.
While we know that there inevitably will be ups
and downs for any company, our goal clearly is to
avoid such problems and to capitalize on the
distinctive assets that should enable Federated to

produce superior results over the longer term.

With this in mind, we believe the big picture for

Federated is very good.

Our department stores, which constitute 90%

of our business and comprise some of the best
brands and the best people in the industry,
managed to outperform our peers in comp-store
sales growth in 2000, despite an economic
climate that grew increasingly difficult as the
year progressed. Department store operating
income, before one-time charges, also grew last
year — to 12.2%, up from 11.8% in 1999. This
was particularly gratifying since we were coming

off the best year in the company’s history.

We believe our exclusive private brands and
labels — backed by a merchandising organization
unparalleled in the industry — are a crucial
component of the success of our department

stores. Positive customer response to our superior

mix of merchandise offerings, including the
important presence of prominent national brands
from the marketplace, can help Federated’s
department stores to consistently produce
operating profits equal to or better than the

world’s best retailers.

Federated also continues to be a strong cash-
flow generator. We believe that cash flow is an
important measure of performance and success
for any company, but in a consolidating retail
sector it is even more of a strategic advantage.
In 2000, the company produced cash flow of
$481 million, compared to $370 million in the
prior year, before financing and the cost of the
Fingerhut acquisition in 1999. Since much of the
Fingerhut issue resulted in a non-cash drain, and
the subsequent downsizing of Fingerhut reduced
working capital, we actually wound up exceeding
our original cash-flow plans for the year,

performing very well on this important subject.

Last year, Federated used approximately $600
million of excess cash to repurchase 17.6 million
shares of the company’s common stock. In the
future, we expect to continue to use excess cash
for stock buybacks, as well as for strategic
acquisitions and other appropriate growth

opportunities that may arise.

Underlying the strength of our department store
segment is a commitment to investing in new
stores and store remodels, as well as in developing
and deploying state-of-the-art retail technology.
Federated opened nine new department stores in
2000, including an exciting new Macy’s in Puerto

Rico — our first outside of the continental U.S.



Our goals for the current year are to be
great at the fundamentals of retailing, and
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as such they are not much changed..

We also opened three new furniture stores in
2000 and undertook a number of significant store
remodels in key markets. Nine new department
stores and two free-standing furniture stores are
on the horizon for 2001. In the area of technology,
our in-store systems and back-of-the-house
operational support infrastructure also lead the
industry, which we believe gives us a strategic
competitive advantage when it comes to

capitalizing on future growth opportunities.

One of the most attractive of these growth
opportunities we think lies in capturing

the potential inherent in effective multi-channel
integration — a seamless weaving together of
stores, catalogs and e-commerce sites into a retail
fabric that covers a broad range of customer
needs and preferences. Although some of the
luster justifiably has worn off the world’s view

of e-commerce in the last year, Federated remains
committed to effectively integrating the bricks

of our stores with the clicks of our e-commerce
websites. It is a matter of customer relationship
management, and this is where we see

the future headed for successful retailers.

While the numbers being produced by our
Internet businesses still are immaterial, we feel
good about the progress that is being made.

Our principal e-commerce sites last year
generated $156 million in sales — up 150% from
the prior year. In 2001, we expect to see continued
dramatic growth in Internet sales as we further

nurture these brand-extending businesses.

As with anything new, however, it inevitably will
take awhile before we get the stitching in this

new multi-channel fabric exactly right. Still, we

know that being an industry leader means taking
chances and being willing to learn from whatever
mistakes are made along the way. So given the
choice, Federated would rather take some prudent
risks than choose to do nothing — because as

we see it, doing nothing tends to guarantee that

nothing is what you'll get in return.

Our goals for the current year are to be great at
the fundamentals of retailing, and as such they

are not much changed from prior years.

We will continue to plan and execute the
business with the objective of maximizing
earnings per share growth while increasing return
on investment. We intend to do this by focusing
on increasing operating income, department store
earnings and cash flow, as well as by taking
advantage of strategic growth opportunities that

may emerge.

While we anticipate a 2% comp-store sales
increase in our department stores this year,
reflecting an economy that most observers
expect to be sluggish into the second half of
the year, our longer term goal is to achieve
comp-store sales increases averaging about 3%.
While our department store EBITDA rate
(earnings before interest, taxes, depreciation
and amortization) now is approaching the
highest in our industry — and, as such, will be
more difficult to grow in the coming years —
we still see some modest opportunity for
improvement. And we are committed to
improving our return on investment and

generating significant cash flow.



In summary, we are resolved to stay
focused and stay on track. We will not be
diverted from our principal department
store business as it is updated for the
opportunities of the future, and we will do
what needs to be done to maximize cash
flow from these unparalleled assets. We
will continue to hire and develop the most
talented individuals in the industry, and we
will encourage these exceptional people to
be creative, innovative and challenging in
their pursuit of our goal of being nothing

less than the best department store

company in the world.

So this is Federated in 2001. We hope this '* n!
gives you a better picture of where we are
and where we are headed, and we hope

you like what you see.

Sincerely,

Chairman/Chief Executive Officer

? J. Lundgren

President/Chief Merchandising Officer

April 18, 2001






Well, that's easy. Federated did — unleashing a Beyond the merchandise inside our stores, we're also

best-selling hit of its own last year with the intent on solidifying our store nameplates as distinctive
launch of the popular Greendog (see our Greendog national and regional brands. Each division is aggressively
mascot on the cover) private brand apparel for pursuing a strategic marketing initiative to position
children ages 2 to 12. Backed by playful and itself in @ manner that resonates best with customers
distinctive visual presentations, Greendog is happily in its markets, building loyalty as a preferred shopping
lapping up sales in this important tots-to-‘tweens destination. At The Bon Marché, for example, this
merchandise category. translates into a marketing theme built on bringing the

o “good life” — or Bon-life, as we say — to customers
And Greendog is just the most recent example of ) ) »
) o ) and associates in the Pacific Northwest.
innovation in private branding for Federated.

We've built a reputation for designing, sourcing

and marketing merchandise that hits the target for
customers and lifestyles across every family of business
— women’s, men’s, children’s and home. Together,
private brands account for about 15 percent of total
sales in our traditional department stores.

The combination of these very special private brands
coupled with important status brands designed by our
key vendor partners create a powerful combination that

customers expect to find in our stores.

In 2000, we also refocused and repositioned our Style
& Co. brand of updated moderate sportswear, and
continued to build our three largest private brands —
Charter Club, INC and Alfani — with new items, lines
and styles. Seeing opportunity for these popular
brands beyond the boundaries of the U.S., we
also signed a licensing agreement that makes
INC fashions available through more than

30 high-volume department stores in Japan.



Look around our sales
floors and what do
you see?

Just what you'd expect to find in America’s
premier department store company —
Ralph Lauren/Polo ... Nautica ... Kenneth
Cole ... Waterford ... Tommy Hilfiger ...
Estée Lauder ... Liz Claiborne ... Lancome ...
Calvin Klein ... DKNY ... Nine West ...
Jones New York ... Guess ... and hundreds
of the most powerful and well-known
brands. Indeed, Federated’s stores are

committed to offering the best new
fashions from the best companies in

the business.

Ralph Lauren/Polo is one of the world’s
leading lifestyle brands, and a cornerstone of
assortments in every Federated department
store, as well as on macys.com. Customers
come to us for Ralph Lauren/Polo
merchandise not only because of the wide
selection of goods we offer across the store,
but also for knowledgeable selling service
that supports the merchandise.




