NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

11. Postretirement Health Care and Life Insurance Benefits

In addition to pension and other supplemental benefits, certain retired employees currently are provided with specified
health care and life insurance benefits. 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 following provides a reconciliation of benefit obligations, plan assets, and funded status of the postretirement
obligations as of January 28, 2012 and January 29, 2011:

2011 2010
(millions)
Change in accumulated postretirement benefit obligation
Accumulated postretirement benefit obligation, beginning of year......................... $ 278  § 278
SEIVICE COSE ..evuvnriinietiietitetentett ettt ettt ettt ettt a et ea et b eaenenes — —
INEETESE COSE ..ottt ettt st e 14 15
Actuarial (Zain) LOSS .....cuevueeiueeeieiieiee e 3 8
Medicare Part D SUDSIAY ....cc.eevervieieriieieeieieeteee et 2 2
Benefits Paid.....c.ccceeiiiiiieciiee ettt e beeaae s (25) (25)
Accumulated postretirement benefit obligation, end of year...........cccccoeevevrreennnne. $ 266 $ 278
Change in plan assets
Fair value of plan assets, beginning of Year..........cccevevveererieninieneeenee e $ — S —
Company CONIITDULIONS ......eveureieieieieiirienieetente sttt ettt ettt sreebe e s sae s e 25 25
Benefits PaId.....ccueecveiieiiiiieieeieieeete ettt seens (25) (25)
Fair value of plan assets, end of Year .........ccccoecieviiiiniiienineeeeeee e $ — S —
Funded status at €nd Of AT .......cc.evveeieieieicieietet ettt $ (266) $ (278)
Amounts recognized in the Consolidated Balance Sheets at
January 28, 2012 and January 29, 2011
Accounts payable and accrued Habilities ............cccevveviivieieieieieieeececeeeeeeie s $ 29) $ (30)
Other HADIIIEIES .....euveveeeiiieiiricercec ettt (237) (248)
$ (266) $ (278)
Amounts recognized in accumulated other comprehensive (income) loss at
January 28, 2012 and January 29, 2011
Net QCtUATIAL ZAIN ...vevveviveeiieeieieeeer ettt et b e e v bt e s $ 23) $ (25)
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Net postretirement benefit costs and other amounts recognized in other comprehensive income included the following
actuarially determined components:

2011 2010 2009
(millions)
Net Periodic Postretirement Benefit Cost
SEIVICE COSE.vuvrrnruruririacieietri ettt et tss e st se s s s searennans $ — § — $ —
INTETESE COST...ouviniiniiiiiiieiieiieiet ettt st 14 15 19
Amortization of net actuarial Gain ...........ccoecveeeerieriiieieseeeeeeeee (&) ®) @)
Amortization of prior service Credit.........ccovievereereriienenienieeieseeveieens — — —
9 10 12
Other Changes in Plan Assets and Projected Benefit Obligation
Recognized in Other Comprehensive Income
Net actuarial (ain) 10SS ......cceevviiieriiiieiieeieceereeee et 3) 8 8
Amortization of net actuarial Gain ...........cceeceeverieriiienereeeee e 5
Amortization of prior service Credit.........ccovvrvirierieriienenieieeieeeieieens — — —
2 13 15
Total recognized in net periodic postretirement benefit cost and other
COMPIENENSIVE INCOME.......c.ovieivieeeiieeteeeeteeeete ettt $ 113 23§ 27

The estimated net actuarial gain of the postretirement obligations that will be amortized from accumulated other
comprehensive (income) loss into net postretirement benefit cost during 2012 is $(3) million.

As permitted under ASC Subtopic 715-60, “Defined Benefit Plans — Other Postretirement,” the amortization of any prior
service cost is determined using a straight-line amortization of the cost over the average remaining service period of employees
expected to receive the benefits under the plans.

The following weighted average assumptions were used to determine the accumulated postretirement benefit obligations

at January 28, 2012 and January 29, 2011:

2011 2010
DISCOUNLE TALE ...t eee e e e et e e e e et e e e e e senaaaeeessennaareeeseenaaneeeeeens 4.65% 5.40%

The following weighted average assumptions were used to determine the net postretirement benefit costs for the
postretirement obligations:

2011 2010 2009
DISCOUNTE TALE ...eeeieiieeieee et ee e e e e e eaaaee e e e eennes 5.40% 5.65% 7.45%

The postretirement benefit obligation assumptions are evaluated annually and updated as necessary.

The discount rate used to determine the present value of the Company’s accumulated postretirement benefit obligations is
based on a yield curve constructed from a portfolio of high quality corporate debt securities with various maturities. Each year’s
expected future benefit payments are discounted to their present value at the appropriate yield curve rate, thereby generating the
overall discount rate for the accumulated postretirement benefit obligations.

The future medical benefits provided by the Company for certain employees are based on a fixed amount per year of
service, and the accumulated postretirement benefit obligation is not affected by increases in health care costs. However, the
future medical benefits provided by the Company for certain other employees are affected by increases in health care costs.

In March 2010, President Obama signed into law the “Patient Protection and Affordable Care Act” and the “Health Care
and Education Affordability Reconciliation Act of 2010 (the “2010 Acts”). Included among the major provisions of these laws
is a change in the tax treatment related to the Medicare Part D subsidy. The Company’s postretirement obligations reflect
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estimated federal subsidies expected to be received under the Medicare Prescription Drug, Improvement and Modernization Act
0f 2003. Under the 2010 Acts, the Company’s deductions for retiree prescription drug benefits will be reduced by the amount of
Medicare Part D subsidies received beginning February 3, 2013. During 2010, the Company recorded a $4 million deferred tax
expense to reduce its deferred tax asset as a result of the elimination of the deductibility of retiree health care payments to the
extent of tax-free Medicare Part D subsidies that are received.

The 2010 Acts contain additional provisions which impact the accounting for postretirement obligations. Based on the
analysis to date, the impact of provisions in the 2010 Acts on the Company’s postretirement obligations has not and is not
expected to have a material impact on the Company’s consolidated financial position, results of operations or cash flows. The
Company continues to evaluate the impact of the 2010 Acts on the active and retiree benefit plans offered by the Company.

The following provides the assumed health care cost trend rates related to the Company’s accumulated postretirement
benefit obligations at January 28, 2012 and January 29, 2011:

2011 2010
Health care cost trend rates assumed fOr NEXt YEar .....c.coceveririeenerinenenienieienne 8.08% -9.62%  8.38% —10.08%
Rates to which the cost trend rate is assumed to decline
(the ultimate trend 1ate).........ceveerierieieeieeeee e 5.0% 5.0%
Year that the rate reaches the ultimate trend rate...........c.cooeveevieeiiiiiieeieccieeieene, 2022 2022

The assumed health care cost trend rates have a significant effect on the amounts reported for the accumulated
postretirement benefit obligations. A one-percentage-point change in the assumed health care cost trend rates would have the
following effects:

1 - Pecentage 1 — Pecentage
Point Increase Point Decrease
(millions)
Effect on total of service and iNtereSt COSt..........cvorrmmrriiiirieieieeeeereeeee e eee e $1 $(1)
Effect on accumulated postretirement benefit obligations............cceceeveveirieernenen. $15 $(13)

The following table reflects the benefit payments estimated to be funded by the Company and paid from the accumulated
postretirement benefit obligations and estimated federal subsidies expected to be received under the Medicare Prescription Drug
Improvement and Modernization Act of 2003:

Expected Expected
Benefit Federal
Payments Subsidy
(millions)
Fiscal Year:
2002 e ettt ettt et st e bt et e bt e ebeenaee s $ 28 $ 1
203 ettt e bt e a bt b e e e ate e beesate e bt e enteenbeetaeenbeenae s 27 1
1 O RSP URRPRR 25 1
20 S e ettt e b et et e sttt e sbt e et e beeeabeenaee s 22 1
2076 ettt ettt sttt et e et e e beesate e bt e snteenbeetaeenbeeaae s 21 1
200722021 1ottt ettt e et e et sb e et e et eebe e ta e sbe e baesabeeraeenbeebaeenaeeneean 95 4

12. Stock Based Compensation

During 2009, the Company obtained shareholder approval for the Macy’s 2009 Omnibus Incentive Compensation Plan
under which up to fifty-one million shares of Common Stock may be issued. This plan is intended to help the Company attract
and retain directors, officers, other key executives and employees and is also intended to provide incentives and rewards
relating to the Company’s business plans to encourage such persons to devote themselves to the business of the Company. Prior
to 2009, the Company had two equity plans; the Macy's 1995 Executive Equity Incentive Plan and the Macy's 1994 Stock
Incentive Plan. After shareholders approved the 2009 Omnibus Incentive Compensation Plan, Common Stock may no longer be
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granted under the Macy's 1995 Executive Equity Incentive Plan or the Macy's 1994 Stock Incentive Plan. The following
disclosures present the Company’s equity plans on a combined basis. The equity plan is administered by the Compensation and
Management Development Committee of the Board of Directors (the “CMD Committee”). The CMD Committee is authorized
to grant options, stock appreciation rights, restricted stock and restricted stock units to officers and key employees of the
Company and its subsidiaries and to non-employee directors.

Stock option grants have an exercise price at least equal to the market value of the underlying common stock on the date
of grant, have ten-year terms and typically vest ratably over four years of continued employment. Restricted stock and time-
based restricted stock unit awards generally vest one to four years from the date of grant. Performance-based restricted stock
units vest based on the results attained during the performance period.

As of January 28, 2012, 36.6 million shares of common stock were available for additional grants pursuant to the
Company’s equity plan. Shares awarded are generally issued from the Company's treasury stock.

Stock-based compensation expense included the following components:

2011 2010 2009
(millions)
SEOCK OPHIONS ....vvivivietieieteeetcee ettt ettt eas et et ss et e ete e ete s ete e $ 28 $ 34 3 43
StOCK CIEAILS....ievvieiieiiiieieeie ettt ee e sae e e sbeeaeesaneens 20 19 26
Restricted StOCK ... ...ooviiieieiieieceeeeee e 2 2 3
Restricted StOCK UNILS ....c.icviieiieieiieieeeie e 20 11
$ 70 $ 66 $ 76

All stock-based compensation expense is recorded in SG&A expense in the Consolidated Statements of Income. The
income tax benefit recognized in the Consolidated Statements of Income related to stock-based compensation was
approximately $25 million, approximately $24 million, and approximately $28 million, for 2011, 2010 and 2009, respectively.

During 2011 and 2010, the CMD Committee approved awards of performance-based restricted stock units to certain
senior executives of the Company. Each award reflects a target number of shares (“Target Shares™) that may be issued to the
award recipient. These awards may be earned upon the completion of three-year performance periods ending February 1, 2014
and February 2, 2013, respectively. Whether units are earned at the end of the performance period will be determined based on
the achievement of certain performance objectives set by the CMD Committee in connection with the issuance of the units. The
performance objectives are based on the Company’s business plan covering the performance period. The performance
objectives include achieving a cumulative EBITDA level for the performance period and also include an EBITDA as a percent
to sales ratio and a return on invested capital ratio. Depending on the results achieved during the three-year performance
periods, the actual number of shares that a grant recipient receives at the end of the period may range from 0% to 150% of the
Target Shares granted.

Also during 2011 and 2010, the CMD Committee approved awards of time-based restricted stock to certain senior
executives of the Company and awards of time-based restricted stock units to the non-employee members of the Company’s
board of directors.

During 2009, the CMD Committee approved awards of performance-based restricted stock units to certain senior
executives of the Company (the “Founders Awards”). The Founders Awards were earned upon the completion of the three-year
performance period ended January 28, 2012 as determined based on the achievement of relative total shareholder return
(“TSR”) performance objectives set by the CMD Committee in connection with the issuance of the units. Relative TSR
reflected the change in the value of the Company’s common stock over the performance period in relation to the change in the
value of the common stock of a ten-company executive compensation peer group over the performance period, assuming the
reinvestment of dividends. Because the Company’s TSR for the performance period was above the 66™ percentile for the peer
group, 100% of the award opportunity had been earned.
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The fair value of stock-options granted during 2011, 2010 and 2009 and the weighted average assumptions used to
estimate the fair value are as follows:

2011 2010 2009
Weighted average grant date fair value of stock options
granted during the Period...........coueveveiririereiiiriereieiiee et $ 712§ 734 $ 2.51
Dividend yield.......cocooirieriiiiiiiiiiin s 2.3% 1.0% 2.3%
EXpected VOIAtIIItY ....ccvevveeiieiieiieieit ettt 38.8% 37.6% 36.4%
RiSK-free INtErest TAte .....c.ccveviieieiiiiiiieeteeret et 2.0% 2.7% 1.9%
EXPECted 1 ..o 5.6 years 5.5 years 5.4 years

The fair value of each stock option grant is estimated on the date of grant using the Black-Scholes option-pricing model.
The Company estimates the expected volatility and expected option life assumption consistent with ASC Topic 718,
“Compensation — Stock Compensation.” The expected volatility of the Company’s common stock at the date of grant is
estimated based on a historic volatility rate and the expected option life is calculated based on historical stock option experience
as the best estimate of future exercise patterns. The dividend yield assumption is based on historical and anticipated dividend
payouts. The risk-free interest rate assumption is based on observed interest rates consistent with the expected life of each stock
option grant. The Company uses historical data to estimate pre-vesting option forfeitures and records stock-based compensation
expense only for those awards that are expected to vest. Compensation expense is recorded for all stock options expected to
vest based on the amortization of the fair value at the date of grant on a straight-line basis primarily over the vesting period of
the options.

Stock option activity for 2011 is as follows:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Life Value
(thousands) (years) (millions)
Outstanding, beginning of period...........ccoccevvreverircienennnnns 38,101.3 § 25.59
GIanted ......coceevveeienieieeeee e 48749 $ 23.43
Canceled or forfeited ..........ccoooveineiinciniiicncecee (1,532.7) $ 26.90
EXercised ... (7,038.2) $ 20.07
Outstanding, end of period ..........cceeveevevvriienirieecieeees 34,4053 $ 26.36
Exercisable, end of period ..........cccoveveneneneieeeieceee 23,3813 $ 29.57 41 $ 99
Options expected t0 VESt......cccerverererenienienierieieieeeenienene 9,701.1 § 19.56 81 § 138
Additional information relating to stock options is as follows:
2011 2010 2009
(millions)
Intrinsic value of options €Xercised .........cccvvveiereiereieriieicieieeeeeeee e $ 64 $ 13 % 2
Grant date fair value of stock options that vested during the year.................. 50 55 71
Cash received from stock options eXercised .........occvevereeeierieieneeieseeeenens 141 39 8
Tax benefits realized from exercised stock options
and vested restricted StOCK........cvriiiiriei e 20 4 —

The Company also has a stock credit plan. In 2006, key management personnel became eligible to earn a stock credit
grant over a two-year performance period ending February 2, 2008. In general, with respect to the stock credits awarded to
participants in 2006, the value of one half of the stock credits earned plus reinvested dividend equivalents was paid in cash in
early 2010 and the value of the other half of such earned stock credits plus reinvested dividend equivalents was paid in cash in
early 2011. In 2008, key management personnel became eligible to earn a stock credit grant over a two-year performance
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period ending January 30, 2010. There were a total of 1,649,870 stock credit awards outstanding as of January 28, 2012,
relating to the 2008 grant. In general, with respect to the stock credits awarded to participants in 2008, the value of one-half of
the stock credits earned plus reinvested dividend equivalents was paid in cash in early 2012 and the value of the other half of
such earned stock credits plus reinvested dividend equivalents will be paid in cash in early 2013. Compensation expense for
stock credit awards is recorded on a straight-line basis primarily over the vesting period and is calculated based on the ending
stock price for each reporting period. At January 28, 2012 and January 29, 2011, the liability under the stock credit plans, which
is reflected in accounts payable and accrued liabilities and other liabilities on the Consolidated Balance Sheets, was $55 million
and $52 million, respectively.

Activity related to stock credits for 2011 is as follows:

Shares
Stock credits, beginning of PEriod..........cccvivieiiriiriiiieic e 2,418,345
Additional dividend equivalents €arned .............ccoceererieriiienieieeee e 20,961
StOCK Credits FOTTEITEA. .. ..uvvviiiiieieiiiie ettt e et e e e st ae e e e s esaaaeeesessnaaaeeeas (61,807)
Stock credits diStrIDULE .......vevieieiieieciieieee ettt ettt sseere s e ereenaeees (727,629)
Stock credits, end Of PEIiOd ......ccueiuiiiiiieiee e 1,649,870

The weighted average grant date fair value of restricted stock and restricted stock units granted during 2011, 2010 and
20009 are as follows:

2011 2010 2009
RESLIICEEA SEOCK vttt ettt ettt e e e ee e eaeeeeeneet et et eee et eaeeneeneseeenen $ 2343 $ 20.89 § —
ReStricted STOCK UNIS .....vvivvieiiiieeiccee ettt $ 2369 §$ 2095 §$ 3.59

The fair value of the Target Shares and restricted stock awards are based on the fair value of the underlying shares on the
date of grant. The fair value of the Founders Award was determined using a Monte Carlo simulation analysis to estimate the
total shareholder return ranking of the Company among a ten-company executive compensation peer group over the remaining
performance period. The expected volatility of the Company’s common stock at the date of grant was estimated based on a
historical average volatility rate for the approximate three-year performance period. The dividend yield assumption was based
on historical and anticipated dividend payouts. The risk-free interest rate assumption was based on observed interest rates
consistent with the approximate three-year performance measurement period.

Compensation expense is recorded for all restricted stock and restricted stock unit awards based on the amortization of
the fair market value at the date of grant over the period the restrictions lapse or over the performance period of the
performance-based restricted stock units.

Restricted stock award activity for 2011 is as follows:

Weighted
Average

Grant Date

Shares Fair Value
Nonvested, beginning Of PEriod ..........cccevieveiieieiieeeeeeee e 250,046 $ 28.48
GIANTEA ...ttt e e et e et e e ettt e e eaaaeesaeeeenaaeesenaeesenaeeeenneeeeanes 115,236 23.43
FOITEILEA ...ttt e et e e e te e e e ete e eaaeeeteeeteeeraeeneean (5,724) 21.84
VESTEA ..ttt ettt ettt e st e et e et e e ba e aae e be e abeeabeesrbeebeentbeenraeanean (145,936) 33.90
Nonvested, end Of PEIIOd........cvovviviiiiiiieieieieeee ettt ns 213,622 $ 22.23
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Activity related to restricted stock units for 2011 is as follows:

Weighted

Average

Grant Date

Shares Fair Value
Nonvested, beginning Of PEriod .........ccccevieriiieiiieeeeeeee e 3,788,634 $ 8.57
Granted — performance-based..........ccooveeverieriirieieeee et 715,100 23.43
Performance adjuStment ...........c.eeveruieiiriieieieeteeeet et ettt et eeeesaeeeeesbe s e sbeessesreens 476,922 22.72
Granted — tIME-DASEA.........oooueiiiiiiiiiie ettt e e e e e e e e e eaaaeeesesnnees 37,719 28.63
Dividend eqUIVAIENLS ........cceiieriieieitieierieieeeete ettt ebesreenaenre e 116,422 23.04
FOTTRIEOA ...ttt sttt a bbbt sbe e (288,071) 10.29
VESTEA ottt ettt et e e et s b e e be e tb e e beeetae e beeeabeeabeesabeebeetaeanraeneean (40,401) 22.54
Nonvested, end 0f PEriod........c.evieciirieieiieie et nseseees 4,806,325 $ 12.47

There have been no grants of stock appreciation rights under the equity plans.

As of January 28, 2012, the Company had $39 million of unrecognized compensation costs related to nonvested stock
options, which is expected to be recognized over a weighted average period of approximately 1.8 years, $2 million of
unrecognized compensation costs related to nonvested restricted stock, which is expected to be recognized over a weighted
average period of approximately 1.6 years, and $26 million of unrecognized compensation costs related to nonvested restricted
stock units, which is expected to be recognized over a weighted average period of approximately 1.3 years.

13. Shareholders’Equity

The authorized shares of the Company consist of 125 million shares of preferred stock (“Preferred Stock™), par value of
$.01 per share, with no shares issued, and 1,000 million shares of Common Stock, par value of $.01 per share, with 487.3
million shares of Common Stock issued and 414.2 million shares of Common Stock outstanding at January 28, 2012, and with
495.0 million shares of Common Stock issued and 423.3 million shares of Common Stock outstanding at January 29, 2011
(with shares held in the Company’s treasury being treated as issued, but not outstanding).

During 2011, the Company retired 7.7 million shares of Common Stock.

The Company's board of directors approved an additional $1,000 million in authorization to purchase Common Stock on
January 5, 2012. Combined with previous authorizations commencing in January 2000, the Company’s board of directors has
from time to time approved authorizations to purchase, in the aggregate, up to $10,500 million of Common Stock. All
authorizations are cumulative and do not have an expiration date. During 2011, the Company purchased approximately
16,356,500 shares of Common Stock under its share repurchase program for a total of approximately $500 million. As of
January 28, 2012, approximately $1,352 million of authorization remained unused. The Company may continue or, from time
to time, suspend repurchases of its shares under its share repurchase program, depending on prevailing market conditions,
alternative uses of capital and other factors.

Common Stock

The holders of the Common Stock are entitled to one vote for each share held of record on all matters submitted to a vote
of shareholders. Subject to preferential rights that may be applicable to any Preferred Stock, holders of Common Stock are
entitled to receive ratably such dividends as may be declared by the Board of Directors in its discretion, out of funds legally
available therefor.

Treasury Stock

Treasury stock contains shares repurchased under the share repurchase program, shares repurchased to cover employee
tax liabilities related to stock plan activity and shares maintained in a trust related to deferred compensation plans. Under the
deferred compensation plans, shares are maintained in a trust to cover the number estimated to be needed for distribution on
account of stock credits currently outstanding.
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Changes in the Company’s Common Stock issued and outstanding, including shares held by the Company’s treasury, are
as follows:

Treasury Stock
Common Deferred Common
Stock Compensation Stock
Issued Plans Other Total Outstanding
(thousands)
Balance at January 31, 2009 .................... 495,038.5 (1,317.7) (73,637.0) (74,954.7) 420,083.8
Stock issued under stock plans ................ (105.0) 937.9 832.9 832.9
Stock repurchases:
Repurchase program...........ccccceueneee. — —
Oher ... (130.1) (130.1) (130.1)
Deferred compensation plan
diStributions........cccveeeveerieevreenieeieenenns 56.6 56.6 56.6
Balance at January 30, 2010 .................... 495,038.5 (1,366.1) (72,829.2) (74,195.3) 420,843.2
Stock issued under stock plans ................ (48.8) 2,439.5 2,390.7 2,390.7
Stock repurchases:
Repurchase program.........c.cccceeveneee. — —
Oher ..o (58.5) (58.5) (58.5)
Deferred compensation plan
distributions........coceeeeiieienieieeee 165.9 165.9 165.9
Balance at January 29, 2011 .................... 495,038.5 (1,249.0) (70,448.2) (71,697.2) 423,341.3
Stock issued under stock plans ................ (87.2) 7,274.1 7,186.9 7,186.9
Stock repurchases:
Repurchase program.............ccceene. (16,356.5) (16,356.5) (16,356.5)
Other .....cooveieiiiiiieeeeceee e (80.1) (80.1) (80.1)
Deferred compensation plan
distributions ........ceeveeeereeienieercee 89.4 89.4 89.4
Retirement of common stock................... (7,700.0) 7,700.0 7,700.0 —
Balance at January 28, 2012 .................... 487,338.5 (1,246.8) (71,910.7) (73,157.5) 414,181.0

14. Fair Value Measuements and Concentrations of Cedit Risk

The following table shows the Company’s financial assets that are required to be measured at fair value on a recurring
basis:

January 28, 2012 January 29, 2011
Fair Value Measurements Fair Value Measurements
Quoted Prices Quoted Prices
in Active Significant Significant in Active Significant Significant
Markets for Observable  Unobservable Markets for Observable  Unobservable
Identical Assets Inputs Inputs Identical Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3) Total (Level 1) (Level 2) (Level 3)
(millions)
Marketable equity and
debt securities.......... $ 81 $ — 81 $ — $ 95 % 41 $ 54 $ —

On February 25, 2011, the Company sold its investment in The Knot, Inc. and unrecognized gains in accumulated other
comprehensive income were reclassified into the Consolidated Statements of Income.

Other financial instruments not measured at fair value on a recurring basis include cash and cash equivalents, receivables,
short-term debt, merchandise accounts payable, accounts payable and accrued liabilities and long-term debt. With the exception
of long-term debt, the carrying amount approximates fair value because of the short maturity of these instruments. The fair
values of long-term debt, excluding capitalized leases, are estimated based on the quoted market prices for publicly traded debt
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or by using discounted cash flow analyses, based on the Company’s current incremental borrowing rates for similar types of
borrowing arrangements.

The following table shows the estimated fair value of the Company’s long-term debt:

January 28, 2012 January 29, 2011

Notional Carrying Fair Notional Carrying Fair
Amount Amount Value Amount Amount Value
(millions)

Long-term debt........c.ccoverininiinininiinciciececeee § 6404 § 6,620 § 7343 § 6,702 § 6941 § 6,969

The following table shows certain of the Company’s non-financial assets that were measured at fair value on a
nonrecurring basis during 2011 and 2010:

January 29, 2011

January 28, 2012
Fair Value Measurements

Fair Value Measurements

Quoted Prices
i Significant Significant

Quoted Prices
in Active Significant Significant in Active
Markets for Observable  Unobservable Markets for Observable  Unobservable
Identical Assets Inputs Inputs Identical Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3) Total (Level 1) (Level 2) (Level 3)
(millions)
Long-lived assets
held and used....... $ 53 — 3 — $ 5§ 18 § — 3 — 3 18

During 2011, long-lived assets held and used with a carrying value of $27 million were written down to their fair value of
$5 million, resulting in an asset impairment charge of $22 million. During 2010, long-lived assets held and used with a carrying

value of $36 million were written down to their fair value of $18 million, resulting in an asset impairment charge of $18
million. The fair values of these locations were calculated based on the projected cash flows and an estimated risk-adjusted rate

of return that would be used by market participants in valuing these assets or prices of similar assets.

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of
temporary cash investments. The Company places its temporary cash investments in what it believes to be high credit quality

financial instruments.
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15. Earnings PerShare

The following table sets forth the computation of basic and diluted earnings per share:

2011 2010 2009
Net Net Net
Income Shares Income Shares Income Shares
(millions, except per share data)
Net income and average number of
shares outstanding ........................ $ 1,256 4235 § 847 4222 $ 329 420.4
Shares to be issued under deferred
compensation plans ...................... 1.0 1.1 1.3
$ 1,256 4245 § 847 4233 $ 329 421.7
Basic earnings per share.............. $ 2.96 $ 2.00 $ 0.78
Effect of dilutive securities —
Stock options, restricted stock
and restricted stock units.......... 5.9 4.0 1.5
$ 1,256 4304 $ 847 4273 $ 329 423.2
Diluted earnings per share........... $ 292 $ 1.98

$ 0.78

In addition to the stock options, restricted stock and restricted stock units reflected in the foregoing table, stock options to
purchase 9.3 million shares of common stock and restricted stock units relating to 2.1 million shares of common stock were
outstanding at January 28, 2012, stock options to purchase 24.8 million shares of common stock and restricted stock units
relating to 1.0 million shares of common stock were outstanding at January 29, 2011, and stock options to purchase 28.9 million
of shares of common stock, 75,000 shares of restricted stock and restricted stock units relating to 2.9 million shares of common
stock were outstanding at January 30, 2010, but were not included in the computation of diluted earnings per share for 2011,
2010 and 2009, respectively, because their inclusion would have been antidilutive or these shares were subject to performance

conditions that had not been met.
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16. Quarterly Results (unaudited)

Unaudited quarterly results for the last two years were as follows:

First Second Third Fourth
Quarter Quarter Quarter Quarter

(millions, except per share data)

2011:

NEE SAIES 1.vvrvieieriieteieteeeete ettt $ 5889 $ 5939 $ 5853 § 8,724
Cost 0f SAlES ..o (3,586) (3,457) (3,544) (5,151)
GTOSS MATZIN ....euveviiiieieieieie ettt 2,303 2,482 2,309 3,573
Selling, general and administrative expenses............... (1,973) (1,976) (2,018) (2,314)
Gain on sale of properties, impairments, store closing

costs and division consolidation costs....................... — — — 25
NEt INCOME ..ottt 131 241 139 745
Basic earnings per share...........coccoceveveneiecieccncnenncnn 31 .56 33 1.77
Diluted earnings per share...........c.ccocevevenecieccecnenncnn .30 .55 32 1.74

2010:

NEt SALES .uveeeriiieiieiieieeeere ettt $ 5574 $ 5537 $ 5,623  $ 8,269
CoSt 0f SAlES ...oeiiicc e (3,378) 3,214) (3,377) (4,855)
GIOSS MATZIN ...venveviiiieieieieie et 2,196 2,323 2,246 3,414
Selling, general and administrative expenses............... (1,993) (1,953) (2,069) (2,245)
Gain on sale of properties, impairments, store closing

costs and division consolidation Costs ...................... — — — (25)
NEt INCOME .....ovriiiiiiieieieiene ettt 23 147 10 667
Basic earnings per share...........coccocevevenenieciencncnenncnn .05 35 .02 1.57
Diluted earnings per share...........c.cceeeevvecvecvecceenenncnn .05 .35 .02 1.55

17. Condensed Consolidating Financial Information

Certain debt obligations of the Company described in Note 7, which constitute debt obligations of Parent’s wholly-owned
subsidiary, Macy’s Retail Holdings, Inc. (“Subsidiary Issuer”) are fully and unconditionally guaranteed by Parent. In the
following condensed consolidating financial statements, “Other Subsidiaries” includes all other direct subsidiaries of Parent,
including FDS Bank, West 34th Street Insurance Company (prior to a merger, known separately as Leadville Insurance
Company and Snowdin Insurance Company), Macy’s Merchandising Group, Inc. and its subsidiary Macy’s Merchandising
Group International, LLC. “Subsidiary Issuer” includes operating divisions and non-guarantor subsidiaries of the Subsidiary
Issuer on an equity basis. The assets and liabilities and results of operations of the non-guarantor subsidiaries of the Subsidiary
Issuer are also reflected in “Other Subsidiaries.”

Condensed Consolidating Balance Sheets as of January 28, 2012 and January 29, 2011, the related Condensed
Consolidating Statements of Operations for 2011, 2010 and 2009, and the related Condensed Consolidating Statements of Cash
Flows for 2011, 2010, and 2009 are presented on the following pages.
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MACY’S, INC.

Condensed Consolidating Balance Sheet
As of January 28, 2012

(millions)
Subsidiary Other Consolidating
Parent Issuer Subsidiaries  Adjustments  Consolidated
ASSETS:
Current Assets:
Cash and cash equivalents..............c.covenneeeee. $ 2,533 § 38 § 256 $ — 3 2,827
Receivables......c.coevivenenenicnieicicicccceee, — 58 310 — 368
Merchandise iNVentories.........cceceerveecveenneenns — 2,722 2,395 — 5,117
Prepaid expenses and other current assets..... — 152 313 — 465
Total Current ASSetS........ccvervveerveeneeenns 2,533 2,970 3,274 — 8,777
Property and Equipment —net .........c.ccccecceerennenn. — 4,827 3,593 — 8,420
GOOAWIIL ..o — 3,315 428 — 3,743
Other Intangible Assets —net........ccccecvercerennenne. — 153 445 — 598
Other ASSEES.....eoueeririieiieienieterieee e 4 73 480 — 557
Intercompany Receivable ..........ccccceevvercnenennne. 520 — 2,963 (3,483) —
Investment in Subsidiaries........c..ccocevveerereenennens 3,210 2,435 — (5,645) —
Total ASSEtS....ccvveveevveieieieeecrenieienn $ 6,267 $§ 13,773 $§ 11,183 § 9,128) § 22,095
LIABILITIES AND SHAREHOLDERS’ EQUITY:
Current Liabilities:
Short-term debt......eeeveeeeeeeeeeeeeeeeeeeeeeeeenen $ — 3 1,099 $ 4 $ — 3 1,103
Merchandise accounts payable...................... — 731 862 — 1,593
Accounts payable and accrued liabilities ...... 248 1,103 1,437 — 2,788
Income taxes.......ccccoceevverveneniieniecicneeieene 46 29 296 — 371
Deferred income taxes.........cocceveeeeeecreenenne. — 314 94 — 408
Total Current Liabilities..........c..c..c...... 294 3,276 2,693 — 6,263
Long-Term Debt.........cccvueeivinivinvincincenccnee — 6,630 25 — 6,655
Intercompany Payable ..........ccccoeviinincncnennnn — 3,483 — (3,483) —
Deferred Income Taxes.......cccoeevverveecveeneensieennnenns 4 351 786 — 1,141
Other Liabilities ........cecveeeerieiiereee e 36 771 1,296 — 2,103
Shareholders’ Equity (Deficit)........cccceeeeererennene 5,933 (738) 6,383 (5,645) 5,933
Total Liabilities and
Shareholders’ Equity .........cccccvveee... $ 6,267 $ 13,773 $ 11,183 §  (9,128) $§ 22,095
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MACY'’S, INC.
Condensed Consolidating Statement of Operations

For 2011
(millions)
Subsidiary Other Consolidating
Parent Issuer Subsidiaries  Adjustments  Consolidated
NEt SALES ...t $ — $ 13405 $ 21,312 $ (8312) § 26,405
CoSt OF SAIES ..o — (8,274) (15,721) 8,257 (15,738)
GIroSS MAIZIN ....cveveiereieieieiereeereeee et — 5,131 5,591 (55) 10,667
Selling, general and administrative expenses .............. 5 (4,585) (3,756) 55 (8,281)
Gain on sale of properties, impairments, store closing
costs and division consolidation costs...........c..c....... — 28 3) — 25
Operating iNCOME.......c.eerueeeereeiereeeieseenteeeeenee e eeeens 5 574 1,832 — 2,411
Interest (expense) income, net:
External.........ccocoooiiiiiiiiiiiice 1 (443) (1) — (443)
Intercompany ..........cccceceveevevienienieiiniiieieeeeeee (1) (191) 192 — —
Equity in earnings of subsidiaries........c.cccccceeeeeeruennenn. 1,253 548 — (1,801) —
Income before iNCOME taXes .......ccceveereeeverererenennenn 1,258 488 2,023 (1,801) 1,968
Federal, state and local income tax benefit (expense) . 2 27 (737) — (712)
NEt INCOME ...ttt $ 1,256 $ 515§ 1,286 §  (1,801) § 1,256
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MACY'’S, INC.
Condensed Consolidating Statement of Cash Flows
For 2011
(millions)
Subsidiary Other Consolidating
Parent Issuer Subsidiaries  Adjustments  Consolidated
Cash flows from operating activities:
NEt INCOIMIE ..ttt $ 1,256 $ 515 $ 1,286 $  (1,801) § 1,256
Gain on sale of properties, impairments, store
closing costs and division consolidation costs .... — (28) 3 — (25)
Equity in earnings of subsidiaries .............c..cccc..... (1,253) (548) — 1,801 —
Dividends received from subsidiaries..................... 612 175 — (787) —
Depreciation and amortization............c.ceeeeeerveuennen — 517 568 — 1,085
(Increase) decrease in working capital.................... 5 (110) 50 — (55)
Other, Nt ..ot (18) (166) 16 — (168)
Net cash provided by operating activities........ 602 355 1,923 (787) 2,093
Cash flows from investing activities:
Purchase of property and equipment and
capitalized software, net...........ccoccevvevrereneennnnne. — (171) (473) — (644)
Other, Nt ....coveuerieiirieirictrteereeetteet e 38 16 (27) — 27
Net cash provided (used) by
INVeSting actiVities......ccoevveeeerereeenereenennes 38 (155) (500) — (617)
Cash flows from financing activities:
Debt issued, net of debt repaid.........cccceceeenininens — 349 ?3) — 346
Dividends paid .........coceeevenenienieniiicieicceenencne (148) — (787) 787 (148)
Common stock acquired, net of
issuance of common stock............ccccceviviiiiinines (340) — — — (340)
Intercompany activity, Net..........c.cecvererrerereneeennen. 1,186 (529) (657) — —
Other, NEt.....covevirieirieiiciiereeeeeeee s 21 (23) 31 — 29
Net cash provided (used) by
financing activities ..........cceceevveeeerreeeennennn. 719 (203) (1,416) 787 (113)
Net increase (decrease) in cash and cash equivalents.. 1,359 3) 7 — 1,363
Cash and cash equivalents at beginning of period....... 1,174 41 249 — 1,464
Cash and cash equivalents at end of period................. $ 2,533 $ 38§ 256 % — 3 2,827
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MACY’S, INC.

Condensed Consolidating Balance Sheet
As of January 29, 201

(millions)
Subsidiary Other Consolidating
Parent Issuer Subsidiaries  Adjustments  Consolidated
ASSETS:
Current Assets:
Cash and cash equivalents.................c.ccuc..... $ 1,174  $ 41 % 249 $ — 3 1,464
Receivables......c.coevivenenenicnieicicicccceee, — 89 249 — 338
Merchandise inventories..........c.ccceeeeeeueencnne. — 2,589 2,169 — 4,758
Prepaid expenses and other current assets..... — 98 241 — 339
Total Current ASSetS........ccvervveerveeneeenns 1,174 2,817 2,908 — 6,899
Property and Equipment —net .........c.ccccecceerennenn. — 5,013 3,800 — 8,813
GOOAWIIL ..o — 3,315 428 — 3,743
Other Intangible Assets —net........ccccecvercerennenne. — 184 453 — 637
Other ASSEES.....eoueeririieiieienieterieee e 4 133 402 — 539
Deferred Income Tax ASSets.......ccevevevererrvennennn. 19 — — (19) —
Intercompany Receivable ...........cccceoeiieincncnnenne. 1,651 — 2,737 (4,388) —
Investment in Subsidiaries...........ccoceeevererrceennennen. 2,908 2,598 — (5,5006) —
Total ASSetS....cccvevueerierieiirieeeeeneaee, $ 5,756 $ 14,060 $ 10,728 $ 9,913) $ 20,631
LIABILITIES AND SHAREHOLDERS’ EQUITY:
Current Liabilities:
Short-term debt........cooveeeeeeeeeeeeeeeeeeeeeeeeene. $ — 3 451 $ 33 — 3 454
Merchandise accounts payable...................... — 680 741 — 1,421
Accounts payable and accrued liabilities ...... 144 1,031 1,350 — 2,525
INCOME taXES ..cveevviiieniiiieiccecee e 29 18 135 — 182
Deferred income taxes.......c.cccevveveeeeerennenne. — 299 110 — 409
Total Current Liabilities..........c..cc........ 173 2,479 2,339 — 4,991
Long-Term Debt ......c.ccceoeviniiiiiiiiiiiincrcnenenn — 6,942 29 — 6,971
Intercompany Payable ...........cccoceieieiiincninene. — 4,388 — (4,388) —
Deferred Income Taxes........cocecveveeeererenenennenn — 387 832 (19) 1,200
Other Liabilities ........ccoerererierieieieeceeeceeeee 53 786 1,100 — 1,939
Shareholders’ Equity (Deficit)......cccccvevververenenne. 5,530 (922) 6,428 (5,5006) 5,530
Total Liabilities and
Shareholders’ Equity .........ccccevveenee. $ 5756 $ 14060 $ 10,728 $  (9,913) § 20,631
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MACY’S, INC.
Condensed Consolidating Statement of Operations
For 2010
(millions)
Subsidiary Other Consolidating
Parent Issuer Subsidiaries  Adjustments  Consolidated
Net SAIES ... $ — $§ 13,124 $ 19900 $ (8,021) § 25,003
CoSt OF SAIES ..o — (8,006) (14,782) 7,964 (14,824)
GIroSS MAIZIN ....cveveiereieieieiereeereeee et — 5,118 5,118 (57) 10,179
Selling, general and administrative expenses .............. ®) (4,519) (3,790) 57 (8,260)
Gain on sale of properties, impairments, store closing
costs and division consolidation costs...........c.......... — (21 “) — (25)
Operating income (10SS).....cceveerereererienieeiereeeeene ®) 578 1,324 — 1,894
Interest (expense) income, net:
EXternal.......coccoivenininieniineicciceceeceeeeee 2 (575) 1) — (574)
Intercompany ..........coccceceeveenereeneencneenenieneneens 2) (165) 167 — —
Equity in earnings of subsidiaries........c.cccccceeeeeeruennenn. 852 417 — (1,269) —
Income before iNCOME taXes .......ccceveereeeverererenennenn 844 255 1,490 (1,269) 1,320
Federal, state and local income tax benefit (expense) . 3 65 (541) — (473)
INEE INCOIMIE .ot eeeeeeeeeeeeeeeeeeee e $ 847 $ 320 $ 949 $ (1,269) $ 847
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MACY'’S, INC.
Condensed Consolidating Statement of Cash Flows
For 2010
(millions)
Subsidiary Other Consolidating
Parent Issuer Subsidiaries  Adjustments  Consolidated
Cash flows from operating activities:
NEt INCOME.....vivieiieiriieieieieieieeeieeetee e es $ 847 $ 320 $ 949 §  (1,269) $ 847
Gain on sale of properties, impairments, store
closing costs and division consolidation costs... — 21 4 — 25
Equity in earnings of subsidiaries...............cc........ (852) (417) 1,269 —
Dividends received from subsidiaries................... 541 250 — (791) —
Depreciation and amortization...........cc.cecceeevenene. 566 584 — 1,150
(Increase) decrease in working capital ................. 179 (454) 232 — (43)
Other, net ..., 8 (526) 45 — (473)
Net cash provided (used) by operating
ACTIVILIES .euveiieieicicietcce e 723 (240) 1,814 (791) 1,506
Cash flows from investing activities:
Purchase of property and equipment and
capitalized software, net..........coceceveereineennen — (178) (247) — (425)
Other, NEt ....coevueririieneniceeccecceeeeec e — — (40) — (40)
Net cash used by investing activities............. — (178) (287) — (465)
Cash flows from financing activities:
Debt repaid.........cocevevenienieniiiiciciicee — (1,242) 3) — (1,245)
Dividends paid........coceeevenenieiiciiieiincrceee (84) — (791) 791 (84)
Issuance of common stock, net of common stock
ACQUITE .t 42 — — — 42
Intercompany activity, net .........c.ccceeeereeneennnes (710) 1,656 (946) — —
Other, DL ....ouevveieieieieeciencereereeree e (115) (15) 154 — 24
Net cash provided (used) by
financing activities .........ceeevveeeeeeeeeennenn (867) 399 (1,586) 791 (1,263)
Net decrease in cash and cash equivalents................... (144) (19) (59) — (222)
Cash and cash equivalents at beginning of period....... 1,318 60 308 — 1,686
Cash and cash equivalents at end of period................. $ 1,174  $ 41 $ 249 § — 3 1,464
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MACY’S, INC.
Condensed Consolidating Statement of Operations
For 2009
(millions)
Subsidiary Other Consolidating
Parent Issuer Subsidiaries  Adjustments  Consolidated
NEt SALES ...t $ — $§ 12,791 $§ 16,700 $  (6,002) $ 23,489
CoSt OF SAIES ..o — (7,836) (12,073) 5,936 (13,973)
GrOSS MAIZIN ..ottt neneenes — 4,955 4,627 (66) 9,516
Selling, general and administrative expenses .............. (8) (4,616) (3,504) 66 (8,062)
Gain on sale of properties, impairments, store closing
costs and division consolidation costs.......c..c..c..c..... — (226) (165) — (391)
Operating income (1088) .......cccoeueuerririeicioirrccceenes 8) 113 958 — 1,063
Interest (expense) income, net:
External.........ccocoooiiiiiiiiiiiice 3 (558) (1) — (556)
Intercompany ..........coccceceeveenereeneencneenenieneneens 2) (153) 155 — —
Equity in earnings of subsidiaries........c.cccccceeeeeeruennenn. 333 201 — (534) —
Income (loss) before income taxes ........cc.ceceeererennene 326 (397) 1,112 (534) 507
Federal, state and local income tax benefit (expense) . 3 232 (413) — (178)
Net income (10S8) .....oveveviririereriiiriereeieiereeeeseeseveeenees $ 329 $ (165) $ 699 § (534) $ 329
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MACY'’S, INC.
Condensed Consolidating Statement of Cash Flows
For 2009
(millions)
Subsidiary Other Consolidating
Parent Issuer Subsidiaries  Adjustments  Consolidated
Cash flows from operating activities:
Net income (10SS) ...cvevververeeieierieieinereneneneniens $ 329 § (165) $ 699 § (534) $ 329
Gain on sale of properties, impairments, store
closing costs and division consolidation costs.. — 226 165 — 391
Equity in earnings of subsidiaries...............cc........ (333) (201) — 534 —
Dividends received from subsidiaries................... 436 60 — (496) —
Depreciation and amortization...........cc.cecceeevenene. — 619 591 — 1,210
(Increase) decrease in working capital ................. 114 163 (245) — 32
Other, NEt ....coeviririieiencicccccrcceeeee e 73 (96) (189) — (212)
Net cash provided by operating activities ..... 619 606 1,021 (496) 1,750
Cash flows from investing activities:
Purchase of property and equipment and
capitalized software, net...........ccoccveeerveeennnen. - (147) (227) — (374)
Other, NEt ....cc.eeuiiiiirerereee e — — 3) — 3)
Net cash used by investing activities............. — (147) (230) — (377)
Cash flows from financing activities:
Debt 1epaid.....ccccevveeerieiriiirieeeeeees — (963) 3) — (966)
Dividends paid.......cccoeceveeineninineincineeneenne (84) — (496) 496 (84)
Issuance of common stock, net of common stock
ACQUITEA ..ot 7 — — — 7
Intercompany activity, net.........ccccceveeerererennenn (247) 493 (246) — —
Other, DT ..ottt (24) 3 ®) — (29)
Net cash used by financing activities ............ (348) (467) (753) 496 (1,072)
Net increase (decrease) in cash and cash equivalents.. 271 (8) 38 — 301
Cash and cash equivalents at beginning of period....... 1,047 68 270 — 1,385
Cash and cash equivalents at end of period................. $ 1,318 $ 60 $ 308 $ — S 1,686
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