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Report of Independent Accountants

To the Participants and Administrator
of the Kmart Corporation
Retirement Savings Plan A

In our opinion, the accompanying statements of net assets available for benefits and the related
statement of changes in net assets available for benefits present fairly, in all material respects, the net
assets available for benefits of Kmart Corporation Retirement Savings Plan A (the “Plan™) at
December 31, 2001 and 2000, and the changes in net assets available for benefits for the year ended
December 31, 2001 in conformity with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the Plan’s management; our
responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits of these statements in accordance with auditing standards generally accepted in the United
States of America, which require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplemental Schedule of Assets (Held at End of Year) at December 31, 2001 1s
presented for the purpose of additional analysis and is not a required part of the basic financial
statements but is supplementary information required by the Department of Labor's Rules and
Regulations for Reporting and Disclosure under the Employee Retirement Income Security Act of
1974. This supplemental schedule is the responsibility of the Plan's management. The supplemental
schedule has been subjected to the auditing procedures applied in the audits of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole.

Fvessititoins Loaptro AL




Kmart Corporation

Retirement Savings Plan A
Statements of Net Assets Available for Benefits
As of December 31, 2001 and 2000

(dollar amounts in thousands)

Assets

Investments at fair value
Plan's interest in Master Trust
Participant loans receivable

Total investments

Receivables
Employer contributions receivable
Employee contributions receivable
Receivable from Prudential demutualization

Total receivables

Net assets available for benefits

The accompanying notes are an integral part of the financial statements.

2001 2000
129,903 401,977
9,239 9,071
139,142 411,048
342 9,569
128 1,073
1,039 -
1,509 10,642
140,651 421,690




Kmart Corporation
Retirement Savings Plan A

Statement of Changes in Net Assets Available for Benefits
For the Year Ended December 31, 2001

(dollar amounts in thousands)

Additions
Investment income (loss)
Plan's interest in Master Trust investment loss $ (1,572)
Interest income from participant loans 832
Net depreciation in fair value of assets 31)
Total investment loss (771)
Contributions from Kmart Corporation 5,455
Contributions from Plan participants 15,395
Net increase in participant loans 20
Total additions 20,099
Deductions
Participant withdrawals 22,099
Forfeitures of participant loans 918
Total deductions 23,017
Inter-Plan allocation (278,121)
Net decrease (281,039)
Net assets available for benefits at beginning of year 421,690
Net assets available for benefits at end of year $ 140,651

The accompanying notes are an integral part of the financial statements.




Kmart Corporation

Retirement Savings Plan A

Notes to Financial Statements
(dollar amounts in thousands)

1. Summary of Accounting Policies

The financial statements of the Kmart Corporation Retirement Savings Plan A (the “Plan” or “Plan
A”) have been prepared on the accrual method of accounting.

Investments, other than investment contracts, are stated at current market value based upon the last
reported sales price on the last business day of the year. Investment contracts, including group
annuity contracts, are stated at contract value. Net appreciation (depreciation) in the fair value of
investments represents the net amount of realized gains or losses and the unrealized appreciation
(depreciation) on those investments.

The preparation of financial statements in accordance with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

2. Plan Description

The following description of the Plan provides only general information. Participants should refer
to the Plan document for a more complete description of the Plan's provisions.

The Plan is a voluntary, defined contribution plan which commenced July 1, 1982. Effective
January 1, 1997, the Plan was renamed Kmart Corporation Retirement Savings Plan A and was
amended to cover only hourly participants who work outside of the states of Michigan, Wisconsin,
Minnesota, Illinois and Iowa. Additionally, effective January 1, 1997, a mirror plan of Plan A, as
amended, was adopted and named the Kmart Corporation Retirement Savings Plan B (“Plan B™) to
cover all non-hourly participants, as well as hourly participants who work in the states of Michigan,
Wisconsin, Minnesota, Illinois and lowa.

Effective January 1, 2001, Plan A and Plan B were further amended to shift hourly participants in
certain additional states from Plan A to Plan B. All of the account balances of the Plan A
participants who became Plan B participants were transferred from Plan A to Plan B effective
January 1, 2001. The impact of this transfer is included in the line Inter-Plan allocation in the
Statement of Changes in Net Assets Available for Benefits.




Kmart Corporation

Retirement Savings Plan A

Notes to Financial Statements
(dollar amounts in thousands)

2. Plan Description (continued)

Also during 2001, Plan A and Plan B were amended to restrict the Kmart Corporation (“Company”
or “Employer”) profit sharing contributions to include only certain distribution center employees, as
defined by the Plan. As a part of this amendment, a base contribution was established for various
distribution center employees. The total profit sharing and base contributions for these eligible
employees have been set not to exceed a predetermined amount, as defined by the Plan. Prior to
2001, the Employer made a profit sharing contribution to the Plan based upon the Employer's pre-
tax profits, as defined by the Plan. The minimum annual contribution under the profit sharing plan
was $30,000. The profit sharing contribution was increased by forfeitures of non-vested Employer's
profit sharing contributions, and was allocated to accounts of participants as defined by the Plan.

Employees of the Company are eligible to participate in the Plan upon completion of 1,000 hours of
service. Except as may be limited by applicable Internal Revenue Code (“IRC”) regulations, a
participant may authorize before-tax and/or after-tax contributions to the Plan through payroll
deductions of up to 16% of compensation. For any amount the participant contributes up to 6% of
compensation, the Employer contributes an amount equal to 50% which is invested in Kmart
Corporation common stock. (See Note 8 for a description of the subsequent change in the
application of the Company match).

Effective for the 2001 plan year, a premium match contribution was established within the Plan. In
addition to the employer matching contribution, the premium match contribution is based on the
achievement of predefined earnings per share goals as amended from time to time by the Board of
Directors.

Participants are vested in Employer matching and base contributions after two years of service.
During 2001, the Company initiated a provisional Employer matching contribution, which allows
the Company to recapture any matching contributions made during the plan year in which a
participant terminates employment. Participants are vested in profit sharing contributions made on
their behalf after they complete five years of service, as defined by the Plan. Participants may vest
earlier if they reach normal retirement age, as defined by the Plan or if they die. Forfeitures of
Employer match, profit sharing and base contributions are used to reinstate previously forfeited
balances of re-hired employees, pay reasonable expenses of the Plan and offset future Employer
contributions.

The Plan includes an Employee Stock Ownership Plan (“ESOP”). The ESOP, which is the Plan’s
only non-participant directed fund, receives the Employer's matching contribution to invest in
Kmart Corporation common stock. Dividends, if any, earned by the shares of Kmart Corporation
common stock in the ESOP are distributed to the participants in the Plan annually. In December
1995, Kmart discontinued paying dividends on Kmart Corporation common stock. At
December 31, 2001 and 2000, the ESOP held net assets available for benefits of $58,990 and
$57,997, respectively. During 2001, significant changes in ESOP net assets available for benefits
included employer contributions of $3,553, participant withdrawals of $2,422 and net investment
income and other changes of $(138).




Kmart Corporation

Retirement Savings Plan A

Notes to Financial Statements
(dollar amounts in thousands)

2. Plan Description (continued)

Participants are permitted to elect to have their current contributions invested in 1% increments in
any one or more of seventeen funds as follows: Stable Value Fund, Kmart Corporation Common
Stock Fund, Institutional Index Fund, Mid Cap Renaissance Fund, International Stock Fund, Large
Cap Growth Fund, Small Company Growth Fund, Conservative Portfolio, Moderate Portfolio,
Aggressive Portfolio, Small Cap Value Fund, Mid Cap Dynamics Fund, Large Cap Investor Fund,
Bond Portfolio Fund, Foreign Bond Fund, High Yield Fund, and/or Self-Directed Brokerage.

A participant may elect to change the amount or form (before-tax or after-tax) of participant
contributions to any permitted amount or form at any date. A participant may also discontinue
contributions at any date. Discontinuance of participant contributions will not terminate
participation in the Plan. A participant who has discontinued contributions may elect to resume
contributions at any date.

A participant may, as of the next asset valuation date, elect to transfer, in 1% increments to another
fund or funds, all or a part of the value of his or her participant contributions in one or more funds.
A participant who is at least 55 years of age and has been a participant for at least five full years
may also elect to transfer, in 1% increments all or a part of the value of his or her Employer
matching contributions in the ESOP.

Net investment income is allocated to participant accounts based on participant earnings or account
balances, as defined by the Plan.

A participant may elect to withdraw all or a portion of the value of his or her after-tax participant
contributions as of any date. A withdrawal may be made up to the value of the participant's
supplemental after-tax contributions account without penalty. If a withdrawal exceeds the value of
the participant's supplemental after-tax participant contributions, Employer matching contributions
will be suspended for a six-month period. The value of Employer contributions may be withdrawn
after five years of participation in the Plan provided that all of the participant’s after-tax
contributions have already been withdrawn. In the event of such a withdrawal, Employer matching
contributions will be suspended for a six-month period.

A withdrawal of before-tax participant contributions may be made at the election of a participant
only after the withdrawal of the value of all of the participant's after-tax employee contributions and
withdrawable Employer matching contributions and either (i) the participant has attained the age of
59 Y5 or (ii) such withdrawal is required in order to meet a qualifying financial hardship, as defined
by the Plan. In the event of such a withdrawal, Employer matching contributions will be suspended
for a six-month period. ’

Withdrawals will be based on values as of the asset valuation date as to which the withdrawal
request is effective and will be paid when practicable after the appropriate values are determined.
Withdrawals will not terminate participation in the Plan or affect the continuation of participant-
directed contributions. Amounts withdrawn may not be repaid to the Plan.




Kmart Corporation

Retirement Savings Plan A

Notes to Financial Statements
(dollar amounts in thousands)

2. Plan Description (continued)

A participant may request a loan from his or her contributions subject to certain conditions, as
defined by the Plan.

Participation in the Plan automatically terminates when a participant is no longer an employee and
his or her account balance is distributed. However, if the value of a participant's account balance
exceeds $5, participation may continue until age 65 unless the participant sooner requests
distribution or dies. If a participant continues to participate after employment terminates, no loans or
additional participant or Employer contributions are permitted. Upon termination of participation in
the Plan, a full distribution of the participant's vested account can be requested. Withdrawals and
distributions are paid in cash, except for distributions from the Kmart Corporation Common Stock
Fund or the ESOP which may be made in shares of Kmart Corporation common stock if requested
by the participant.

Mellon Bank is the trustee of the Plan’s assets and Prudential Investments is the record-keeper.
Expenses of administering the Plan may be paid by the Employer or may be paid from Plan funds.
However, brokerage fees, transfer taxes and other expenses incident to the operation of a fund are
charged against that fund, except for such expenses incident to the operation of the Kmart
Corporation Common Stock Fund and the ESOP, which are paid by the Company. Taxes, if any, on
assets held or income received by any fund are charged against or credited to that fund.

3. Priorities on Plan Termination

Although it has not expressed any intent to do so, the Board of Directors of the Company may, in its
sole discretion, amend, suspend or terminate the Plan at any time, provided, however, that no
amendment, suspension or termination of the Plan shall have the effect of diverting the assets of the
funds to purposes other than for the exclusive benefit of participants and their beneficiaries or the
payment of reasonable administrative expenses of the Plan. In the event of termination of the Plan,
the account of each participant will be fully vested.

4. Tax Status

The Internal Revenue Service has determined and informed the Company by a letter dated April 12,
1994, that the Plan and related trust are designed in accordance with applicable sections of the IRC.
The Plan has been amended since receiving the determination letter and, accordingly, the Plan
administrator intends to request an updated letter. However, the Plan administrator believes that the
Plan is designed and is currently being operated in compliance with the applicable requirements of
the IRC.




Kmart Corporation

Retirement Savings Plan A

Notes to Financial Statements
(dollar amounts in thousands)

5. Transactions with Parties in Interest

During the years ended December 31, 2001 and 2000, the Plan purchased and sold shares of Kmart
Corporation common stock. Also during the years ended December 31, 2001 and 2000, the Plan
made purchases and sales in the TBC, Inc. Pooled Employee Funds Da11y Liquidity Fund, which is
managed by Mellon Bank.

Certain Plan investments are shares of mutual funds managed by Prudential. Prudential is the
record-keeper of the Plan, and therefore, these transactions qualify as party in interest transactions.

6. Demutualization of Prudential

On December 13, 2001, Prudential Investments made an initial public offering (“IPO”). As a result
of this process, a demutualization, a special one-time payment in the form of 313,117 shares of
Prudential stock was made to the Master Trust on February 28, 2002. The Plan A financial
statements for the period ended December 31, 2001, include a receivable in the amount of $1,039
relating to this payment. As a result of the IPO, the Plan recognized an increase in net assets of
$890 and an unrealized gain of $149 as of December 31, 2001.

7. Master Trust

Assets of the Plan have been combined for investment purposes with the assets of PlanB in a
Master Trust.

The Plan has an undivided interest in the net assets held in the Master Trust in which interest is
determined on the basis of cumulative funds specifically contributed on behalf of the Plan adjusted
for an allocation of income. Such income allocation is based on the Plan’s funds available for
investment during the year.

At December 31, 2001 and 2000, the Plan had an approximate 10% and 31% interest in the Master -
Trust, respectively.

In 1998, the Master Trust entered into two fully benefit responsive group annuity contracts with
Prudential Insurance Company of America (“Prudential”). Prudential maintains the contributions in
individual separate accounts. The accounts are credited daily with interest on the balance in the
separate accounts. The interest rate received is established quarterly by Prudential but cannot be
less than 3% and is not based upon the investment performance in the separate accounts. The
average yield for these contracts was 5.67% and 5.39% for 2001 and 2000, respectively. The
separate account is also charged for withdrawals and administrative expenses. The Master Trust’s
investments in such group annuity contracts are stated at contract value which approximates fair
market value and totaled $517 at December 31, 2001 and $496 at December 31, 2000.




Kmart Corporation

Retirement Savings Plan A

Notes to Financial Statements
(dollar amounts in thousands)

7. Master Trust (continued)

Master Trust net assets at December 31, 2001 and 2000 and the changes in net assets for the period

ended December 31, 2001 are as follows:

Assets
Investments at fair value
Cash and cash equivalents
Common stock of Kmart Corporation
Other common stock
Investment in mutual funds
Investment in contracts with insurance company
Participant loans receivable

Total investments

Receivables
Contributions receivable
Receivable for Prudential demutualization
Due from brokers for securities sold
Interest and dividends receivable

Total receivables

Payables
Due to brokers for securities purchased
Accrued expenses

Total payables

Net assets available for benefits

Kmart Corporation Retirement
Savings Plan Master Trust
Statement of Net Assets Available

for Benefits
December 31, 2001
Non-
participant
directed

Participant-
directed ESOP Combined
$ 451 $ 357  $ 808
46,237 120,894 167,131
547 - 547
616,288 - 616,288
516,999 - 516,999
30,319 - 30,319
1,210,841 121,251 1,332,092
3,525 - 3,525
10,392 - 10,392
882 - 882
2 - 2
14,801 - 14,801
586 - 586
1,233 - 1,233
1,819 - 1,819
$1,223,823 $§ 121,251 $1,345,074




Kmart Corporation

Retirement Savings Plan A

Notes to Financial Statements
(dollar amounts in thousands)

7. Master Trust (continued)

Assets
Investments at fair value
Cash and cash equivalents
Common stock of Kmart Corporation
Other common stock
Investment in mutual funds
Investment in contracts with insurance company
Participant loans receivable

Total investments

Receivables
Contributions receivable
Due from brokers for securities sold
Interest and dividends receivable

Total receivables

Payables
Due to brokers for securities purchased
Accrued expenses

Total payables

Net assets available for benefits

10

Kmart Corporation Retirement
Savings Plan Master Trust
Statement of Net Assets Available

for Benefits

December 31, 2000
Non-
participant
directed

Participant-
directed ESOP Combined
$ 476 $ 415 % 891
41,819 110,592 152,411
722 - 722
655,977 - 655,977
495,506 - 495,506
30,610 - 30,610
1,225,110 111,007 1,336,117
34,327 - 34,327
87 - 87
2 4
34416 34418
6,572 - 6,572
1,487 - 1,487
8,059 - 8,059
$1,251,467 $§ 111,009 $1,362,476




Kmart Corporation

Retirement Savings Plan A

Notes to Financial Statements
(dollar amounts in thousands)

7. Master Trust (continued)

Additions
Investment income
Cash dividends
Interest income
Gain on Prudential demutualization
Net appreciation (depreciation) in fair value of assets

Total investment income (loss)

Contributions from Kmart Corporation
Contribution from Plan participants

Net increase (decrease) in participant
loans receivable

Interfund transfers

Total additions

Deductions

Participant withdrawals
Administrative expenses

Net assets transferred to other plans

Total deductions

Net increase (decrease)

Net assets available for benefits at beginning of year

Net assets available for benefits at end of year

11

Kmart Corporation Retirement
Savings Plan Master Trust
Statement of Changes in
Net Assets Available for Benefits
for the year ended December 31, 2001

Non-
participant
directed
Participant-
directed ESOP Combined

$ 3,061 §$ - % 3,061

2,746 20 2,766

8,905 8,905
(27,769) 1,419 (26,350)
(13,057) 1,439 (11,618)

1,531 36,664 38,195

135,645 - 135,645
(6) - (6)

1,530 (1,530) -

125,643 36,573 162,216

152,074 24,996 177,070

1,655 16 1,671

(442) 1,319 877

153,287 26,331 179,618
(27,644) 10,242 (17,402)

1,251,467 111,009 1,362,476

$ 1,223,823 § 121,251 § 1,345,074




Kmart Corporation

Retirement Savings Plan A

Notes to Financial Statements
(dollar amounts in thousands)

8. Subsequent Events

On January 22, 2002, Kmart Corporation and 37 of its U.S. subsidiaries filed voluntary petitions for
reorganization under Chapter 11 of the United States Bankruptcy Code. In addition, the
Independent Accountants’ Report on examination of the fiscal 2001 financial statements of the
Company includes an explanatory paragraph, which in part raises substantial doubt about the
Company’s ability to continue as a going concern.

Immediately prior to, and following the Chapter 11 filing, the market value of Kmart Corporation
common stock declined significantly from the December 31, 2001 value. Accordingly, the value of
participant and Employer contributions invested in the Kmart Corporation Common Stock Fund
(the “Stock Fund”) and ESOP at that time was negatively impacted.

At first day hearings held on January 22 and 25, 2002, the Bankruptcy Court entered orders
granting authority to the Company to, among other things, maintain the Company’s matching
contribution. The Company continues to fund the Employer match into the Plan and has no current
intention to terminate the Plan. Going forward, the Employer contribution will no longer be made
into the ESOP, but rather into the other available investment funds at the discretion of the
participants.

Effective February 19, 2002, the Plan was amended to provide that future contributions by
participants could no longer be allocated to the Stock Fund; and existing balances allocated to the
ESOP could be reallocated at any time among other available investment funds (the prior
requirement that matching contributions be held in the ESOP until a participant attained age 55
would no longer apply).

12




Kmart Corporation

Retirement Savings Plan A

Schedule H, line 4i — Schedule of Assets (Held at End of Year)
December 31, 2001

(dollar amounts in thousands)

(@) () (c) (d) (©
Identity of issue, Description of investment including
borrower, lessor maturity date, rate of interest, collateral, Current
or similar party par or maturity value Cost value
Participant Loans Range of maturities and interest rates $ 9239 § 9,239

$ 9239 § 9,239
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Consent of Independent Accountants

We hereby consent to the incorporation by reference in the Registration Statements on
Form S-8 (Registration Statement Nos. 33-54879, 33-48490, 33-48673, 33-52797, 33-52799,
333-61351, 333-28621, 333-45212 and 333-56534) and the Prospectus constituting part of the
Registration Statements on Form S-3 (Registration Statement Nos. 333-93023 and
333-74665) of Kmart Corporation of our report dated June 26, 2002 relating to the financial
statements and financial statement schedule of Kmart Corporation Retirement Savings Plan
A, which appears in this Form 11-K.

PricewaterhouseCoopers LLP %

Detroit, Michigan
June 26, 2002
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