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FINANCIAL .

(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA)

RESULTS OF OPERATIONS

Net sales

Net earnings

Diluted net earnings per common share
Net cash provided by operating activities
Dividends paid per share

Return on shareholders’ equity

RECONCILIATION FROM GAAP TO COMPARABLE RESULTS
Total — GAAP Basis
Special charges & (recoveries):

- Canada factory closure

- Environmental litigation

- Naturalizer Retail excess store closing reserve

- Excess severance reserve

COMPARABLE RESULTS,
EXCLUDING SPECIAL CHARGES AND RECOVERIES{1)

FINANCIAL POSITION
Total assets

Debt to total capital ratio
Shareholders’ equity

NET SALES
{$ billions)

$2.0 .
$1.832 hillion
$1.5

51.0

$0.5

50.0
1999 2000 2001 2002 2003

FISCAL YEAR 2003

FISCAL YEAR 2002

$1,832,108 $1,841,443
46,894 45,172
2.52 2.52
87,754 103,759
0.40 0.40
15.8% 17.6%
NET EARNINGS DILUTED EPS NET EARNINGS DILUTED EPS
$ 46,894 $2.52 $45,172 $252
2,676 0.14
2,020 0.11
(500) (0.03)
(715) (0.04)
4,696 0.25 (1,215) (0.07)
$ 51,590 $2.77 $ 43,957 $245
$719,330 $714,876
25.2% 34.0%
355,128 296,607
EARNINGS AND DIVIDENDS PER SHARE
$2.50 $2.52
$2.00
$1.50
Earnings per share
[Z] Dividends per share
$1.00
$0.50
*000 1999 2060 2062 2003
2001
-$0.50

{1) The Company’s fiscal 2003 and 2002 net earnings and net earnings per diluted share are provided both in accordance with generally accepted accounting
principles (GAAP), and as Comparable Results {nonGAAP), which exclude certain charges and recoveries. These Comparable Results are included as a complement
to results provided in accordance with GAAP because management believes these non-GAAP financial measures provide a helpful year-over-year comparison,
indicate underlying trends in the Company’s business and provide useful information to both management and investors by excluding certain items that are not indica-
tive of the Company’s core operating results. These non-GAAP measures should be considered in addition to results prepared in accordance with GAAP, but should

not be considered a substitute for, or superior to, GAAP results.
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We're moving forward,

growing, forever seeking

new ways to delight our customers.

We believe our success is the result

of continual testing and learning -

| the kind of disciplined appro'ach that

leads to new levels of success. People

of integrity, true partners, working together

to deliver a remarkable footwear shopping

experience to today's consumer. We're
always striving to be the best, to be

the leader in footwear.

- BROWNSHOE.




TO OUR SHAREHOLDERS, PARTNERS AND EMPLOYEES:

In 2003, we delivered solid earnings, while simultaneously investing

In our business platform to create opportunities for long-term growth,
QOur wholesale brands built market snare and our Famous Footwear
chain produced solid gains in operating profits.

We enter 2004 with momentum after a year of solid progress. But to your management tearn, it feels like
only the end of the beginning, to quote Winston Churchill. We have made the incremental changes needed
to solidify our operating base. Now we are challenging ourselves to be even more ambitious—and to grow
this company.

For too many vears, inetficiencies in our operating platform limited our ability to perform in the present
and invest in the future. Over the past few years, we’ve remedied that. We've improved our inventory man-
agement. We've retrofitted hundreds of stores. We've invested in new systems. We’ve brought on new talent.
And we've reshaped our design processes so we can deliver the right shoes. We have built a platform that
enables us to achieve the kind of earnings gains we can be proud of, while at the same time, investing to
create sustainable growth. In 2003, our investment spending increased by the equivalent of 25 cents per
share. In 2004, we’ll add to that level.

We've learned a great deal along the way. We've developed stronger partnerships with our retail customers
by focusing on sell-throughs, not sell-ins, as our wholesale teams work hard to ensure the end-purchase of
our footwear by consumers. For athletic vendors to Famous Footwear, we've learned that partnering means
a commitment to sharing information and showcasing exclusive product, which should benefit us in 2004,
as this effort is just getting under way.

wyit-H-Schwartz . R Diane M. Sullivan
ative Officer and Chief Fina'n'cia_l Officer, President

piorVice President and rea
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We've learned that our retail and wholesale operations are more alike than dissimilar. By working together,
sharing resources and knowledge, each has improved, which places us in a great position from a competi-
tive standpoint.

And we're learning to be an even more effective footwear marketer. We're applying to our own stores
the same systematic rigor we’ve applied to building our shoe brands. Further, we are becoming relentless
about our mission of providing our customers with a remarkable footwear experience — exceeding their
expectations for style and quality, and thereby delighting them.

Progress in 2003

Brown Shoe earned $2.52 per share or $46.9 million in 2003. As shown in the reconciliation from GAAP
to non-GAAP results in the Financial Highlights, earnings were $2.77 per share or $51.6 million exclud-
ing special charges, an increase of 17.4 percent over comparable 2002 results.

Other financial metrics also were strong in 2003. Our cash flow was healthy, our inventories are the fresh-
est they have been in many vears, and we ended the year with a debt-to-total-capitalization ratio of 25
percent, down from 34 percent at year-end 2002.

Despite these strong numbers, sales were disappointing— well below our expectations. Traffic was lower
at our Famous Footwear division; the chain ended the year with a 2.4 percent decrease in same-store-
sales and a slight decrease in overall sales to $1.074 billion. Wholesale sales of Naturalizer slipped 1.2 per-
cent, the first decline since we began to revitalize the brand in 1999. Sales of our private label footwear
were below plan. And sales at our Naturalizer chain were off 3.2 percent to $189.2 million.

Our earnings were propelled—in spite of these challenges—by excellent gross margins, market share gains
by our brands, strong asset management, and prudent expense control.

Our achievements and opportunities for growth helped us attract Diane M. Sullivan as our new President.
An experienced footwear executive known for building consumer-focused retail marketing programs and
strong partnerships with wholesale customers, she strengthens our leadership team.

To cap oft 2003, Footwear News recognized our achievements by naming us Company of the Year.
“Brown Shoe,” the editors noted, “is a fast-moving giant that has certainly hit its stride ...”

Shareholders also benefited from our achievements, as our stock price rose 41 percent in 2003, following
an increase of 73 percent in 2002. Return on equity in 2003 was nearly 16 percent. It feels good to
reward the patience of our long-term investors.

Douglas W. Koch Byron D. Norfleet Joseph W. Wood v,
Senior Vice President, Human Resources President, Naturalizer President, FamousiFaotwear




Focus on sales in 2004

We enter 2004 with determination to drive top-line sales. Our formula starts with the shoes— ensuring
they are style-right for today’s consumer. Second is building preference for our brands, so the consumer
chooses our brands when she shops for footwear. Third is delivering a remarkable shopping experience,
so she comes back—and brings a friend.

FAMOUS FOOTWEAR. In 2003, although we were unable to raise top-line sales, we grew operating earnings
a robust 14.4 percent.

In 2004, we’ll spend about six percent more on marketing to convince more customers to walk through
our doors. Once they do, they’ll find fresher products, including more exclusive athletic styles from key
vendors. That’s central to our strategy to diftferentiate our stores. By positioning Famous Footwear as the
value-priced, trend-right footwear authority in America, we look to increase our share of our customers’
purchases. In 2004, we plan same-store sales gains of 1-2 percent. We're confident we’ll get there.

We also will open 70 new stores, 20 more than we're going to close. All 70 will feature our next-genera-
tion design—a format developed to set us apart from competitors and deliver a remarkable shopping
experience. We'll renovate another 150 stores this year, over and above the 415 already retrofitted.

The goal: a shopping experience that delights our customers.

NATURALIZER. Market data shows Naturalizer gained market share in fiscal 2003 — for the fifth consecutive
year—rising to 4.9 percent of department store sales of women’s fashion shoes, versus 4.7 percent in 2002.
In 2003, Naturalizer ranked as the No. 3 fashion brand. In 2001, the brand was fourth, and in 1998, it
was eighth.

In 2004, we expect to gain both sales and market share for Naturalizer as we expand our brand-building
and redouble our efforts to introduce fresh designs into the line. We will invest in additional talent and
marketing. Our new advertising campaign brings to life Naturalizer’s sense of style in a way that strength-
ens the emotional bond with our customers. We're also unifying our U.S. and Canadian operations to
create Naturalizer North America—one team focused on building this great brand.

The Naturalizer chain represents a key part of that brand-building— it is the one venue where our cus-
tomer can experience the breadth of the Naturalizer brand. It also provides critical opportunities to test
and validate our footwear styles. The chain had a disappointing year in 2003. Simply put, our store pro-
ductivity in both the U.S. and Canada did not measure up to our standards. We've taken action, and
recently closed our last remaining Canadian footwear plant. Now;, footwear for our 170 Canadian stores
will be sourced through our worldwide sourcing network. This step not only increases margins, but also
offers our Canadian customers more fashionable imports, made from better leathers and at better prices.

BROWN SHOE WHOLESALE. In 2003, LifeStride was the star of this division, posting a sales increase of 17.5
percent. Its shoes were trend-right, with great customer appeal. As a result, this brand increased its market
share in department stores to 2.1 percent, trom 1.9 percent the year before. For 2003, LifeStride was the
No. 9 women’ fashion footwear brand in department store sales. In 2002, it was 12th, up from 15th in 2001.




While our Wholesale division receives accolades for its footwear design, an increased focus on brand
marketing in 2004 should bring top-line growth. We expect LifeStride to strengthen its department store
penetration. We also look for sales gains from our beautiful Original Dr. Scholl’s collection, which will be
in 2,800 retail locations in spring 2004, up from 1,800 in 2002, Meanwhile, our Carlos by Carlos Santana
brand is in 630 retail doors this spring, up from 25 doors in 2001. Importantly, our mass market/private
label division is already on track to have a better year.

Of the best-selling shoes in U.S. department stores in 2003, five were Brown Shoe brands—three by
Naturalizer, one by LifeStride and one by Original Dr. Scholl’s. I'd like to congratulate our design teams.
This achievement reaffirms that we have our focus set on creating the kind of style-right shoes today’s
women want to buy. It is especially gratifying to be able to deliver this type of product success for our
retail partners.

Bass joins our wholesale brand platform in 2004, under a long-term licensing agreement with Phillips-
Van Heusen. Bass adds to our top-line sales, and gives us a recognized men’s brand. It further strengthens
our brand offering in women’s and children’s footwear. Given our capacity for footwear sourcing, distri-
bution, and marketing, and our track record in brand revitalization, we see a terrific opportunity.

Summary

A year ago, we told you that our investments to grow our business would be even bolder than our initia-
tives of the previous year. We told you that to set the stage for Brown Shoe’s sustainable growth, we
would make investments in consumer research, store remodeling, footwear design talent, brand-building
and marketing. We also promised to make those investments while holding ourselves accountable for
delivering solid earnings—we did both.

In 2004, our top priority is to drive sales gains while we continue to invest in building our brands, re-
modeling our stores and better understanding our consumers. We believe this combination will provide us
with a platform to record sustainable sales and earnings growth well into the future.

We also are expanding on our IMPACT work with a new initiative we've called Project ExCEL, designed
to improve our already world-class sourcing structure. Qur goal 1s to deliver more fashion-right footwear
to customers and consumers at a faster speed and lower cost. ExXCEL will require significant investments in
2004 and 2005, but is expected to generate significant benefits in 2006 and beyond.

We'll succeed at these objectives because we are a company with character and integrity: with the deter-
mination to learn— from our vendors, from our retail partners and from our customers; with the courage to
change so we can meet the ever-evolving needs of consumers and retailers; and with the ethical standards to
do what is right. We truly believe that how you do business is just as important as how much business you
do. And as we grow, we will continue to put our commitment to character and integrity at the forefront
of everything we do.

Thank you for your continued support.

e Al

Ronald A, Fromm, Chairman and Chief Executive Officer







WE UNDERSTAND OUR CUSTOMER.

and we're always learning more.

she loves the thrill of discovery.

finding the right shoe at the right price.

she shops at Famous Footwear.

the first time, for her family.

and then she comes back again, for herself.

MAKING INVESTMENTS in research to target women who shop for fashion at
a value. Remodeling our stores, to enhance their shopping experience.
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WE'RENOVING With long strides.

- WE'RE IN THE BUSINESS

grloord:
between our company and our customers.
offering compelling styles from great

brands like Naturalizer and LifeStride.
respected. familiar. reassuring.

and now, revitalized, with a clear focus on style.

RENEWING BRANDS. We've repositioned our premier women's brands
to meet consumer preference for more updated, fashion-right footwear.







WERE ~ intothe spdtlight.
WE’RE PASSIONATE ABOUT SHOE FASHlON./

if it’s on the runways, we have i /
in the magazines? we make itj

from trendsetting new styles/E)y Original Dr. Scholl’s
to the inspired designs of (}érlos by Carlos Santana’.,/

INCREASING DISTRIBUTION. Carios is n/o’;/v found in over 800 department and specialty stores, while
Original Dr. Scholl's has grown at an /éxceptional rate, placing shoes in 2,800 stores nationwide.
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WE'RE:©VE g little further every day.

WE'RE ADDING DYNAMIC NEW BRANDS AND LICENSES TO OUR PORTFOLIO.

around the world and in everything we do,

Brown Shoe is learning to look even further ahead.
anticipating needs. answering to every taste and style.
simply stated, we’re the footwear customers want.

BUILDING MOMENTUM. We're strengthening our portfolio with the addition of Bass fooctwear,
along with new character licenses from our partners in children’s entertainment, available
through Buster Brown & Co., our kids' division.
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BROWN SHOE
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WE'RE N uNison.

WE'RE DEVELOPING STRATEGIC PARTNERSHIPS.

branded, licensed or private label, our mission remains the same: to work

with leading retailers to bring their customers great product at a great price.

CREATING GROWTH. Through our wholesale business, we deliver more than 70 million pairs of shoes

to all channels of distribution - from better-grade department stores to the most successful mass merchants.




BROWN SHOE WHOLESALE

BRANDS AT-A-GLANCE

(by projected revenue)

PRIVATE LABEL-'——/‘ T_— Naturalizer.
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BusterBr;wn& LifeStride,

Licensed Characters

Bass:

/

ZUROstep.

FOOTWEAR

IIIBROWN SHOE®

*Used under ficense

MARKET SHARE GROWTH IN U.S. DEPARTMENT STORES FACTS ABOUT
WOMEN'S FASHION FOOTWEAR OUR BUSINESS:
505 Narealier 1. 605C Lifestride | -1.  *Brown Shoe is the second largest
3 3 supplier of women's fashion footwear
50% | /’_l o souk to U.S. department stores.”
) -5 -5
20%k 7 AD%- 7 » We're a leading outside supplier
- of footwear to the U.S. mass
20% - L] -9 30%E -9 merchandise channel.
oo -1 -11 ‘
20%- || 1 2.0% - « Five of our shoes were among the
| | 13 -13. top 12 best-selling women's fashion
1.0%- { “ 15 1.0% - -15 footwear patterns in U.S. department
| : ! | ST , 7 stores for 2003:”
! i | ' b H T
O% [ i . H [ [ . .
°% o000 2001 aooz 2003 % o000 2001 2002 2003 Naturalzer Britney

Naturalizer Dune

— Naturalizer Music
™ MARKET SHARE‘V based on retail dofar vol —_— VARKET SHARE RANK i 2 i
| 6 (based on refail doflar volume) HET S o Original Dr. Scholl's Exercise Sandal

B LifeStride Marvel

*Source: The NPD Group/NPD FashionWorld Footwear Point-of-Sale Data, Annuat 2003
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Famous @ Footwear &

BROWN SHOE RETAIL

RETAIL STORES: UNITED STATES AND CANADA

893 stores selling brand-name
footwear at value prices for the
entire family, located in shopping

centers, regional malls and
outlet centers in the U.S.

Naturalizer

378 stores selling the Naturalizer
brand of women’s footwear,
located in regional malls and
outlet centers in the U.S.

and Canada.

ALASKA

RETAIL ONLINE
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shoes.com

An online mega-store, Shoes.com carries
more than 150 leading footwear brands
and thousands of the latest styles.

A Famausfoorwes.com  Fashion Yakie footwear - Shoes - Womens|
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famousfootwear.com

Backed by 893 retail stores,
FamousFootwear.com offers an
extensive selection of brand-name
shoes for the entire family.

PUERTO RICO

orowss war 3]
CIEET—

naturalizer.com

Online consumers can browse by style or by size,
and directly order their favorite Naturalizer shoes.
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United States Securities and Exchange Commission
Washington, D.C. 20549

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
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New York 43-0197190
(State or other jurisdiction of incorporation or organization) (IRS Employer Identification Number)
8300 Maryland Avenue 63105
St. Louis, Missouri (Zip Code)

(Address of principal executive offices)

(314) 854-4000
(Registrant’s telephone number, including area code)

Securities Registered Pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock — par value $3.75 a share with Common Stock New York Stock Exchange
Purchase Rights Chicago Stock Exchange

Securities Registered Pursuant to Section 12(g) of the Act: None

Indicate by checkmark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant
was required to file such reports) and (2) has been subject to such filing requirements for the past

90 days. Yes No O

Indicate by checkmark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.

Indicate by checkmark whether the registrant is an accelerated filer (as defined in Exchange Act
Rule 12b-2). Yes No O

The aggregate market value of the voting stock held by non-affiliates of the registrant as of August 2, 2003, the last
business day of the registrant’s most recently completed second fiscal quarter, was approximately $524.7 million.

As of February 28, 2004, 18,085,089 common shares were outstanding.
Documents Incorporated by Reference

“Portions of the proxy statement for the annual meeting of shareholders to be held May 27, 2004 are incorporated
by reference into Part III.




BROWN SHOE COMPANY, INC.

2003 FORM 10-K

INDEX
PART | Page
Item 1 Business 3
Item 2 Properties 13
Item 3 Legal Proceedings 13
Item 4 Submission of Matters to a Vote of Security Holders 14
PART 1l
Item 5 Market for Registrant’s Common Equity and Related Shareholder Matters 14
Item 6 Selected Financial Data 15
Ttem 7 Management's Discussion and Analysis of Operations and Financial Condition 16
Item 7A Quantitative and Qualitative Disclosures About Market Risk 28
Item 8 Financial Statements and Supplementary Data 30
Report of Independent Auditors 30
Consolidated Balance Sheets 31
Consolidated Earnings 32
Consolidated Cash Flows 33
Consolidated Shareholders’ Equity 34
Notes to Consolidated Financial Statements 35
Schedule II — Valuation and Qualifying Accounts 56
Item 9 Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 57
Item SA Controls and Procedures 57
PART Il
Item 10 Directors and Executive Officers of the Registrant 57
Item 11 Executive Compensation 58
Item 12 Security Ownership of Certain Beneficial Owners and Management and Related Shareholder Matters 58
Item 13 Certain Relationships and Related Transactions 58
Item 14 Principal Accountant Fees and Services 58
PART IV
Item 15 Exhibits, Financial Statement Schedules, and Reports on Form 8-K 59




BROWN SHOE COMPANY, INC. 2003 FORM 10-K

PART 1

ITEM 1 BUSINESS

Brown Shoe Company, Inc., founded in 1878 and incorporated in 1913, operates in the footwear industry. Current
activities include the operation of retail shoe stores and the sourcing and marketing of footwear for women, men
and children. Our business is seasonal in nature due to consumer spending patterns, with higher back-to-school,
Easter and Christmas holiday season sales. Traditionally, the third fiscal quarter accounts for a substantial portion of
our earnings for the year.

During 2003, categories of footwear sales were approximately 60% women’s, 27% mer’s and 13% children’s. This
composition has remained relatively constant over the past few years. Approximately 69% of 2003 footwear sales
were made at retail compared to 69% in 2002 and 71% in 2001. See Note 6 of the consolidated financial statements
for additional information regarding the Company’s business segments and financial information by geographic area.

We had approximately 11,600 full-time and part-time employees as of January 31, 2004. We employed approximately
120 employees engaged in the warehousing of footwear in the United States under a union contract, which will
expire in September 2005, In Canada, we employed 13 warehousing employees under a union contract, which
expires in October 2004. The Canadian manufacturing facility, which closed in March 2004, employed approximately
275 union employees.

"W

Unless the context otherwise requires, “we”, “us”, “our” or “the Cormpany” refers to the business of Brown Shoe

Company, Inc. and its subsidiaries.

RETAIL DPERATIONS

Our retail operations at January 31, 2004 included 1,271 retail shoe stores in the United States and Canada. The
number of our retail footwear stores at the end of each of the last three fiscal years is as follows:

2003 2002 2001

Famous Footwear :
Family footwear stores which feature a wide selection of brand-name, Value -priced footwear; located
in shopping centers, outlet malls and regional malls in the U.S., Puerto Rico and Guam. Includes
stores operated under the Famous Footwear, Factory Brand Shoes Supermarket of Shoes and

Warehouse Shoes names -~ - - : - o ) © 893 918 920
Naturalizer ]
. Stores selling prlmarlly the Naturahzer brand of women’s footwear located in reglonal malls, :
shopping centers and outlet malls in the U.S. and Canada - 362 373 440
F.X. LaSalle
Stores selling women’s and men’s better-grade footwear in major regional malls in Canada 16 16 16
Total . 1,211 1,307 1,376

With many organizations operating retail shoe stores and departments, we compete in a highly fragmented market.

- Competitors include local, regional and national shoe store chains, department stores, discount stores, mass
merchandisers and numerous independent retail operators of various sizes. Quality, customer service, store location,
merchandise selection, advertising and pricing-are important components. of retail competition.

Famous Footwear :
Famous Footwear, with 893 stores at the end of fiscal 2003 and sales of $1.1 billion in ﬁscal 2003 is America’s
largest footwear chain selling branded value-priced footwear for the entire family, based on the number of stores it
operates and sales volume compiled by the Company from published information of its direct competitors. We
acquired Famous Footwear in 1981 as a 32-store chain and now also operate under such names as Factory Brand
Shoes, Supermarket of Shoes.and Warehouse Shoes. :

Famous Footwear stores feature a wide selection of brand-name, value-priced athletic, casual and dress shoes for
the entire family. Brands carried include, among others, Nike, Skechers, New Balance, adidas, Reebok, K-Swiss,
Aerosoles, Naturalizer, Brown Shoe, LifeStride, Mudd, Connie and Rockport. We work closely with our vendors to
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provide our customers with fresh product and, in some cases, product exclusively designed for and available only in
our stores.

Famous Footwear stores are located in strip shopping centers as well as outlet malis and regional malls in all
50 states, Puerto Rico and Guam. The breakdown by venue is as follows at the end of fiscal 2003 and 2002:

January 31, 2004 February 1, 2003

Strip centers 522 535
Outlet malls 19 196
Regional malls 180 187

893 918

The stores open at the end of fiscal 2003 averaged approximately 7,000 square feet compared to an average of
6,700 square feet for stores open at the end of fiscal 2002. Total square footage at the end of fiscal 2003 increased
0.9% to 6.2 million compared to the end of fiscal 2002. The increase in total square footage and in the average store
size reflects the Company’s initiative to reposition a portion of Famous Footwear’s real estate portfolio by moving
from 5,000- to 6,000-square-foot stores to approximately 8,000-square-foot stores in strip shopping centers. Plans
are to open approximately 70 stores in fiscal 2004, while closing approximately 50 stores.

Sales per square foot were $172 in fiscal 2003, which is down 2.8% from $177 in fiscal 2002. This decrease reflects
the same-store sales decline of 2.4% in fiscal 2003 and lower productivity per square foot in the new stores opened.
Same-store sales changes are calculated by comparing the sales in stores that have been open at least 13 months.

Famous Footwear relies on allocation systems and processes that utilize allocation criteria, customer profiles and
inventory data in an effort to ensure stores are adequately stocked with products and to differentiate the needs of
each store based on location, customer profiles or other factors. Famous Footwear’s in-store point-of-sale systems
provide detailed sales transaction data to the main office in Madison, Wisconsin, for daily analysis and update of the
perpetual inventory and product allocation systems. These systems also are used for training employees and
cormumunicating between the stores and the main office.

In fiscal 2001, we embarked upon an initiative named IMPACT (Improved Performance and Competitive
Transformation), which focused on reengineering the Famous Footwear buying, merchandising and allocation
functions. We initiated new processes and recruited new talent in an effort to deliver fresher, more popular brands
and styles to customers. This process starts with increased testing to identify emerging styles. As a result of this
testing and knowledge, orders are placed closer to the selling season, and product is flowed through distribution
centers and stores in smaller quantities and in more frequent intervals. The goal of this initiative is to have the right
shoes at the right time for our customers, significantly increase inventory turns and reduce base inventories.

In fiscal 2002 and 2003, we achieved the objectives of this initiative. We significantly improved the aging of the
inventory compared to the end of fiscal 2001 and improved inventory turns, and customers purchased more current
season merchandise, which led to higher gross profit rates. We achieved reductions in the base level of inventories.
The processes initiated as part of IMPACT continued to drive down inventory levels during 2003. At the end of
fiscal 2003, inventories per square foot of retail space were 26% lower than they were 36 months earlier. With

two distribution centers, located in Sun Prairie, Wisconsin, and Lebanon, Tennessee, Famous Footwear’s distribution
systems allow for merchandise to be delivered to each store weekly or on a more frequent basis.

Famous Footwear’s marketing program includes newspaper, radio and television advertising, in-store signage and
database marketing, all of which are designed to further develop and reinforce the Famous Footwear concept with
the consumer. Marketing and advertising programs are tailored on a region-by-region basis to reach target
customers. Famous Footwear utilizes a database marketing program, which targets and rewards frequent customers
with product discounts and other promotions. In addition, we time certain advertising campaigns to correspond to
regional differences such as the important back-to-school season, which begins at various times throughout the
country. In fiscal 2003, we spent approximately $32 million to communicate Famous Footwear’s philosophy:
delivering to the customer the best value on quality, branded footwear,
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Naturalizer

The Naturalizer retail stores are showcases for our flagship brand of women'’s shoes. These stores are designed and
merchandised to appeal to the Naturalizer customer, who is style- and comfort-conscious and who seeks quality and
value in her footwear selections. In addition, the Company has repositioned its styles to focus on a younger, more
active woman. The Naturalizer stores offer a selection of women’'s footwear styles, including dress, casual, boots and
-sandals, primarily under the Naturalizer brand. The Naturalizer brand is one of North America’s leading women’s

- footwear brands; based on its market share-in department stores as reported by the NPD Group/NPD Fashionworld
Point-of-Sale (hereafter “NPD Group, Inc.”), providing stylish, comfortable and quality footwear in a variety of
patterns and sizes. Retail price points are typically between $50 and $60 per pair.

We operate 208 Naturalizer stores in the United States and 154 stores in Canada. Of the total 362 stores, 293 are
located almost entirely in regional malls, with a few stores having street locations, and average approximately

1,200 square feet in size. Sixty-nine are located in outlet malls and average approximately 2,600 square feet in size,
Total square footage at the end of fiscal 2003 was 531,000 compared to 548,000 in fiscal 2002. Sales per square foot,
usging constant exchange rates for the Canadian dollar, were $301 in both fiscal 2003 and fiscal 2002.

In fiscal 2003, we opened 4 Naturalizer stores and closed 15. In fiscal 2002, we closed a total of 89 Naturalizer
stores while opening 22. Most of these closings occurred under an initiative announced in late fiscal 2001 to close
underperforming stores. We are planning to open approximately 16 new Naturalizer stores and close approximately
16 stores in 2004.

Marketing programs for the Naturalizer stores have complemented our Naturalizer brand advertising, building on the
brand’s consumer recognition and reinforcing the brand’s added focus on style, comfort and quality. Naturalizer
utilizes a database marketing program, which targets frequent customers primarily through catalogs, which are
mailed four times per year and which display the brand’s current product. Customers can purchase the product in
these catalogs from the Company’s stores, via the Internet at www.Naturalizer.com, or by telephone to our
Consumer Services call center.

F.X. LaSaile

We operate 16 F.X. LaSalle reta.ll stores, primarily in the Montreal, Canada market, that sell better-grade men’s and
women’s branded and private-label footwear. This footwear, primarily imported from Italy, retails at price points
‘ranging from $100 to $250 per pair. These stores average approximately 2,100 square feet. Sales per square foot
were $314 in fiscal 2003 and $345 in fiscal 2002, using coristant éxchange rates for the Canadian dollar.

E-Commerce

We own a majority interest in Shoes.com, Inc., a multi-brand Internet e-tailing company. In addition, a
FamousFootwear.com site operates as a Famous Footwear e-tailing store. These sites offer footwear and accessories
to men, women and children that include Company branded and licensed footwear as well as footwear purchased
from outside suppliers and certain merchandise that is sold in Famous Footwear stores.

We also operate Naturalizer.com, which offers substantially the same product selection to consumers as our
domestic Naturalizer retail stores. This site functions as a retail outlet for the online consumer and serves as
another brand-building vehicle for Naturalizer.

All of these e-commerce sites utilize our distribution network and information systems. Information on these Web
sites does not constitute part of this report.
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WHOLESALE OPERATIONS

Our Wholesale operations design and market branded, licensed and private-label dress, casual and athletic footwear
for women, men and children at a variety of price points to over 2,000 retailers, including department stores, mass
merchandisers, national chains and independent retailers throughout the United States and Canada. The division is
a resource for many of the nation’s largest retailers, including Wal-Mart, Payless ShoeSource, Target, The May
Company, Federated, Dillard’s, Sak’s, Nordstrom, Meijer, Sears and Famous Footwear, as well as The Bay and
Wal-Mart in Canada. We also sell product to a variety of international retail customers and certain distributors. The
vast majority of the division’s customers also sell shoes purchased from competing footwear suppliers.

In fiscal 2003, the division provided its customers with approximately 72 million pairs of shoes. Substantially all of
this footwear was imported through our Sourcing division, except for those pairs produced at the Company-owned
manufacturing facility in Canada, which closed in March 2004.

Our sales force solicits wholesale orders for shoes and is generally responsible for managing our relationships with
wholesale customers. We generally place orders as a result of these sales efforts before the shoes are sourced, with
delivery generally within three to four months thereafter. We sell footwear to wholesale customers on both a first-
cost and landed basis. First-cost sales are those in which we obtain title to footwear from our overseas suppliers
and typically relinquish title to customers at a designated overseas port. Landed sales are those in which we obtain
title to the footwear from our overseas suppliers and maintain title until the footwear clears United States customs
and is shipped to our wholesale customers. We carry inventories of certain high-volume styles, particularly in the
Naturalizer, LifeStride and Dr. Scholl’s lines, to allow prompt shipment on reorders.

In addition to orders placed through our sales force, the Wholesale division provides its retail customers the ability
to check directly inventory of all wholesale product in our distribution centers, place orders and track expected
product arrivals over its business-to-business Internet site, BrownShoeOnline.com. Approximately 900 retailers
utilize this e-commerce tool. In addition, we provide these retailers with our “E-direct” system that allows them to
sell out-of-stock product, which we then ship directly to the consumer’s home.

Our major owned brands include Naturalizer, LifeStride, Buster Brown, Connie, Fanfare and Brown Shoe. Each of
our brands is targeted to a specific customer segment representing different styles and taste levels at different price
points.

Introduced in 1927, Naturalizer is one of the nation’s leading women’s footwear brands and is our flagship brand.
Naturalizer products emphasize relevant and up-to-date styling with quality, value, comfort and fit. Naturalizer
footwear is sold in department stores, independent shoe stores and our Famous Footwear and Naturalizer retail
stores. The brand has increased its market share from 4.7% in 2002 to 4.9% in 2003, representing the No. 3 market
share position within department stores at January 31, 2004 as reported by the NPD Group, Inc.

LifeStride is a leading entry-level price point, women's brand sold in department stores offering contemporary
styling. LifeStride is focused on providing the consumer with “stylized casual” footwear at price points of $30 to
$50 per pair. In 2003, the brand achieved a 2.1% department store market share, per the NPD Group, Inc.,
compared to 1.9% in 2002.

The Buster Brown brand of children’s footwear includes Buster Brown “classic” footwear offered to retailers
including The May Company and Famous Footwear. We are capitalizing on the strength and recognition of the
Buster Brown brand by marketing licensed and branded children’s footwear under the Buster Brown & Co.
umbrella. We sell these products to mass merchandisers including Wal-Mart, Payless ShoeSource and Target.
Licensed products include, among others, Barbie, Mary-Kate and Ashley, Spider-Man and Bob the Builder. The
Buster Brown & Co. umbrella provides customers with the assurance that these licensed products contain the
quality that they are accustomed to receiving from Buster Brown shoes.

Products sold under license agreements, which are generally for an initial term of two to three years and subject to
renewal, were responsible for approximately 10%, 9% and 8% of consolidated sales in fiscal 2003, 2002 and 2001,
respectively.

In addition to the above-mentioned children’s licenses, we have a long-term license agreement, which is renewable
through 2014, to market the Dr. Scholl’s brand of affordable casual, athletic and work shoes for women and men
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both in the United States and Canada. This footwear is primarily distributed through mass merchandisers. We also
sell the Original Dr. Scholl's Exercise Sandal and a related line of footwear under this license to department stores,
national chains and independent retailers.

In 2001, our Wholesale division launched a collection of women’s shoes — Carlos by Carlos Santana — to major
department stores. This footwear is being marketed under a license agreement with guitarist Carlos Santana, which
is renewable through December 2006. This product represents our most fashion-forward line and is distributed in
approximately 330 department store doors and 300 specialty stores.

We also have a license agreement, which is renewable through December 2009, for the HOT KISS label for junior
footwear to complement the apparel line with the same name. This line is sold in several department stores and
Famous Footwear.

In February 2004, we entered into an exclusive three-year license agreement, which is renewable through 2013, to
design, source and market men’s, women’s and children’s footwear at wholesale under the Bass brand. We expect
the license agreement to expand our footwear brand portfolio, greatly strengthen our offering in branded men’s
footwear and provide an entry into the casual and outdoor categories.

We continue to build on and take advantage of the heritage and consumer recognition of our traditional brands.
Marketing teams are responsible for the development and implementation of marketing programs for each brand,
both for us and for our retail customers. In fiscal 2003, we spent approximately $16 million in advertising and
marketing support primarily for our Naturalizer and LifeStride brands, primarily through cooperative advertising
with our wholesale customers. We continually focus on enhancing the effectiveness of these marketing efforts
through market research, product development and marketing communications.

At February 28, 2004, our wholesale operations had a backlog of unfilled orders of approximately $166 million,
including approximately $16 million from the recently acquired Bass license, compared to $135 million on March 1,
2003. Most orders are for delivery within the next 90 to 120 days, and although orders are subject to cancellation,
we have not experienced significant cancellations in the past. The backlog at a particular time is affected by a
number of factors, including seasonality, the continuing trend among customers to reduce the lead time on their
orders and, in some cases, the timing of licensed product movie releases. Accordingly, a comparison of backlog from
period to period is not necessarily meaningful and may not be indicative of eventual actual shipments.
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The following is a listing of the brands and licensed products we sell:

Women's Men’s and Athletic Children’s
AirStep Bass® Airborne
Bass™ Basswood Astro Boy®
Basswood Big Country Baby Gund®
Bootalinos Brown Shoe Barbie®
b.um. equipment® b.um. equipment® Bass®

Carlos by Carlos Santana®®
Connie

Connie Too

Dr. Scholl’s®

Eurosole

Eurostep

Exalt

Extremes by Naturalizer
Fanfares

F.X. LaSalle

FX

Francois Xavier Collection
Hot Kiss®

LifeStride

LS Studio

Marquise

Maserati

Naturalizer
NaturalSport

NightLife

Opale

Original Dr. Scholl’s®
TX Traction

Vision Comfort

Dr. Scholl’s®®

F.X. LaSalle

FX

Francois Xavier Collection
Natural Soul

Regal

TX Traction

Blue Jean Teddy™®

Bob the Builder®

b.u.m. equipment™

Buster Brown

Cat In The Hat®?

Chill Chasers by Buster Brown
Hamtaro!?

Incredible Hulk®®

Looney Tunes®¥
Mary-Kate and Ashley®®
Miffy and Friends“®
Mijos"™

Mucha Lucha®®

Original Dr. Scholl’s®

Red Goose
Spider-Man®?
Spider-Man 2¢%
Spidey and Friends
Spy Kids 34%
Super Baby®?
Supergirl®®
Superman®”
Sweet Kids
TR.EAT.S.
Yumn Pop®!

13)

As denoted, these brands are used with permission from and, in most cases, are registered trademarks of:

@ Phillips-Van Heusen Corporation
) BUM Equipment LLC
® Guts & Grace Records, Inc.

) gchering-Plough Healthcare Products, Inc.

® Hot Kiss, Inc.

® aAdelaide Productions, Inc.

M Gund, Inc.

® Mattel, Inc.

® 3prings Licensing Group, Inc.

4O HIT Entertainment PLC

U2 Universal Studios Licensing LLP

(9 shogaKuKan Productions (USA), Inc.

(3 Marvel Characters, Inc.

9 Warners Bros. Consumer Products, a division of Time Warner
Entertainment Company, LP

%) Dualstar Consumer Products, LLC

(9 Big Tent Entertainment LLC

4% Gonzales Graphics

%) Spider-Man Merchandising LP

% Dimension Films, a division of Miramax Film Corporation

&% DG Comics, Warner Bros. Consumer Products, a division of
Time Warner Entertainment Company, LP

@D Cosmic Debris Etc., Inc.

All other brands are owned by and, in most cases, are registered trademarks of Brown Shoe Company, Inc.

Brown Shoe Sourcing

The Brown Shoe Sourcing division sources substantially all of the footwear globally for our Wholesale division and
Naturalizer Retail division and a portion of the footwear sold by Famous Footwear. The division, which in 2003
sourced 71.6 million pairs of shoes, has developed a global sourcing capability through its relationships with
approximately 90 third-party independent footwear manufacturers and, in certain countries, utilizes an agent to
facilitate and manage the development, production and shipment of product. Management attributes its ability to
achieve consistent quality, competitive prices and on-time delivery to the breadth of our established relationships.
We do not have contractual commitments with these suppliers.

8
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We have sourcing offices in Hong Kong, China, Brazil, Indonesia, Italy, Taiwdn and Mexico: Our structure enables us
to source footwear at various price levels from significant shoe manufacturing regions of the world. In 2003, more
than 80% of the footwear we sourced was from manufacturing facilities in China. We believe we have the ability to
shift sourcing to alternative countries, over time, based upon trade conditions, economic advantages, production
capabilities and other factors, if conditions warrant. The following table provides an overview of our foreign sourcing
in 2003:

Country Millions of Pairs
China ‘ 59.2
Brazil 10.1
Italy 1.2
Indonesia 0.7
All Other 0.4
Total 71.6

We monitor the quality of fhe components of our footwear products prior to production and inspect protetypes of
each footwear product before production runs are commenced. We also perform random in-line quality control
checks during production and before footwear leaves the manufacturing facility.

We maintain separate design teams for each of our brands. These teams are responsible for the creation and
development of new product styles.-Our designers monitor trends in apparel and footwear fashion and work closely
with retailers to identify consumer footwear preferences. From a design center in Florence, Italy, we capture
European influences like heel shapes and fabrics. Our Italian design center works closely with our line builders in
the United States, who blend them with the latest U.S. fashion trends. When a new style is created, our designers
work closely with independent footwear manufacturers to translate our designs into new footwear styles.

RISK FACTORS

Certain statements in this Form 10-K, as well as other statements made by us from time to time, contain forward-
looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. Actual results could
differ materially. The considerations listed below represent certain important factors we believe could cause such
results to differ. These considerations are not intended to represent a complete list of the general or specific risks
that may affect the Company. It should be recognized that other risks (including those described in Item 7 —
“Management’s Discussion and Analysis™) may be significant, presently or in the future, and the risks set forth
below may affect us to a greater extent than indicated. We disclaim any intent or obligation to update these
forward-looking statements.

Competition and Changes in Consumer Preferences

Competition is intense in the footwear industry. Certain of our competitors are larger and have substantially greater
resources than we do. Our success depends upon our ability to remain competitive in the areas of style, price and
quality, among others, and in part on our ability to anticipate and respond to changing merchandise and fashion
trends and consumer preferences and demands in a timely manner.

Furthermore, consumer preferences and purchasing patterns may be influenced by consumers’ disposable income.
Consequently, the success of our operations may depend to a significant extent upon a number of factors affecting
disposable income, including general economic conditions and factors such as employment, business conditions,
consumer confidence, interest rates and taxation.

Reliance on Foreign Sources of Production

General

We rely entirely on broad-based foreign sourcing for our footwear products. We source footwear products from
independent third-party manufacturing facilities located in China and Brazil and to a lesser extent from Indonesia,
Italy and Mexico. Typically, we are a major customer of these third-party manufacturing facilities. We believe our
relationships with such third-party manufacturing facilities provide us with a competitive advantage; thus, our future
results will partly depend on maintaining our close working relationships with our principal manufacturers.

9
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As is common in the industry, we do not have any long-term contracts with our independent third-party foreign
manufacturers. We cannot ensure that we will not experience difficulties with such manufacturers, including
reduction in the availability of production capacity, failure to meet production deadlines or increases in
manufacturing costs. Foreign manufacturing is subject to a number of risks, including work stoppages,
transportation delays and interruptions, political instability, expropriation, nationalization, foreign currency
fluctuations, changing economic conditions, the imposition of tariffs, import and export controls and other non-tariff
barriers and changes in governmental policies.

Further, our products depend on the availability of leather. Any significant shortage of quantities or increases in
leather costs could have a material adverse effect on our business and results of operations.

China

We rely heavily on manufacturing facilities located in China. Historically, the trade relationship between the United
States and China has not had a material adverse effect on our business, financial condition or results of operations.
There have been, however, and may in the future be, threats to the trade relationships between the United States
and China, including threats by the United States to limit trade relations with China. There can be no assurance the
trade relationship between the United States and China will not worsen, and if it does worsen, there can be no
assurance our business, financial condition or results of operations will not be materially adversely affected thereby.
Further, we cannot predict the effect that changes in the economic and political conditions in China could have on
the economics of doing business with Chinese manufacturers. Although we believe we could find alternative
manufacturing sources for those products we currently source from China through our existing relationships with
independent third-party manufacturing facilities in other countries, the loss of a substantial portion of our Chinese
manufacturing capacity would have a material adverse effect on the Company.

Currency

Although we purchase products from certain foreign manufacturers in United States dollars and otherwise engage in
foreign currency hedging transactions, we cannot ensure that we will not experience cost variations with respect to
exchange rate changes. We cannot predict whether additional United States or foreign customs quotas, duties, taxes
or other changes or restrictions will be imposed upon the importation of non-domestically produced products in the
future or what effect such actions could have on our business, financial condition or results of operations.

Customer Concentration

Qur wholesale customers include department stores and mass merchandisers. Several of our customers control
more than one department store and/or mass merchandiser chain. While we believe purchasing decisions in many
cases are made independently by each department store or mass merchandiser chain under such common
ownership, a decision by the controlling owner of a group of department stores and/or mass merchandisers or any
other significant customer to decrease the amount of footwear products purchased from us could have a material
adverse effect on our business, financial condition or results of operations.

In addition, the retail industry has pericdically experienced consolidation and other ownership changes, and in the
future, our wholesale customers may consolidate, restructure, reorganize or realign, any of which could decrease
the number of stores that carry our products.

Intellectual Property Risks

Licenses

The success of our Wholesale division has to date been due, in part, to our ability to attract and retain licensors
which have strong, well-recognized brands and trademarks. Our license agreements are generally for an initial term
of two to three years, subject to renewal, but even where we have longer-term licenses or has an option to renew a
license, such license is dependent upon us achieving certain results in marketing the licensed material. While we
believe our relationships with our existing licensors are good and we believe we will generally be able to renew our
existing licenses and obtain new licenses in the future, there can be no assurance we will be able to renew our
current licenses or obtain new licenses to replace lost licenses. In addition, certain of our license agreements are
not exclusive, and new or existing competitors may obtain similar licenses.
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Trademarks

We believe that our trademarks and trade names are important to our business and are generally sufficient to
permit us to carry on our business as presently conducted and planned. We cannot, however, know whether we will
be able to secure protection for our intellectual property in the future or if that protection will be adequate for
future operations. Further, we face the risk of ineffective protection of intellectual property rights in jurisdictions
where we source and distribute our products. We also cannot be certain that our activities do not infringe on the
proprietary rights of others. If we are compelled to prosecute infringing parties, defend our intellectual property or
defend ourselves from intellectual property claims made by others, we may face significant expenses and liability.
Dependence on Majur Branded Suppllers B

Our Famous Footwear retail chain purchases a substantial portion of our footwear products from major branded.
suppliers. While we believe our relationships with our current suppliers is good, the loss of any of our major
suppliers or product developed exclusively for Famous Footwear could have a material adverse effect on our
business, financial condition or results of operations. As is common in the industry, we do not have any long-term
contracts with our suppliers. In addition, the success of our financial performance is dependent on the ability of
Famous Footwear to obtain product from its suppliers on a timely basis and on acceptable terms.

Litigation and Other Regulatory Proceedings

We are a defendant from time to time in lawsuits and regulatory actions relating to our business. Due to the
inherent uncertainties of litigation and regulatory proceedings, we cannot accurately predict the ultimate outcome
of any such proceedings. An unfavorable outcome could have a material adverse impact on our business, financial
condition and results of operations. In addition, regardless of the outcome of any litigation or regulatory
proceedings, such proceedings are expensive and will require that we devote substantial resources and executive
time to defend the Company.

AVAILABLE INFORMATION

Our Internet address is www.brownshoe.com. Our Internet address is included in this annual report on Form 10-K
as an inactive textual reference only. The information contained on our Web site is not incorporated by reference
into this annual report on Form 10-K and should not be considered part of this report. We file annual, quarterly and
current reports, proxy statements and other information with the Securities and Exchange Commission (SEC). We
make available free of charge our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K and amendments to those reports filed or furnished, as required by Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, through our Internet Web site as soon as reasonably practicable after we
electronically file such material with or furnish it to the SEC. You may access these SEC filings via the hyperlink to
a third-party SEC filings Web site that we provide on our Web site.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The following is a list of the names and ages of the executive officers of the Company and of the offices held by
each such person. There is no family relationship between any of the named persons. The terms of the following
execufive officers will expire in May 2004.

Name Age Current Position

Ronald A. Fromm b3 Chairman of the Board and Chief Executive Officer

Byron D. Norfleet 42 President, Naturalizer Division

Michael I. Oberlander 35  Vice President, General Counsel and Corporate Secretary

Gary M. Rich 53 President, Brown Shoe Wholesale Division

Andrew M. Rosen 53 Senior Vice President, Chief Financial Officer and Treasurer

Richard C. Schumacher 56 Senior Vice President and Chief Accounting Officer

David H. Schwartz 58  Chief Administrative Officer and President, Brown Shoe International Division
Diane M. Sullivan 48 President

Joseph W. Wood 56 President, Famous Footwear Division

The period of service of each officer in the positions listed and other business experience are set forth below.

Ronald A. Fromm, Chairman of the Board and Chief Executive Officer of the Company since January 2004.
Chairman of the Board, President and Chief Executive Officer of the Company from January 1999 to December
2003. Vice President of the Company from April 1998 to January 1999. Executive Vice President, Famous Footwear
from September 1992 to March 1998.

Byron D. Norfleet, President, Naturalizer Division since August 2000. Senior Vice President and General Manager,
Naturalizer Retail from July 1998 to August 2000. Series of management positions with Genesco, Inc. from 1984
through 1998, most recently as Vice President — Jarman Lease.

Michael 1. Oberlander, Vice President, General Counsel and Corporate Secretary since September 2000. Attorney,
Bryan Cave LLP from 1993 to September 2000.

Gary M. Rich, President, Brown Shoe Wholesale since August 2000. President, Brown Pagoda from March 1993 to
August 2000.

Andrew M. Rosen, Senior Vice President, Chief Financial Officer and Treasurer of the Company since October
1999. Senior Vice President and Treasurer of the Company from March 1999 to October 1999. Vice President and
Treasurer of the Company from January 1992 to March 1999.

Richard C. Schumacher, Senior Vice President and Chief Accounting Officer since March 2003. Vice President and
Chief Accounting Officer from March 2002 to March 2003. Vice President and Controller of the Company from June
1994 to March 2002.

David H. Schwartz, Chief Administrative Officer since March 2004, Chief Operating Officer from March 2002 to
March 2004, and President, Brown Shoe International since August 2000. President, Brown Sourcing from February
1996 to August 2000.

Diane M. Sullivan, President, Brown Shoe Company, Inc. since January 2004. Vice Chairman of the Footwear
Group of Phillips-Van Heusen, September 2001 to December 2003. Series of management positions with Stride Rite
Corporation, from April 1995 to September 2001, most recently as President and Chief Operating Officer.

Joseph W. Wood, President, Famous Footwear since January 2002. Executive Vice President — Merchandise for
Finish Line chain of athletic footwear stores from April 2000 to December 2001. Senior Vice President —
Merchandise and Marketing for Finish Line from March 1992 to April 2000.
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ITEM 2 PROPERTIES

We own our principal executive, sales and administrative offices in Clayton (St. Louis), Missouri. The Famous
Footwear division operates from a leased office building in Madison, Wisconsin. The Canadian wholesale division
operates from an owned office building in Perth, Ontario, and the retail division from leased office space in Laval,
Quebec. A leased sales office and showroom is maintained in New York, New York.

Most of the footwear sold through our domestic wholesale divisions is processed through two Company-owned
distribution centers in Sikeston, Missouri, and Fredericktown, Missouri, which have 720,000 and 465,000 square
feet, including mezzaniné levels, respectively. As a result of the acquisition of the Bass license and inventory and
anticipated growth in our landed business, we expect we will need to expand our wholésale warehousing capacity in
2004. In fiscal 2003, we operated one manufacturing facility and a 150,000-square-foot distribution facility in Perth,
Ontario. In March 2004, we closed the manufacturing facility located in Perth, Ontario. We own these Canadian
facilities in addition to another Canadian manufacturing facility which was closed during 2002.

Our retail footwear operations are conducted throughout the United States, Canada, Puerto Rico and Guam and
involve the operation of 1,271 shoe stores, including 170 in Canada. All store locations are leased, with
approximately one-half having renewal options. Famous Footwear operates a leased 750,000-square-foot distribution
center, including a mezzanine level, in Sun Prairie, Wisconsin, and a leased 800,000-square-foot distribution center,
including mezzanine levels, in Lebanon, Tennessee. Our Canadian retailing division operates a leased 21,000-square-
foot distribution center, which is adjacent to the division’s office in Laval, Quebec.

Our Bro{\}h éhoé Sourcmgdn-nsmn leases office space in Hong Kong, China, Taiwan, Italy, Indonesia and~MeXieo; We
have entered into a lease for a new office and sample-making facility in China, which will be occupied and begin
operations in mid-2004.

We also own a building in Denver, Colorado, which is leased to a-third party, and land in New York. See Item 3,
“Legal Proceedings,” for further discussion of these properties.

ITEM 3 LEGAL PROCEEDINGS

We are involved in legal proceedings and litigation arising in the ordinary course of business. In the opinion of
management, the outcome of such ordinary course of business proceedings and litigation currently pending will not
have a material adverse effect on our results of operations or financial position.

We are involved in environmental remediation and ongoing compliance activities at several sites. We are-
“remediating, under the oversight of -Colorado authorities, contamination at and beneath our owned facility in
Colorado (also known as the “Redfield” site) and groundwater and indoor air in residential neighborhoods adjacent
to and near the property, which have been affected by solvents previously used at the site and surrounding
facilities. During fiscal 2003, 2002 and 2001, we incurred charges of $0.8 million, $4.1 million and $1.4 million,
respectively, related to this remediation.

In March 2000, a class action lawsuit was filed in Colorado State Court (District Court for the City and County of
Denver) related to the Redfield site described above against one of our subsidiaries, a prior aperator at the site and
two individuals (the Antolovich class action). Plaintiffs, certain current and former residents living in an area
adjacent to the Redfield site, alleged claims for trespass, nuisance, strict liability, unjust enrichment, negligence and
exemplary damages arising from the alleged release of solvents that are contaminating the groundwater and indoor
air in certain areas adjacent to the site. In December 2003, a jury returned a verdict finding us negligent and
awarding the class plaintiffs $1.0 million in damages. We have recorded this award along with the estimated cost of
associated pretrial interest and the estimated costs of sanctions imposed on us by the court resulting from pretrial
discovery disputes between the parties. We recorded a total pretax charge of $3.1 million for these matters in the
fourth quarter of fiscal 2003 and carried an accrued liability for such amount at January 31, 2004. Several of these
matters are still pending before the court, and the ultimate outcome and cost to us may vary.

We have also filed suit in Federal District Court in Denver against a number of former owner/operators of the
Redfield site as well as surrounding businesses seeking recovery of amounts spent responding to the contamination
at and around the Redfield site. We have reached settlement agreements with several of these defendants in this
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action and currently anticipate the case will be tried against the remaining defendants in late 2004. We have also
filed a contribution action in Colorado State Court against the Colorado Department of Transportation, which owns
and operates a facility adjacent to the Redfield site. That case is not yet set for trial.

We have also filed suit against our insurance carriers seeking recovery of the costs incurred for investigation and
remediation of the Redfield site, the damages awarded in the Antolovich class action and other relief. In prior years,
we recorded an anticipated recovery of $4.5 million for remediation costs. We believe insurance coverage in place
entitles us to reimbursement for more than the recovery recorded. While the insurance companies are contesting
their indemnity obligations, we believe the recorded recovery is supported by the fact that the limits of the
insurance policies at issue exceed the amount of the recorded recovery, and certain insurance companies have
made offers to settle the claim. We are unable to estimate the ultimate recovery from our insurers, but are pursuing
resolution of our claims.

We have completed our remediation efforts at our closed New York tannery and two associated landfills. In 1995,
state environmental authorities reclassified the status of these sites as being properly closed and requiring only
continued maintenance and monitoring over the next 20 years. In addition, various federal and state authorities
have identified the Company as a potentially responsible party for remediation at certain other landfills.

Based on information currently available, we had an accrued liability of $10.4 million as of January 31, 2004 to
complete the cleanup, maintenance and monitoring at all sites. The ultimate cost may vary.

While we currently do not operate manufacturing facilities, prior operations included numerous manufacturing and
other facilities for which we may have responsibility under various environmental laws to address conditions that
may be identified in the future.

ITEM 4 SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matter was submitted to a vote of shareholders during the fourth quarter of fiscal 2003.

PART 1I

ITEM 5 MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED SHAREHOLDER MATTERS

Qur comrmon stock is listed on the New York Stock Exchange (the “NYSE") and the Chicago Stock Exchange (the
“CSE”) under the trading symbol “BWS.” As of January 31, 2004, the Company has approximately 4,800
stockholders of record. The following table sets forth for each fiscal quarter during 2003 and 2002 the high and low
sales prices per share of common stock as reported on the NYSE and the dividends paid.

2003 2002
Dividends Dividends
Low High Paid Low High Paid
1st Quarter ‘ $25.10 $30.36 $0.10 $1481 $21.36 $0.10
2nd Quarter 25.00 LS 0.10 19.20 28.10 0.10
3rd Quarter 28.30 36.25 0.10 13.80 22.45  0.10
4th Quarter 31.85  39.13 010 1966 2939 0.10
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MM 6 SELECTED FINANCIAL DATA

The selected financial data set forth below should be read in conjunction with the consolidated financial statements

and notes thereto and the other information contained elsewhere in this report.

2003 2002 2001 2000 1999
($ thousands, except per share amounts) (52 Weeks) (52 Weeks) (52 Weeks) (53 Weeks) (52 Weeks)
Operations:
Net sales $1,832,108 $1,841,443 $1,755,848 $1,684,859 $1,594,131
Cost of goods sold 1,073,442 1,100,654 1,089,649 1,002,727 967,161
Gross profit 758,666 740,789 666,299 682,132 626,970
Selling and administrative expenses 681,585 667,456 653,063 613,197 559,740
Provision for environmental litigation costs 3,107 — — — —
Operating earnings - 13,974 73,333 13,236 68,935 67,230
Interest expense 5,781 12,236 20,240 18,823 17,349
Interest income v (462) (402) (1,329) (2,245) (1,884)
Loss on early redemption of debt — — 7,556 — —
Earnings (loss) before income taxes 64,655 61,499 (13,231) 52,357 51,765
Income tax (provision) benefit (17,761) (16,327) 9,269 (15,992) (16,264)
Net earnings (loss) $ 46894 $ 45172 $ (3962)$ 36365 $ 35501
Returns From Operations:
Return on net sales 2.6% 2.5% (0.2)% 2.2% 2.2%
Return on beginning shareholders’ equity 15.8% 17.6% (1.5)% 14.5% 16.3%
Return on average invested capital®” 9.7% 9.8% (0.8)% 7.5% 7.9%
Dividends Paid $ 7183 $ 7044 $ 6988 $ 7202 $ 7,29
Capital Expenditures $ 29467 $ 25648 $§ 26319 $ 30,528 $ 28688

_ Per Gommon Share: o

Basic net earnings (loss) . . , $ 265 $ 260 & (023) 8 2.06 $ 199 -
Diluted net earnings (loss) 2.52 2.52 0.23) 2.04 1.96
Dividends paid 0.40 0.40 0.40 0.40 0.40
Ending shareholders’ equity 19.65 16.77 14.68 15.46 13.69
Financial Position:
Receivables $ 81930 $ 82486 $ 68305 $ 64403 $ 68236
Inventories 376,210 392,684 396,227 427,830 365,989
Working capital 293,841 243,807 226,251 266,541 270,005
Property and equipment 85,548 84,813 85,746 90,605 84,600
Total assets 719,330 714,876 708,602 748,437 655,079
Long-term debt and capitalized lease obligations 100,000 103,493 123,491 152,037 162,034
Shareholders’ equity 355,128 296,607 256,656 269,972 249,945
Average common shares outstanding — basic 11,671 17,367 17,188 17,670 17,859
Average common shares outstanding — diluted 18,616 17,939 17,639 17,846 18,125

All data presented reflects the fiscal year ended on the Saturday nearest to January 31.

@) Return on average invested capital is calculated by dividing net earnings (loss) for the period by the average of each month-end invested
capital balance during the year. Invested capital is defined as total shareholders' equity plus debt obligations and other noncurrent liabilities.
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ITEM 7 MANAGEMENT'S DISCUSSION AND ANALYSIS OF OPERATIONS AND FINANCIAL CONDITION

QVERVIEW

Overall, fiscal 2003 was a good year for Brown Shoe Company, Inc. in a difficult retail environment. Net earnings
and diluted earnings per share in both fiscal 2003 and 2002 were affected by special charges and recoveries.

In the following table, our fiscal 2003 and 2002 net earnings and net earnings per diluted share are provided both in
accordance with generally accepted accounting principles (GAAP) and using certain non-GAAP financial measures
by excluding certain charges and recoveries. These results are included as a complement to results provided in
accordance with GAAP because management believes these non-GAAP financial measures help indicate underlying
trends in our business and provide useful information to both management and investors by excluding certain items
that are not indicative of our core operating results. Management utilizes these measures in various ways, including
performance evaluations and for compensation purposes. These non-GAAP measures should be considered in
addition to results prepared in accordance with GAAP, but should not be considered a substitute for, or superior to,
GAAP results.

2003 2002
Net Diluted Net Diluted
($ millions, except EPS) Earnings EPS Earnings EPS
Total — GAAP basis $46.9  $252 3452 $252
Special charges and (recoveries):
Canada factory closure 2.1 0.14
Environmental litigation 20 0.11
Naturalizer Retail excess store closing reserve (0.5) (0.03)
Excess severance reserve 0.7y (0.04)
4.1 0.25 (1.2) (0.07)
Total excluding special items $51.6  $271  $44.0 $2.45

We are pleased with the 17% and 13% increase in net earnings and diluted earnings per share, respectively,
excluding special items. The improved results reflect increased operating earnings at our two largest segments,
Famous Footwear and Wholesale, and lower interest costs from a well-controlled balance sheet. At the same time,
we invested in our future by improving our talent base, particularly in our merchandising and product development
areas, ernbarking on a major new initiative to improve and strearnline our supply chain systems, focusing on target
customer marketing at Famous Footwear and beginning a remodeling program at the Famous Footwear stores. In
addition, we are pleased to have Diane Sullivan join us as President. She brings to the Company a great deal of
executive management experience in all aspects of the footwear business as well as a strong marketing background.

Following is a summary of the more significant factors affecting our results in 2003:

e Famous Footwear achieved a 14.4% increase in its operating earnings to $53.0 million, as a result of higher
gross profits and operating improvements in a number of areas. The improved gross profit reflects a fresher
product mix, as inventories were clean throughout the year. Operating improvements included more focused
marketing programs, a better product mix with more exclusive product from key vendors, reduced shrinkage
costs and more efficient warehousing and distribution processes. Same-store sales, however, declined for the
fourth consecutive year, and traffic into the stores declined. While retail competition in footwear remains
intense, we are focused on reversing this trend and believe the new marketing programs and enhanced product
mix provide the opportunity to do so.

e The Wholesale segment’s operating earnings improved $1.2 million to $55.6 million, as a result of overall
improved gross profit rates and strong operating earnings from the Naturalizer, LifeStride, and Men’s & Athletic
businesses. These operating earnings include a special charge of $4.3 million taken to close our last remaining
footwear manufacturing facility in Canada. Closing the facility and converting to totally imported footwear are
expected to improve the operating results of the Canadian Wholesale operations in 2004. Our Naturalizer and
LifeStride brands improved their department store market share positions. The Women'’s private label and
Children’s business had a down year due to difficulties at certain of their mass merchandiser customers.
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o Qur Naturalizer Retail segment had a disappointing year, both domestically and in Canada. The Canadian stores
had a particularly difficult year as same-store sales declined 4.1%. In addition, significant markdowns were
taken to clear Canadian-produced inventories and to transition to more fashionable imports, including a
substantial mix of the U.S. product line. The domestic stores achieved a same-store sales gain of 1.1%, but
results were still below expectations.

o We continued to make progress on improving our financial position. We reduced debt by $33 million in
fiscal 2003 following a reduction of $64 million in fiscal 2002, leaving a debt-to-total capital ratio of 25.2% at the
end of fiscal 2003. This debt reduction provides the lLiquidity to invest and grow the business as opportunities

arise.

© The operating improvements of the last two years and the solid balance sheet have positioned us to grow. To
that point, at the beginning of fiscal 2004, we entered into a license agreement with Phillips-Van Heusen
Corporation for the Bass footwear brand. We purchased the on-hand inventory of this product for
approximately $13 million and expect sales of approximately $60 million to $70 million in fiscal 2004. Due to
transition and assimilation costs, particularly in early fiscal 2004, we expect this business to operate at
substantially a breakeven level in fiscal 2004, but contribute positively to fiscal 2005 earnings.

Looking ahead, while much has been accomplished, we expect the retail environment will continue to be extremely
competitive. We must achieve sales gains at all of our divisions, but particularly at Famous Footwear, to further
increase our profitability in 2004. We believe the investments we have made and will continue to make in the
business provide the foundation for a successful 2004 and beyond.

CONSOLIDATED RESULTS

2003 2002 2001

% of % of % of
($ millions) Sales Sales Sales
Net sales $1,832.1  100.0% $1,841.4 100.0% $1,755.8 100.0%
Cost of goods sold 107134 58.6% 1,100.6  59.8% 1,0896  62.1%
Gross profit 1987  414% 7408  40.2% 666.3  37.9%
Selling and administrative expenses 6816  37.2% 6675  36.2% 653.1  37.1%
Provision for environmental litigation costs 31 0.2% —_ 0.0% — 0.0%
Operating earnings 740 4.0% 73.3 4.0% 13.2 0.8%
Interest expense 9.8 0.5% 12.2 0.7% 20.2 1.2%
Interest income (0.5  0.0% 0.4 0.0% (1.3) 0.0%
Loss on early redemption of debt — 0.0% — 0.0% 7.5 0.4%
Earnings (loss) before income taxes 64.7 35% 61.5 3.3% (13.2) (0.8)%
Income tax (provision) benefit (17.8) (0.9% (16.3) (0.8)% 9.2 0.6%
Net earnings (loss) $ 469 26% $ 452 25% $ (400 (0.2)%
Net Sales

Net sales decreased $9.3 million, or 0.5%, to $1,832.1 million in fiscal year 2003 and increased $85.6 million, or
4.9%, to $1,841.4 million in fiscal year 2002.

The decrease in net sales in 2003 compared to 2002 reflects lower sales of $1.6 million at Famous Footwear,

$5.1 million at Wholesale and $6.2 million at Naturalizer Retail, partially offset by an increase in the Shoes.com
e-commmerce business of $3.6 million. Same-store sales declined 2.4% and 4.1% in the Famous Footwear and
Canadian Naturalizer stores, respectively, and increased 1.1% in the domestic Naturalizer stores. Same-store sales
changes are calculated by comparing the sales in stores that have been open at least 13 months. This method
avoids the distorting effect that grand opening sales have in the first month of operation. Relocated stores are
treated as new stores. Closed stores are excluded from the calculation.

The increase in net sales in 2002 over 2001 reflects higher sales of $30.8 million at Famous Footwear, $63.1 million
at Wholesale and $3.2 million in the Shoes.com e-commerce business, partially offset by an $11.5 million decrease at
the Naturalizer Retail stores. Same-store sales declined 1.3% and 6.0% in the Famous Footwear and Canadian
Naturalizer stores, respectively, and increased 4.3% in the domestic Naturalizer stores.
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Gross Profit

Gross profit increased $17.9 million, or 2.4%, to $758.7 million in fiscal year 2003 and increased $74.5 million, or
11.2%, to $740.8 million in fiscal year 2002. As a percentage of sales, gross profit increased to 41.4% in fiscal

year 2003 compared to 40.2% in fiscal year 2002 and 37.9% in fiscal year 2001. We record warehousing, distribution,
sourcing and other inventory procurement costs in selling and administrative expenses. Accordingly, our gross profit
and selling and administrative expense rates, as a percentage of sales, may not be comparable to other companies.

The increase in gross profit and the gross profit percentage in 2003 are due primarily to higher markups at Famous
Footwear generated from a fresher mix of merchandise. Modest gross profit improvements within the Wholesale
division were offset by declines in gross profit at the Naturalizer Retail division. Cost of goods sold for 2003 includes
a special charge of $1.6 million (out of a total charge of $4.5 million) to liquidate inventory as we close our last
Canadian factory in 2004.

The increase in the gross profit and gross profit percentage in 2002 primarily reflected improved gross profits at
Famous Footwear as a result of improved inventory freshness and $20.1 million of special charges in 2001 related to
closing Naturalizer stores and inventory reductions at Famous Footwear as described in Note 3 to the consolidated
financial statements.

Selling and Administrative Expenses

Selling and administrative expenses, which include warehousing and distribution costs of $50.0 million in 2003,
$51.1 million in 2002 and $53.1 million in 2001, increased $14.1 million, or 2.1%, to $681.6 million in fiscal year
2003 and increased $14.4 million, or 2.2%, to $667.56 million in fiscal year 2002. As a percent of net sales, selling
and administrative expenses were 37.2%, 36.2% and 37.1% in fiscal years 2003, 2002 and 2001, respectively.

The increase in selling and administrative expenses in 2003 is primarily a result of a special charge of $2.9 million
(out of a total charge of $4.5 million) to close the last Canadian factory, $9.9 million higher retail facilities costs and
a $5.0 million increase in buying, merchandising and administrative costs.

The increase in selling and administrative expenses in 2002 is a result of increased costs at the new, larger Famous
Footwear stores and higher incentive plan costs throughout the Company. Offsetting this increase were savings
from the adoption of the shared-services platforms in the information systems, human resources and finance
functions. Selling and administrative costs were also offset in 2002 by $1.2 million in recoveries of special charges,
including those related to an excess severance reserve related to our new shared-services platform, and an excess
reserve established to close Naturalizer retail stores, both of which we originally recorded during fiscal year 2001.
As a percent of net sales, selling and administrative costs declined as 2002 sales growth outpaced growth in selling
and administrative costs. Selling and administrative expenses in 2001 include $21.3 million of special charges as
described in Note 3 to the consolidated financial statements.

Provision for Environmental Litigation Gosts
We recorded a $3.1 million charge in 2003 related to our class action litigation related to the Redfield site in
Denver, Colorado, and related costs, including the verdict, anticipated pretrial interest and sanction costs.

Interest Expense

Interest expense decreased $2.4 million to $9.8 million in fiscal year 2003 and decreased $8.0 million to

$12.2 million in fiscal year 2002. The decreases reflect a reduction in debt obligations of $33.0 million during fiscal
year 2003 and $63.8 million in 2002 and lower interest rates in both periods. Increased earnings and lower
inventory levels have contributed to strong cash flows and lower average borrowings during both periods.

Income Tax Provision

Our consolidated effective tax rate in 2003 and 2002 was 27.5% and 26.5%, respectively, compared to a 70.1% tax
benefit rate in 2001. We do not provide deferred taxes on unremitted foreign earnings, as it is our intention to
reinvest these earnings indefinitely or to repatriate the earnings only when it is tax-advantageous to do so. The
2003 and 2002 effective tax rate is below the federal statutory rate of 35%, because foreign earnings are subject to
lower statutory tax rates. The 2001 effective tax rate reflects domestic losses tax-affected at the federal statutory
rate and foreign earnings tax-affected at rates lower than the federal statutory rate. See Note 5 to the consolidated
financial statements for further discussion.
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Geographic Results : :

We have both domestic and international operations. Domestic operations include the wholesale distribution of
footwear to numerous retail customers and the nationwide operation of the Famous Footwear and Naturalizer
chains of footwear stores. Foreign operations primarily consist of wholesale sourcing operations in the Far East and
wholesaling and other retailing operations in Canada. The Far East operations include “first-cost” transactions,
where footwear is sold at foreign ports to customers who then import the footwear into the United States and other
countries. The breakdown of domestic and foreign sales and pretax earnings were as follows:

. .2003 2002 2001
Pretax Pretax Pretax
' Earnings Earnings Earnings
($ millions) e : Net Sales {Loss) Net Sales {Loss) Net Sales (Loss)
Domestic - - - $1,5008  $447 - $14945 $31.3 $1,429.6  $(42.9)
_‘ ‘Foreign ~- - - == - .. . . C 2 20.0 346.9 30.2 326.2 29.7
T T : $1,832.1 . $64.7 $1.841.4 $615  $1755.8  $(13.2) = -

" The pretax profitability on foreign sales is higher than on domestic sales because of a’lower cost structure and the
inclusion in domestic earnings of the unallocated corporate administrative and other costs.

Foreign earnings declined in 2003 as compared to 2002 due to a reduction in first-cost sales and lower earnings in
Canada, including the special charge to close the last Canadian manufacturing facility. Domestic earnings increased
in 2003 as a result of increased earnings by Famous Footwear and domestic wholesale divisions as well as lower -
interest costs.

The domestic loss in 2001 included the pretax special charges of $49.0 million related to closing underperforming
domestic Naturalizer stores, the write-dewn of inventory at Famous Footwear to improve inventory turns, severance
costs related to our new shared-services platform, the write-off of goodwill related to Shoes.com, the write-off of
debt issuance costs and call premium related to the early extinguishment of debt and certain management
transition costs at our Famous Footwear division. : -

FAMOUS FOOTWEAR

2003 2002 ’ 2001

‘ : . - : - . % of % of % of
{$ millions, except sales per square foot) Net Sales Net Sales Net Sales.
Operating Results '

Net sales $1,073.6  100.0% $1,075.2  100.0% $1,044.4  100.0%
Cost of goods sold 593.6 55.3% 612.7 57.0% 636.5 60.9%
Gross profit 480.0 44.7% 462.5 43.0% 407.9 39.1%
Selling and administrative expenses ’ 421.0 39.8% 416.2 38.7% 399.1 38.3%
Operating earnings $ 530 4.9% $ 463 4.3% $ 88 0.8%
Key Metrics .

Same-store sales % change ’ (24)% - a3)» (6.1)%
Same-store sales $ change ' $ (24.3) ' $ (12 ‘$ (h4.4)

Sales from net new stores $ 221 $ 435 $ 651

Sales per square foot $ 112 $ 177 $ 183

Square footage (thousand sq. ft.) 6,216 6,163 5,942

Stores opened 57 53 66

Stores closed 82 55 71

Ending stores 893 918 920

Net Sales

Net sales decreased $1.6 million, or 0.1%, to $1,073.6 million m fiscal year 2003 and increased SBSO 8 million, or
2.9%, to $1,075.2 million in fiscal year 2002

Famous Footwear’s lower sales reflect a decline in same-store sales of 2.4% and an average of 12 fewer stores open.
The same-store sales decline is a result of lower store traffic. Same-store sales declined $24.3 million, partially offset
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by net new stores, which provided $22.7 million in sales during 2003. Famous Footwear opened 57 stores and
closed 82 during 2003, yet increased total square footage by 0.9%, to 6.2 million, refiecting the opening of larger-
format stores. As a result of opening these larger stores and lower store traffic, sales per square foot declined 2.8%,
to $172. However, the conversion rate (the percentage of customers making purchases) increased during 2003
compared to 2002, as a result of fresher inventory and an improved product mix.

Famous Footwear achieved record sales during fiscal 2002. The sales growth reflected sales from new stores of
$43.5 million, partially offset by a decrease in same-store sales of 1.3%, or $12.7 million. The decline in same-store
sales reflects lower traffic counts throughout most of the year, but the conversion rate increased over 2001. Sales
per square foot were $177 in fiscal 2002, down 3.3% from $183 in 2001, consistent with the same-store sales
decline and lower productivity of newly opened stores. During 2002, Famous Footwear opened 53 stores and
closed 55. Total square footage increased by 3.7%, from 5.9 million to 6.2 million as a result of opening larger-
format stores.

Gross Profit

During 2003, Famous Footwear continued to generate improvements in its gross profit as a percent of sales, due to
disciplined operating and inventory management initiatives. Famous Footwear continued to benefit from initiatives
to improve the freshness and velocity of inventory that began during fiscal 2001. The gross profit percentage
increased to 44.7% during 2003 from 43.0% in 2002, or a difference of 1.7%. This gross profit improvement was
driven by higher initial markups of 1.7% and a 0.2% improvement in inventory shrinkage, partially offset by higher
markdowns of 0.4%.

During 2002, gross profit as a percent of sales increased to 43.0% from 39.1% in 2001, or a difference of 3.9%. This
improvement is principally due to a 1.8% increase in initial markups, 0.4% lower shrinkage and 1.8% in reduced
markdowns. In addition, 2001 gross profit included a $16 million special markdown charge to write down inventory
and accelerate the clearance of older merchandise as part of our initiative to improve inventory turns and freshness.
This initiative was successful, as inventories were substantially reduced in 2002 and inventory turns improved, as
did the aging of the inventory.

Selling and Administrative Expenses

Selling and administrative expenses increased $10.8 million, or 2.6%, to $427.0 million during 2003 compared to
$416.2 million in 2002. As a percent of sales, these costs increased to 39.8% in 2003 compared to 38.7% in 2002.
This increase reflects a 0.8% increase in retail facilities costs, consistent with the larger format stores, a 0.3%
increase in marketing costs and a 0.1% increase in administrative costs, reflecting increased costs of medical and
other insurance, partially offset by a 0.1% reduction in warehousing and shipping costs and lower incentive plan
costs.

Selling and administrative expenses increased $17.1 million, or 4.3%, to $416.2 million during 2002 compared to
$399.1 million in 2001. As a percent of sales, these costs increased to 38.7% in 2002 compared to 38.3% in 2001.
This increase is primarily due to a 0.5% increase in retail facilities costs, reflecting lower productivity in newer,
larger stores and a 0.3% increase in administrative costs, reflecting higher incentive plan costs, offset by a decrease
in warehousing and distribution costs of 0.4%, reflecting the effect of handling less inventory and improved
inventory flow processes.

Operating Earnings

During 2003, Famous Footwear achieved operating earnings of $53.0 million, compared to $46.3 million in 2002, an
increase of 14.4%. The improvement was driven by stronger gross profit as a percent of sales, partially offset by
modest increases in operating costs.

During 2002, Famous Footwear achieved operating earnings of $46.3 million, compared to $8.8 million in 2001. The
2001 earnings include a charge of $16.0 million to write down inventory to accelerate the clearance of older
merchandise and a $0.5 million charge for costs associated with transition to a new management team. The
remaining improvement in operating earnings in 2002 reflected an improved gross profit rate generated by a better
and more current mix of inventory.

20




BROWN SHOE COMPANY, INC.

2003 FORM 10-K

NATURALIZER RETAIL

($ millions, except sales per square foot)

2003

2002

2001

% of
Net Sales

% of
-Net Sales

% of
Net Sales

“Operating Results
Net sales

$189.2  100.0%:

$195.4  100.0%

$206.9  100.0%

Cost of goods sold 98.9 52.3% . 99.0 50.7% 109.9 53.1%
Gross profit 90.3 41.7% 96.4 49.3% 97.0 46.9%
Selling and administrative expenses 943 49.8% 95.0 48.6% 115.8 56.0%

Operating earnings (loss)

$ (4D (@20%

$ 1.4 0.7%

$(18.8) (9.1)%

Key Metrics

Same-store sales % -change — United States 1.1% . 4.3% 3.8%
Same-store sales % change — Canada 4.1)% A{6.0)% 6.3%
Same-store sales $ change $ (1.2 $ 24 $ 82
Sales decline from net fewer stores $(13.2) $(13.8) 3 (2.3)
Impact of changes in Canadian exchange rate on sales $ 8.2 $ (0.1 $ (2.5)
Sales per square foot $ 38 $ 301 $ 290
Square footage (thousand sq. ft.) 572 582 676
Stores opened 4 22 26
Stores closed 15 89 51
Ending stores ‘ ‘ 318 389 456

Net Sales .
Our Naturalizer Retail division operates stores throughout the United States and Canada, primarily under the
Naturalizer and F.X. LaSalle names.

Net sales decredsed $6.2 million, or 3.2%, to $189.2 million in fiscal year 2003 and decreased $11.5 million, or 5.6%,
to $195.4 million in fiscal year 2002. The 2003 sales were below expectations and declined as a result of lower
same-store sales in Canada and fewer stores open in the United States, partially offset by the effect of changes in
the Canadian dollar exchange rate. Same-store sales decreased in Canada by 4.1%, but increased in the United
States by 1.1%, led by sales at the division’s outlet stores. The Canadian stores’ sales declined as a result of a
difficult retail climate and additional markdowns as efforts were begun to transition from a substantial inventory
position in Canadian produced footwear to more fashionable imports. In 2003, the division opened 4 stores and
closed 15 and operated 36 fewer average stores in 2003 than in 2002. The decline in the number of stores to 378 at
the end of 2003, from 389 at the end of 2002 and 456 at the end of 2001, reflects the program to close a large
number of underperforming domestic stores. Sales per square foot increased to $318 in 2003 frorm $301 in 2002 and
$290 in 2001. However, using constant exchange rates for the Canadian stores’ sales, sales per square foot were flat
in 2003 compared to 2002. Total square footage declined 1.7% to 0.6 million.

During 2002, Naturalizer Retail experienced lower sales primarily due to fewer stores open, partially offset by a
4.3% increase in same-store sales in the ongoing domestic stores, led by gains in the division’s outlet stores and
catalog/Internet business. Canadian same-store sales declined 6.0%. The division substantially completed its program
to close 106 under-performing domestic stores near the end of 2002. During 2002, Naturalizer Retail opened

22 stores and closed 89, and square footage declined 13.9% to 0.6 million in 2002 from 0.7 million in 2001. Sales
per square foot increased 3.8% to $301 in 2002 from $290 in 2001.

Gross Profit ' :

Gross profit as a percent of sales decreased to 47.7% in 2003 from 49.3% in 2002, or a difference of 1.6%. This
decline, as a percent of sales, is principally due to a 0.6% decline in initial markups, a 0.9% increase in markdowns,
a 0.1% increase in inbound freight costs and a 0.1% increase in shrinkage. The increase in markdowns is principally
a result of the transition from a substantial inventory position in Canadian produced footwear to imports.

Gross profit as a percent of sales increased to 49.3% in 2002 from 46.9% in 2001, or a difference of 2.4%. This
improvement, as a percent of sales, is principally due to a 1.8% decrease in markdowns, a 0.3% improvement in
shrinkage and a 0.3% improvement in initial markups. The decrease in markdowns in 2002 was primarily due to the
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$4.1 million charge taken in 2001 associated with closing 97 underperforming stores and the reversal of $0.8 million
of that charge in 2002 that was in excess of the amount necessary to complete the closings.

Selling and Administrative Expenses

Selling and administrative expenses decreased $0.7 million, or 0.8%, to $94.3 million during 2003 compared to
$95.0 million in 2002. As a percent of sales, these costs increased to 49.8% in 2003 compared to 48.6% in 2002.
This increase is primarily due to an increase in retail facilities costs of 1.4% combined with an increase in
warehousing and shipping costs of 0.2%, partially offset by a reduction in merchandising and administrative costs of
0.5%. Selling and administrative expenses for 2003 include a special charge of $0.2 million related to the closing of
our last Canadian manufacturing facility.

Selling and administrative expenses decreased $20.8 million, or 18.0%, to $95.0 million during 2002 compared to
$115.8 million in 2001. As a percent of sales, these costs decreased to 48.6% in 2002 compared to 56.0% in 2001, or
a decrease of 7.4%. Special charges of $12.7 million in 2001 accounted for approximately 6.1% of the 7.4%
decrease. These charges were related to the planned closing of 87 underperforming stores: $8.3 million for lease
buyouts, $4.1 million for fixed asset writeoffs and $0.3 million for employee severance. In 2002, $0.1 million of these
costs were determined to be excess and were reversed to income. The remaining reduction in expenses of

$8.0 million in 2002 compared to 2001 occurred throughout all expense categories reflecting the smaller store base.

Operating Earnings

Naturalizer stores incurred an operating loss of $4.0 million in 2003, compared to operating earnings of $1.4 million
in 2002. This operating loss is primarily attributable to the reduced sales levels, driven principally by the Canadian
stores, increased markdowns to transition to import footwear in Canada and lower than expected productivity in the
domestic stores.

Operating earnings were $1.4 million in 2002, which included recovery of store closing charges taken in 2001 of
$0.9 million. An operating loss of $18.8 million was incurred in 2001, which included charges to close
97 underperforming stores of $16.8 million.

WHOLESALE
2003 2002 2001

% of % of % of
($ millions) Net Sales Net Sales Net Sales
Operating Results
Net sales $561.3  100.0% $566.4  100.0% $503.3 100.0%
Cost of goods sold ) In.z 67.2% 385.0 68.0% 339.9 67.5%
Gross profit 184.1 32.8% 1814  32.0% 1634  32.5%
Selling and administrative 1285 229% 1270 22.4% 1122 22.3%
Operating earnings $ 55.6 9.9% $ 54.4 9.6% $ 51.2 10.2%
Key Metrics
Unfilled order position at year-end $153.3 $141.3 $121.9
Net Sales

Net sales decreased $5.1 million, or 0.9%, to $561.3 million in fiscal year 2003 and increased $63.1 million, or
12.5%, to $566.4 million in fiscal year 2002.

The 2003 sales decline was attributable to a decline in sales in the women’s private-label division and the children’s
division, partially offset by gains in both the men’s and athletic division and the LifeStride division. In addition, the
West Coast dock strike at the end of 2002 caused some customers to accelerate their orders of spring product prior
to the end of fiscal year 2002. Also, reductions in purchases by a few major customers, as they worked to reduce
their inventories, negatively impacted 2003 sales. Naturalizer sales declined slightly in 2003, reflecting the difficult
retail environment, but the brand increased its department store market share to 4.9% in 2003 from 4.7% in 2002,
per NPD Group, Inc. The LifeStride brand’s sales increased 17.5% in 2003, reflecting strong acceptance of its casual
and dress footwear, and increased its department store market share to 2.1% in 2003 from 1.9% in 2002, per

NPD Group, Inc. data.
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The 2002 sales gain was attributable to higher unit sales and was spread among almost all of the Wholesale
branded, licensed and private-label divisions, including a 17.8% increase by the Naturalizer brand, which followed a
28.6% increase in 2001. The Naturalizer brand increased its market share among U.S. department stores and moved
up to the third position in 2002 from the fourth position at the end of 2001 based on NPD Group, Inc. data. Sales
gains also were achieved by LifeStride, Dr.Scholl's-licensed, Children’s-licensed and Women’s private-label footwear.
We also continued to build sales and broaden distribution of our Carlos by Carlos Santana and HOT KISS-licensed
footwear.

Gross Profit

Gross profit as a percent of sales increased to 32.8% in 2003 from 32.0% in 2002, or a difference of 0.8%. The
Wholesale division achieved a gross profit immprovement of $2.7 million despite the slight decrease in sales. This
increase is attributable to a higher mix of branded product sales and higher gross profits in both the branded and
discount channels, partially offset by a lower gross profit percentage in the Canadian wholesale division and the
charge of $1.6 million to write down unusable raw materials from the closing of our last Canadian factory in Perth,
Ontario.

Gross profit as a percent of sales decreased to 32.0% in 2002 from 32.5% in 2001, or a difference of 0.5%. This
decline principally reflects a lower gross profit percentage at our Canadian wholesale operations.

Selling and Administrative Expenses

Selling and administrative expenses increased $1.5 million, or 1.1%, to $128.5 million during 2003 compared to
$127.0 million in 2002. As a percent of sales, these costs increased to 22.9% in 2003 compared to 22.4% in 2002, or
an increase of 0.5%. The increase was principally due to a special charge of $2.7 million to close the division’s last
Canadian footwear manufacturing facility and additional investment in product development and sales talent,
partially offset by a $1.4 million reduction in marketing costs, a $0.4 million reduction in warehousing and
distribution costs and lower incentive plan costs.

Selling and administrative expenses increased $14.8 million, or 13.2%, to $127.0 million during 2002 compared to
$112.2 million in 2001. As a percent of sales, these costs increased to 22.4% in 2002 compared to 22.3% in 2001, or-
an increase of 0.1%. The increase was principally due to higher incentive plan costs of $9.5 million, $0.9 million of
costs to close a Canadian footwear manufacturing facility in Stirling, Ontario, $0.7 million of higher marketing costs
and $0.9 million of higher warehousing and distribution costs. :

Operating Earnings

Operating earnings for the Wholesale segment increased $1.2 million, or 2.3%, to $55.6 million for 2003 compared
to $54.4 million for 2002. Operating earnings increased slightly despite a modest decline in sales as a resuit of
improved gross profit percentages due to the greater mix of branded product sales and higher gross profit
percentages in both the branded and discount channels, partially offset by the lower Canadian results.

Operating earnings for the Wholesale segment increased $3.2 million, or 6.3%, to $54.4 million for 2002 compared
to $51.2 million for 2001. The increase in operating earnings was less than the 12.5% increase in sales due to higher
incentive plan costs and lower results in the Canadian wholesale operations, which included the cost of closing one
of its two footwear manufacturing facilities.

OTHER SEGMENT

The Other segment includes our majority-owned subsidiary, Shoes.com, Inc., a footwear e-commerce company, and
unallocated corporate administrative and other costs.

Net Sales

Net sales of Shoes.com increased $3.6 million, or 81.8%, to $8.0 million in fiscal year 2003 and increased

$3.3 million, or 300.0%, to $4.4 million in fiscal year 2002. The 2003 increase in net.sales reflects strong sales
growth due to increased Web site traffic and improved conversion rates. The 2002 increase in net sales reflects only
a partial year of operation for 2001 and continued growth in 2002 due to increased Web site traffic.
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Operating Earnings

The Shoes.com business generated an operating loss of $0.7 million in 2003, improving upon its $1.6 million
operating loss in 2002. The improvement is primarily attributed to a $0.7 million impairment charge recorded in
2002 to reduce the value of the domain name intangible asset. In addition, the substantial growth in the Shoes.com
business has resulted in better leveraging of fixed costs.

The Shoes.com business generated an operating loss of $1.6 million in 2002, improving upon its partial year
$3.2 million operating loss in 2001. The 2001 operating loss included a $1.2 million charge to write off goodwill.

Other Corporate Expenses
Unallocated corporate administrative and other costs were $30.0 million, $27.2 million and $24.7 million in fiscal
2003, 2002 and 2001, respectively.

The 2001 expenses include a $3.0 million charge for severance costs related to the implementation of our new
shared-services platform and a charge of $3.4 million for costs associated with the transition to new management at
Famous Footwear which was primarily related to the retirement of the former President of this division.

The 2002 expenses are net of a recovery of $1.1 million of a severance charge taken in 2001. See Note 3 to the
consolidated financial statements for further description of the charges and the related recovery. After consideration
of these special items in 2001 and 2002, corporate expenses increased $10.0 million in 2002 compared to 2001. This
increase reflects higher environmental costs in 2002 of $3.0 million, primarily related to our Redfield property in
Denver, Colorado, as described in Note 14 to the consolidated financial statements, higher incentive plan costs of
$3.3 million, higher salaries and benefits of $1.6 million, higher charitable contributions of $1.0 million and the non-
recurrence of a $1.9 million gain on the sale of our aircraft in 2001, partially offset by $2.9 million of lower
consulting costs, which were associated with the implementation of the shared-services platform.

The 2003 expenses include a $3.1 million charge for costs related to the class action litigation related to the
Redfield site and related costs, including the verdict, anticipated pretrial interest and sanction costs. Removing the
impact of the litigation charge in 2003 and the severance recovery in 2002, corporate expenses decreased

$1.4 million in 2003 compared to 2002. This decrease is primarily attributable to lower environmental costs of

$3.3 million, lower charitable contributions of $1.0 million and lower consulting costs of $0.8 million, partially offset
by higher salaries of $1.5 million, higher legal fees of $0.4 million and higher recruiting costs of $0.4 million.
Incentive plan costs were approximately the same as in fiscal 2002.

RESTRUCTURING INITIATIVES

Closure of Canadian Manufacturing Facility
In the fourth quarter of fiscal 2003, we made the decision to close our last Canadian footwear manufacturing factory
and recorded a pretax charge of $4.5 million, the components of which were as follows:

* Severance and benefit costs for approximately 300 factory employees — $2.3 million
® Inventory markdowns to liquidate factory inventory — $1.6 million
® Cost to buy out leases prior to their normal expiration date — $0.6 million
As of January 31, 2004, no spending has occurred against the factory closing charge. Of the $4.5 million charge,

$1.6 million was reflected in cost of goods sold and $2.9 million was reflected in selling and administrative expenses.
A tax benefit of $1.8 million was associated with this charge.

Closure of Underperforming Naturalizer Retail Stores
In the fourth quarter of fiscal 2001, we made the decision to close 97 underperforming Naturalizer retail stores in
the United States and recorded a pretax charge of $16.8 million, the components of which were as follows:

e Costs to buy out leases prior to their normal expiration date — $8.3 million
e Inventory markdowns to liquidate quantities in closing stores — $4.1 million

¢ [Fixed asset write-downs 1o net realizable value — $4.1 million
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@ Severance and benefit costs for employees terminated by the store closings — $0.3 million

During fiscal 2002, we decided to keep 4 of the originally identified stores open and to close an additional 13 stores.
As a result, a total of 106 stores were included under this program. In the fourth quarter of fiscal 2002, we
completed negotiations with landlords to buy out store leases and completed the closing of all but one store. An
assessment of remaining reserve needs indicated $0.9 million of the originally established reserve was not needed,
and we reversed it to income. In early fiscal 2003, we paid $0.4 million to landlords to complete all obligations.

Shared-Services Platform v

Also in the fourth quarter of fiscal 2001, we recorded a charge of $3.5 million for severance costs related to the
elimination of 117 positions as we moved to a new shared-services platform for our human resources, finance and
information systems functions. As of February 1, 2003, we eliminated 88 positions, resulting in $2.1 million of the
reserve being expended, with an additional $0.3 million remaining in the reserve paid out to certain of the
terminated employees in fiscal 2003. Due to personnel attrition and transfers to other positions, we terminated
fewer personnel than originally planned, leaving $1.1 million of the reserve as excess, which we reversed to income
in the fourth quarter of fiscal 2002.

IMPACT OF INFLATION

The effects of inflation on our business and results of operations have been minor over the last several years, and
we do not expect inflation to have a significant impact in the foreseeable future.

LIQUIDITY AND CAPITAL RESOURCES

Borrowings -

- ; : - - _ o Increase/
{$ millions) January 31, 2004 February 1, 2003 (Decrease)
Notes payable $ 195 $ 290 $ (9.5
Long-term debt, including current maturities 100.0 1235 (23.5)
Total short- and long-term debt $119.5 $152.5 $(33.0)

In fiscal 2001, we completed a restructuring of our capital structure by entering into a new revolving credit
agreement and redeeming our 9.5% $100 million notes that were outstanding. This restructuring provided us with
increased financial flexibility and lower interest rates in fiscal 2002 and 2003. Interest expense decreased by

$2.4 million and $8.0 million in fiscal years 2003 and 2002, respectively. This decrease reflects a combination of
lower rates and lower borrowings.

In December 2001, we entered into a five-year $350 million secured revolving bank credit agreement with a
syndicate of banks. The amount we may borrow under this agreement is referred to as Availability, which is based
on a formula of eligible accounts receivable and eligible inventory, subject to certain adjustments, less ocutstanding
borrowings and letters of credit. If Availability falls below a certain level, we would be required to reclassify all
outstanding borrowings under the Revolving Credit Agreement to a current liability. In addition, certain covenants
would be triggered if Availability were to fall below specified levels, including fixed charge coverage requirements if
Availability falls below $35 million and default if Availability falls below $25 rullion. There are certain other
restrictions and covenants in the agreement. Interest rates are based on LIBOR plus 2.00% to 2.75%, or 0.00% to
0.75% over the base rate, depending on our fixed charge coverage ratio, as defined. There is an unused line fee of
0.25% to 0.50%, also based on the fixed charge coverage ratio. Borrowings are collateralized by accounts receivable
and inventory of the parent company and its wholly-owned domestic and Canadian subsidiaries.

We believe that borrowing capacity under this facility will be adequate to meef our operational needs and capital
expenditure plans for the foreseeable future.

In conjunction with entering into this credit agreement, in January 2002 we redeemed our 9.5% $100 million notes
that were due in 2006. The call premium and the write-off of deferred debt issuance costs associated with this debt
and the previous revolving credit agreement, totaling $7.6 million pretax ($4.9 million after tax), were recorded in
the fourth quarter of fiscal 2001.
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At the end of 2003, we had $119.5 million of borrowings and $18.2 million of letters of credit outstanding under the
credit agreement. Of the borrowings, we classified $100 million as long-term debt on the balance sheet, as we
expect this amount to be outstanding throughout the following year. We have entered into interest rate swap
contracts that expire in October 2004 and October 2006 to fix the interest rate on this $100 million debt at 6.88%.
Total additional borrowing Availability was approximately $134 million at the end of fiscal 2003.

In fiscal 2003, our total debt decreased $33.0 million to $119.5 million due to cash generated from operating
activities, partially offset by capital expenditures and dividends. Our ratio of debt-to-total capital decreased to
25.2% at the end of fiscal 2003 from 34.0% at the end of fiscal 2002.

Working Capital and Gash Flow

Increase/

($ milions) lanuary 31, 2084  February 1, 2003 (Decrease)
Working capital $ 293.8 $ 2438 $ 50.0
Increase/
2003 2002 (Decrease)
Net cash provided by operating activities $ 811 $ 103.8 (16.1)
Net cash used by investing activities (29.0) (25.5) 3.5)
Net cash used by financing activities {35.2) (68.9) 33.7
Increase in cash and cash equivalents $ 235 $ 94 $ 14.1

Working capital at January 31, 2004 was $293.8 million, which was $50.0 million higher than at February 1, 2003.
Our current ratio, the relationship of current assets to current liabilities, increased from 1.9 to 1 at February 1,
2003 to 2.2 to 1 at January 31, 2004. The increase in working capital is primarily due to lower notes payable and
current maturities of long-term debt.

Cash provided by operating activities in fiscal 2003 was $87.7 million, compared to $103.8 million in fiscal 2002. The
decrease is due to lower accrued liabilities at the end of 2003, reflecting incentive plan and other expenses incurred
in fiscal 2002 that were paid in fiscal 2003 and lower trade payables, due to both the timing of purchases and lower
inventories.

Cash used for investing activities in fiscal 2003 included capital expenditures of $29.5 million, primarily for new
store openings and store remodelings at Famous Footwear and Naturalizer Retail. In fiscal 2004, we expect capital
expenditures of approximately $33 million to $35 million, primarily for new stores and store remodeling at Famous
Footwear.

Cash used in financing activities was $35.2 million representing the reduction of debt obligations of $33.0 million
and the payment of $7.1 million in dividends, net of proceeds from stock option exercises of $4.9 million.

In May 2000, we announced a stock repurchase program authorizing the repurchase of up to 2 million shares of our
outstanding comumon stock. In fiscal 2003 and 2002, we did not purchase any shares. Since the inception of this
program, we have repurchased a total of 928,900 shares for $11.3 million.

The Company paid dividends equaling $0.40 per share in fiscal 2003 and fiscal 2002. The fiscal 2003 dividends
marked the 81st year of consecutive quarterly dividends.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Inventories
Inventories are our most significant asset, representing 52% of total assets at the end of 2003. We value inventories
at the lower of cost or market, with 95% of consolidated inventories using the last-in, first-out (LIFO) method.

We continually apply our judgment in valuing our inventories by assessing the net realizable value of our inventories
based on current selling prices. At our Famous Footwear division, we recognize markdowns when it becomes
evident that inventory items will be sold at retail prices less than cost, plus the cost to sell the product. This policy
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- causes gross profit rates at Famous Footwear to be lower than the initial markup during periods when permanent
price reductions are taken to clear product. At all other divisions, we provide markdown reserves to reduce the
carrying values of inventories to a level where, upon sale of the product, we will realize our normal gross profit rate.
We believe these policies reflect the difference in operating models between Famous Footwear and our other
divisions. Famous Footwear continually runs promotional events to drive seasonal sales to clear seasonal
inventories. The other divisions rely on permanent price reductions to clear slower-moving inventory.

Beginning in late fiscal 2001 and throughout fiscal 2002 and 2003, the Famous Footwear division implemented an
initiative to reduce significantly its overall level of inventory and improve the freshness of product and velocity of
inventory turnover in its stores. In the fourth quarter of fiscal 2001, we recorded a $16.0 million charge to allow
unusually deep retail price reductions to accelerate the clearance of older merchandise. As a result of this initiative,
the aging of the inventory at the end of fiscal 2003 and 2002 had improved considerably. With the reduction in aged
merchandise, inventory turns have improved, and customers are purchasing more current-season merchandise,
which has improved the gross profit rates at the division.

Income Taxes
We provide taxes for the effects of timing differences between financial and tax reporting,. These differences relate
principally to employee benefit plans, bad debt reserves, depreciation and mventory

We do not provide deferred taxes on the accumulated unremitted earnings of our.Canadian and other foreign
subsidiaries. Based on the current United States and Canadian income tax rates, we anticipate that no additional
taxes would be due if the Canadian earnings were distributed. With regard to our other foreign subsidiaries, our

- intention is to reinvest these earnings indefinitely or to repatriate the earnings only when it is tax-effective to do so.
If these amounts were not considered indefinitely reinvested, additional deferred taxes of approximately

$26.7 million would have been provided.

At January 31, 2004, we had foreign tax credit carryforwards of $6.2 million. The carrjrforward periods for these
credits expire in fiscal 2006. We believe these credits will be realized through normal operations and available tax
planning strategies.

Store Closing and Impairment Charges
We regularly analyze the results of all of our stores and assess the viability of underperforming stores to determine

" whether they should bé closed or whether their long-lived assets have been impaired. We perform-asset impairment

tests at'least annually, on a store-by-store basis. After allowing for an appropriate start-up period, unusual
nonrecurring events or favorable trends, we write down to fair value the fixed assets of stores indicated as
impaired.

Litigation and Tax Contingencies

We are the defendant in several claims and lawsuits arising in the ordinary course of business. We do not believe
any of these ordinary course of business proceedings will have a material adverse effect on our consolidated
financial position or results of operations. We accrue our best estimate of the cost of resolution of these claims.
Legal defense costs. of such claims are recognized in the period in which we incur the costs.

We are audited periodically by domestic and foreign tax authorities. In evaluating issues raised in such audits, we
provide reserves for exposures as appropriate.

Environmental Matters

We are involved in environmental remediation and ongoing compliance activities at several sites. We are

. remediating, under the oversight of Colorado authorities, contamination at and beneath our owned facility in
Colorado (also known as the “Redfield” site) and groundwater and indoor air in residential neighborhoods adjacent -
to and near the property, which have been affected by solvents previously used at the site and surrounding
facilities. In addition, various federal and state authorities have identified the Company as a potentially responsible
party for remediation at certain landfills. While we currently do not operate manufacturing facilities, prior
operations included numerous manufacturing and other facilities for which we may have responsibility under various
environmental laws to address conditions that may be identified in the future. See Note 14 to the consolidated
financial statements for a further description of specific properties.
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We provide reserves for estimated costs associated with our environmental remediation matters. We continually
assess the level of reserves required. We base such assessments on the most recent information available as to the
actions that will be required by the various federal and state authorities responsible for the various sites. We believe
the reserves carried at January 31, 2004, of $10.4 million, are appropriate, but changes in estimates and actions
necessary to complete the regulatory requirements may cause the required levels of reserves to change.

OFF-BALANCE SHEET ARRANGEMENTS

At January 31, 2004, we were contingently liable for remaining lease commitments of approximately $12 million in
the aggregate, which primarily relate to the Cloth World and Meis specialty retailing chains, which were sold in
prior years. These obligations will continue to decline over the next several years as leases expire. In addition, we
are a guarantor of an Industrial Development Bond financing of $3.5 million for a manufacturing and warehouse
facility in Bedford County, Pennsylvania. In 1985, these facilities and the business that operated them were sold to
another party, which assumed this obligation. This financing is scheduled to be paid annually beginning in 2004
through 2009. In order for us to incur any liability related to these lease commitments and guarantees, the current
owners would have to default. At this time, we do not believe this is reasonably likely to occur.

CONTRACTUAL OBLIGATIONS

In the normal course of business, we enter into contracts and commitments which obligate us to make payments in
the future. The table below sets forth cur significant future obligations by time period. Further information on these
commitments is provided in the notes to our consolidated financial statements, which are cross-referenced in this
table. Our obligations outstanding as of January 31, 2004 include the following:

Payments Due by Period

Less Than 1-3 3-5  More Than
{$ millions) Total 1 Year Years Years 5 Years
Notes payable® : $ 195 $195 $ — § — $ —
Long-term debt® 100.0 — 1000 — —
Operating lease commitments (Note 10) 560.6 118.2 184.0 125.3 133.1
Minimum license commitments 10.5 6.0 4.5 — —
Purchase obligations® -+ 3537 3515 2.2 — —
Total $1,044.3 $4952 $290.7 $126.3  $133.1

@) Notes payable bear interest at the LIBOR rate plus 2.25%. Interest obligations are not included in the table above. See Note 8 to the
~consolidated financial statements.

@ Long-term debt bears interest at the LIBOR rate plus 2.25%. The Company has interest rate swap agreements, with notional amounts of
$50 million expiring in each of October 2004 and October 20086, that convert variable rate interest payable on $100 million of long-term
borrowings under the revolving credit agreement to a fixed rate of 6.88%. Interest obligations are not included in the table above. See Note §
to the consolidated financial statements.

© purchase obligations include agreements to purchase goods or services in the normal course of business that specify all significant terms,
including quantity and price provisions.

SAFE HARBOR STATEMENT UNDER THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995 AND FORWARD-LOOKING STATEMENTS

This “Management’s Discussion and Analysis of Operations and Financial Condition” contains forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1995. Actual results could differ
materially from those projected, as they are subject to various risks and uncertainties. These risks and uncertainties
include, without limitation, the risks detailed in Item 1, “Business” under the caption “Risk Factors,” and those
described in other documents and reports filed from time to time with the Securities and Exchange Commission,
press releases and other communications. We do not undertake any obligation or plan to update these forward-
looking statements, even though our situation may change.

ITEM 7A QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

FINANCIAL INSTRUMENTS

The market risk inherent in our financial instruments and positions represents the potential loss arising from
adverse changes in foreign currency exchange rates and interest rates. To address these risks, we enter into various
hedging transactions to the extent described below. All decisions on hedging transactions are authorized and
executed pursuant to our policies and procedures, which do not allow the use of financial instruments for trading
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purposes. We also are exposed to credit-related losses in the event of nonperformance by counterparties to these
financial instruments. Counterparties to these agreements, however, are major international financial institutions,
and we believe the risk of loss due to nonperformance is minimal.

A description of our accounting policies for derivative financial instruments is included in Note 11 to the
consolidated financial statements.

FOREIGN CURRENCY EXCHANGE RATES

In the normal course of business, we aré exposed to foreign currency exchange rate risks as a result of having
assets, liabilities and inventory purchase commitments outside the United States. We employ an established foreign
currency hedging strategy to protect earnings and cash flows from the adverse impact of exchange rate movements.
A substantial portion of inventory sourced from foreign countries is purchased in United States dollars and,
accordingly, is not subject to exchange rate fluctuations. However, where the purchase price is to be paid in a
foreign currency, we enter into foreign exchange contracts or option contracts, with maturity periods of normally
less than one year, to reduce our exposure to foreign exchange risk. The level of outstanding contracts during the
year is dependent on the seasonality of our business and demand for footwear from various locations throughout
the world. The changes in market value of foreign exchange contracts have a high correlation to the price changes
in the currency of the related hedged transactions. The potential loss in fair value of our net currency positions at
January 31, 2004 resulting from a hypothetical 10% adverse change in all foreign currency exchange rates would
not be material.

Assets and liabilities outside the United States are primarily located in Canada and Hong Kong. Our investments in
foreign subsidiaries with a functional currency other than the United States dollar are generally considered long-
term and thus are not hedged. The net investment in such foreign subsidiaries translated into dollars using the
year-end exchange rates was approximately $40 million at January 31, 2004. The potential loss in fair value
resulting from a hypothetical 10% adverse change in foreign exchange rates would be approximately $4.0 million.
Any loss in fair value would be reflected as a cumulative translation adjustment in other comprehensive income and
would not impact net earnings.

INTEREST RATES

Our financing arrangements include $119.5 million of outstanding variable rate debt at January 31, 2004. We have
interest rate swap derivative instruments outstanding at year-end to fix the interest rate on $100 million of the
borrowings outstanding under the revolving bank credit facility. Changes in interest rates impact fixed and variable
rate debt differently. A change in the interest rate on fixed rate debt will only impact the fair value of the debt,

" whereas a change in the interest rates on variable rate debt will impact interest expense and cash flows.

Under the bank credit agreement and after consideration of our interest rate swap instruments, the only portion of
our outstanding debt obligation subject to variable interest rates is $19.5 million. A hypothetical 10% adverse
change in interest rates on the average outstanding borrowings during fiscal 2003 would not have been material to
our net earnings or cash flows.

At January 31, 2004, the fair value of our long-term debt is estimated at approximately $100.0 million, based upon
the borrowing rate currently available to us for financing arrangements with similar terms and maturities. The fair
value of our interest rate swap instruments associated with this debt at January 31, 2004 was an unrealized loss of
$4.5 million. Market risk is viewed as the potential change in fair value of our debt resulting from a hypothetical
10% adverse change in interest rates and would be zero for our long-term debt and approximately $0.5 million
related to the interest rate swap agreements at January 31, 2004.

Information appearing under the caption “Derivative Financial Instruments” in Note 11 of the consolidated financial
statements is‘incorporated herein by reference. = --.. . ' ’
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ITEM 8 FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Report of Independent Auditors

The Shareholders and Board of Directors
Brown Shoe Company, Inc.

We have audited the accompanying consolidated balance sheets of Brown Shoe Company, Inc. as of January 31,
2004 and February 1, 2003 and the related statements of consolidated earnings, shareholders’ equity and cash flows
for each of the three years in the period ended January 31, 2004. Our audits also included the financial statement
schedule listed in the Index at Item 15(a). These financial statements and schedule are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements and schedule
based on our audits. -

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards 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. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Brown Shoe Company, Inc. at January 31, 2004 and February 1, 2003 and the consolidated
results of its operations and its cash flows for each of the three years in the period ended January 31, 2004, in
conformity with accounting principles generally accepted in the United States. Also, in our opinion, the related
financial statement schedule, when considered in relation to the basic financial statements taken as a whole,
presents fairly in all material respects the information set forth therein.

Eanct ¥ MLLP

St. Louis Missouri
February 24, 2004
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Consolidated Balance Sheets

January 31, February 1,

{$ thousands, except number of shares and per share amounts) 2004 2003
Assets
Current Assets
Cash and cash equivalents $ 55,657 $ 32,121
Receivables, net of allowances of $5,899 in 2003 and $6,674 in 2002 81,930 82,486
Inventories, net of adjustment to last-in, first-out cost of $12,250 in 2003 and $12,146 in
2002 376,210 392,684
Deferred and refundable income taxes 4,638 11,297
Prepaid expenses and other current assets 11,250 9,681
Total current assets 529685 528,169
Prepaid pension costs 53,876 51,091
Other assets 29,816 32,201
Property and equipment, net 85,548 84,813
Goodwill and intangible assets, net . 20,405 18,602
Total assets $719,330 $714,876

Liahilities and Shareholders’ Equity
Current Liabilities

Notes payable $19,500  $29,000
Trade accounts payable ‘ 116,677 129,209
Employee cormpensation and benefits 40,547 54,464
Other accrued expenses 56,160 46,337
Income taxes 2,960 5,352
Current maturities of long-term debt — 20,000
Total current liabilities ; 235,844 284,362
Other Liabilities
Long-term debt, including capitalized lease obligations 100,000 103,493
Deferred income taxes 1,643 1,339
Other liabilities 26,713 29,075
Total other liabilities 128,358 133,907

Shareholders’ Equity
Preferred stock, $1.00 par value, 1,000,000 shares authorized; no shares outstanding — —
Common stock, $3.75 par value, 100,000,000 shares authorized; 18,076,589 and

17,682,682 shares outstanding in 2003 and 2002, respectively 67,787 66,311
Additional capital 62,712 50,224
Unamortized value of restricted stock (3,408) (1,961)
Accumulated other comprehensive loss (4,934) (11,147
Retained earnings 232,911 193,180

Total shareholders’ equity 355,128 296,607
Total liabilities and shareholders’ equity $719,330 $714,876

See notes to consolidated financial statements.
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Consolidated Earnings

($ thousands, except per share amounts) 2003 2002 2001
Net sales $1,832,108  $1,841,443  $1,755,848
Cost of goods sold 1,073,442 1,100,654 1,089,549
Gross profit 758,666 740,789 666,299
Selling and administrative expenses 681,585 667,456 653,063
Provision for environmental litigation costs 3,107 — —
Operating earnings 73,974 73,333 13,236
Interest expense 9,781 12,236 20,240
Interest income {462) (402) (1,329)
Loss on early redemption of debt — — 7,566
Earnings (loss) before income taxes 64,655 61,499 (13,231)
Income tax (provision) benefit (17,161) (16,327) 9,269
Net earnings (loss) ' $ 46894 $ 45172 5 (3,962)
Basic net earnings (loss) per common share $ 265 § 2.60 3 (0.23)
Diluted net earnings (loss) per common share $ 252 § 252 § (0.23)

See notes to consolidated financial statements.
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Consolidated Cash Flows

($ theusands) 2003 2002 2001
Operating Activities
Net earnings (loss) $ 46,894 $ 45172 $ (3,962)
Adjustments to reconcile net earnings (loss) to net cash provided by operating
activities:
Depreciation 25,457 23,484 23,230
Amortization 15 695 2,513
Share-based compensation expense 4,113 2,071 1,020
Tax benefit related to share-based plans 1,543 — —
Loss on disposal of facilities and equipment 1,653 3,394 5,468
Impairment charges for facilities and equipment 2,693 1,687 926
Provision for (recoveries from) doubtful accounts (194) 652 763
Changes in operating assets and liabilities:
Receivables 750 (14,833) (4,665)
Inventories 16,374 3,643 31,603
Prepaid expenses and other current assets 5,090 18,260 (19,230)
Trade accounts payable and accrued expenses (15,291) 21,794 (10,960)
Income taxes (2,392 4,302 (1,300)
Other, net 389 (7,062) (4,286)
Net cash provided by operating activities 87,7154 103,759 21,120
Investing Activities
Capital expenditures (29,467) (25,648) (26,319)
Other 486 148 2,587
Net cash used by investing activities (28,981) (25,500) (23,732)
Financing Activities
Decrease in short-term notes payable (9,500) (35,250) (2,250)
Debt issuance costs "—— (265) (5,214)
Principal payments of long-term debt (23,500) (28,550) (110,000)
Additions to long-term debt — — 100,000
Payments for purchase of treasury stock — — (2,630)
Proceeds from stock options exercised 4,926 2,259 1,915
-Dividends paid - , (7,163) (7,044) (6,988)
Net cash used by financing activities . = o B , , (35237)  (68,850)  (25,167)
Increase (decrease) in cash and cash equivalents 23,536 9,409 27,779
Cash and cash equivalents at beginning of year 32121 22,712 50,491
Cash and cash equivalents at end of year $ 55657 $ 32,121 $ 22,712

See notes to consolidated financial statements.
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Unamortized Accumulated
Value of Other Total
Comman Stock Additional Restricted  Comprehensive Retained  Shareholders’
($ thousands, except number of shares and per share amounts) Shares Dollars Capital Stock Income (Loss) Earnings Equity
BALANCE FEBRUARY 3, 2001 17,460,772 $65477 $46,578  $(2,386) $ (7,138) $167,441 $269,972
Net loss (3,962) (3,962)
Currency translation adjustment (2,115) (2,115)
Unrealized losses on derivative instruments,
net of tax benefit of $383 (722) (722)
Comprehensive loss (6,799
Adjustment for change in year-end 166 166
Dividends ($0.40 per share) (6,988) (6,988)
Treasury stock acquired (145,300) (547) (399) (1,684) (2,630)
Stock issued under employee benefit and
restricted stock plans 168,713 634 1,769 (488) 1,915
Share-based compensation 965 55 1,020
BALANCE FEBRUARY 2, 2002 17,483,585 $65,564 $47,948 $(1,909) $ (9,975) $155,028 $256,656
Net earnings 45,172 45,172
Currency translation adjustment 1,607 1,607
Unrealized losses on derivative instruments,
net of tax benefit of $1,485 2,779 2,779
Comprehensive income 44,000
Dividends ($0.40 per share) (7,044) (7,044)
Stock issued under employee benefit and
restricted stock plans 199,097 747 2,276 (764) 2,259
Share-based compensation 712 24 736
BALANCE FEBRUARY 1, 2003 17,682,682 $66,311 $50,224  $(1,961) $(11,147) $193,180 $296,607
Net earnings 46,894 46,894
Currency translation adjustment 5,553 5,553
Unrealized gains on derivative instruments,
net of tax provision of $301 560 660
Comprehensive income 53,107
Dividends ($0.40 per share) (1,163) (7,163)
Stock issued under employee benefit and
restricted stock plans 393,907 1,476 5,715 (2,265) 4,926
Tax benefit related to share-based plans 1,543 1,543
Share-based cormpensation 5,290 818 6,108
BALANCE JANUARY 31, 2004 18,076,589 §$ 67,787 $ 62772 $ (3,408) $ (4,934 $ 232911 ¢ 355128

See notes to consolidated financial statements.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization
Brown Shoe Company, Inc. (the “Company”), founded in 1878, is a footwear retailer and wholesaler. The
Company's shares trade under the “BWS” symbol on the New York and Chicago Stock Exchanges.

The Company provides a broad offering of branded, licensed and private-label casual, athletic and dress footwear
products to women, children and men. Footwear is sold at a variety of price points through multiple distribution
channels both domestically and internationally. The Company currently operates 1,271 retail shoe stores in the
United States and Canada primarily under the Famous Footwear and Naturalizer names. In addition, through its
Wholesale division, the Company designs, sources and markets footwear to retail stores domestically and
internationally, including department stores, mass merchandisers and specialty shoe stores. In fiscal 2003,
approximately 69% of the Company’s sales were at retail, compared to 69% in 2002 and 71% in 2001. See Note 6
for additional information regarding the Company's business segments.

Consolidatidn‘ »
The consolidated financial statements include the accounts of the Company and its wholly-owned and majority-
owned subsidiaries, after the elimination of intercompany accounts and transactions.

Accounting Period

The Company's fiscal year is the 52- or 53-week period ending the Saturday nearest to January 31. Fiscal years
2003, 2002 and 2001 ended on January 31, 2004, February 1, 2003 and February 2, 2002, respectively. Fiscal years
2003, 2002 and 2001 each included 52 weeks.

Reclassifications
Certain prior period amounts have been reclassified to conform to current period presentation. These
reclassifications did not affect net earnings.

Use of Estimates

The preparation of the financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and
-accompanying notes. Actual results could differ from those estimates.

Cash and Cash Equivalents
The Company considers all short-term investments with maturities of three months or less when purchased to be
cash equivalents. Cash and cash equivalents are stated at cost, which approximates fair value.

Receivables ,

The Company evaluates the collectibility of selected accounts receivable on a case-by-case basis and makes
adjustments to the bad debt reserve for expected losses. The Company considers factors such as ability to pay,
bankruptcy, credit ratings and payment history. For all other accounts, the Company estimates reserves for bad
debts based on experience and past due status of the accounts. If circumstances related to customers change,
estimates of recoverability would be further adjusted. During fiscal 2003, 2002 and 2001, the Company recognized a
provision for (recoveries from) doubtful accounts of $(0.2) million, $0.7 million and $0.8 million, respectively.

Inventories . .

All inventories are valued at the lower of cost or market, with 95% of consolidated inventories using the last-in,
first-out (LIFO) method. If the first-in, first-out (FIFO) method had been used, inventories would have been
$12.3 million and $12.1 million higher at January 31, 2004 and February 1, 2003, respectively. Substantially all
inventory is finished goods. ' '

- The cost of inventory, inbound ffeight and. duties, markdowns: shrinkage and royalty'exper\se are reflected in cost
of goods sold. Costs of warehousing and distribution are reflected in selling and administrative expense and are
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expensed as incurred. Such warehousing and distribution costs totaled $50.0 million, $51.1 million and $53.1 million
in fiscal 2003, 2002 and 2001, respectively. Costs of overseas sourcing offices and other inventory procurement
costs are reflected in selling and administrative expense and are expensed as incurred. Such sourcing and
procurement costs totaled $17.6 million, $17.7 million and $19.1 million in fiscal 2003, 2002 and 2001, respectively.

Markdowns are recorded to reflect expected adjustments to sales prices. In determining markdowns, management
considers current and recently recorded sales prices, the length of time the product is held in inventory and
quantities of various product styles contained in inventory, among other factors. The ultimate amount realized from
the sale of certain products could differ from management estimates.

Computer Software Costs
The Company capitalizes in other assets certain costs, including internal payroll costs, mcurred in connection with
the development or acquisition of software for internal use.

Property and Equipment

Property and equipment are stated at cost. Depreciation and amortization of property and equipment are provided
over the estimated useful lives of the assets or the remaining lease terms, where applicable, using the straight-line
rmethod.

Goodwill and Intangible Assets
Goodwill and intangible assets deemed to have indefinite lives are not amortized, but are subject to annual
impairment tests. Other intangible assets are amortized over their useful lives.

Revenue Recognition

Retail sales are net of returns and exclude sales tax. Wholesale sales and sales through the Company’'s Web sites are
recorded, net of returns, allowances and discounts, when the merchandise has been shipped and title has passed to
the customer. Reserves for projected merchandise returns, discounts and allowances are carried based on
experience. Revenue is recognized on license fees related to Company-owned brand names, where the Company is
licensor, when the related sales of the licensee are made.

Store Closing and Impairment Charges

In fiscal 2002, the Company adopted the provisions of Statement of Financial Accounting Standards

(SFAS) No. 146, Accounting for Costs Associated With Exit or Disposal Activities. Under this pronouncement,
the costs of closing stores, including lease termination costs, fixed assets writeoffs and severance, as applicable, are
recorded when the store is closed or when a binding agreement is reached with the landlord to close the store. In
fiscal 2001 and prior, such costs were recorded when the decision was made to close a store.

Asset impairment tests are performed at least annually, on a store-by-store basis. After allowing for an appropriate
start-up period, unusual nonrecurring events or favorable trends, property and equipment at stores indicated as
impaired are written down to fair value.

Advertising and Marketing Expense

All advertising and marketing costs are expensed at the time the event occurs or the promotion first appears in
media or in the store, except for direct response advertising that relates primarily to the production and
distribution of the Company’s catalogs.

Such costs are amortized over the expected future revenue stream, which is two months from the date catalogs are
mailed. In addition, the Company participates in co-op advertising programs with certain of its wholesale customers.
For those co-op advertising programs where the Company has validated the fair value of the advertising received,
co-op advertising costs are reflected as advertising expense. Otherwise, co-op advertising costs are reflected as a
reduction of net sales.

Total advertising and marketing expense was $52.9 million, $55.0 million and $52.8 million in fiscal 2003, 2002 and
2001, respectively. In fiscal 2003, 2002 and 2001, these costs include co-op advertising costs provided to wholesale
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customers of $3.7 miilion, $6.4 million and $6.1 million and are offset by co-op advertising allowances recovered by
the Company’s retail divisions of $5.4 million, $4.5 million and $3.2 million, respectively. Total co-op advertising
costs reflected as a reduction of net sales were $4.6 million in fiscal 2003 and $0 for each of fiscal 2002 and 2001.

Income Taxes :

Provision is made for the tax effects of timing differences between financial and tax reporting. These differences
relate principally to employee benefit plans, accrued expenses, foreign tax credit carryforwards, bad debt reserves,
inventory and depreciation.

.Operating Leases - : o » : :

- The Company leases its store premises under operating leases. Many leases entered into by the Company include
options under which the Company may extend the lease term beyond the initial commitment period, subject to
‘terms agreed to at lease inception. Some leases also include early termination options which can be exercised under
specific conditions. :

For leases that have predetermined fixed escalations of the minimum rentals, the Company recognizes the related
rental expense on a straight-line basis and records the difference between the recognized rental expense and
amounts payable under the lease as accrued rent, which is reflected as a component of other accrued expenses on
the accompanying balance sheets.

Many of the leases covering retail stores require contingent rentals in addition to the minimum monthly rental
charge, based on retail sales volume. The Company records expense for contingent rentals during the period in
which the retail sales volume exceeds the respective targets. :

Earnings per Share

Basic earnings per comumon share is computed using the weighted average number of common shares outstanding
during the year. Diluted earnings per common share is computed using the weighted average number of common
shares and potential dilutive securities outstanding ‘during the period. Potential dilutive securities consist of
outstanding stock opticns and unvested restricted stock awards.

Comprehensive tncome ' .
Comprehensive income includes the effect of foreign currency translation adjustments and unrealized gains and
losses on derivative instruments. The accumulated other comprehensive loss for the Company is comprised of
cumulative foreign currency translation adjustments of $2.1 million, $7.6 million and $9.3 million in fiscal 2003, 2002
and 2001, respectively, and unrealized losses on derivative financial instruments used for hedging activities of -

$2.8 million, $3.5 million and $0.7 million in fiscal 2003, 2002 and 2001, respectively.

Share-Based Compensation

As of January 31, 2004, the Company had four share-based compensation plans, which are described more fully in
Note 16. The Company accounts for those plans under the recognition and measurement principles of Accounting
Principles Board (APB) Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations.
Compensation expense is recognized in net earnings for stock appreciation units, stock performance plans and
restricted stock grants. No compensation cost is reflected in net earnings for stock options, as all option grants had
an exercise price equal to the market value of the underlying common stock on the date of grant. The following
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table illustrates the effect on net income and earnings per share as if the Company had applied the fair value
recognition provisions of SFAS No. 123, Accounting for Stock-Based Compensation, to stock options ouistanding:

{$ thousands, except per share amounts) 2003 2002 2001
Net earnings (loss), as reported $ 46,894 $45,172 $(3,962)
Add: Total share-based employee compensation expense included

in reported net earnings, net of related tax effect 3,102 1,346 663
Deduct: Total share-based employee compensation expense determined

under the fair value-based method for all awards, net of related tax effect (5,387) (3,323) (1,997)
Pro forma net earnings (loss) $ 44,609 $43.195 £(5,296)
Earnings (loss) per share:

Basic — as reported $ 265 $§ 260 $ (023

Basic — pro forma 2.52 2.49 (0.31)

Diluted — as reported 2.52 2.52 023

Diluted — pro forma 240 2.41 (031

2. EARNINGS PER SHARE

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

{$ thousands, except per share amounts) 2003 2002 2001
NUMERATOR

Net earnings (loss) , 446,894 $45,172 $(3,962)
DENOMINATOR (thousand shares)

Denominator for basic earnings (loss) per common share 11,677 17,367 17,188
Dilutive effect of unvested restricted stock and stock options 939 572 351
Denominator for diluted earnings (loss) per common share 18,616 17,939 17,5639
Basic earnings (loss) per common share $ 265 $ 2.60 $ (0.23)
Diluted earnings (loss) per common share ‘ $ 252 $ 252  § (0.23)

Options to purchase 34,982, 311,325 and 947,952 shares of common stock in 2003, 2002 and 2001, respectively,
were not included in the denominator for diluted earnings (loss) per common share because their effect would be
antidilutive.

3. RESTRUCTURING AND OTHER SPECIAL CHARGES

Closure of Canadian Manufacturing Facility

In the fourth quarter of fiscal year 2003, the Company announced the closing of its last Canadian footwear
manufacturing factory located in Perth, Ontario, and recorded a pretax charge of $4.5 million, the components of
which are as follows:

® Severance and benefit costs for approximately 300 factory employees — $2.3 million
¢ Inventory markdowns to liquidate factory inventory — $1.6 million
e Cost to buy out leases prior to their normal expiration date — $0.6 million
As of January 31, 2004, no spending has occurred against the factory closing charge. Of the $4.5 million charge,

$1.6 million was reflected in cost of goods sold and $2.9 million was reflected in selling and administrative expenses.
A tax benefit of $1.8 million was associated with this charge.

Provision for Environmental Litigation Costs

The Company recorded a $3.1 million charge in the fourth quarter of 2003 related to the class action litigation
related to its Redfield facility in Denver, Colorado, and related costs, including the verdict, anticipated pretrial
interest and sanction costs. A tax benefit of $1.1 million was associated with this charge. See Note 14 for further
information related to this charge.
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Other

In the fourth quarter of 2001, the Company’s Board of Directors approved the implementation of various initiatives
to improve the Company’s competitive position, reduce expenses and improve profitability that led to restructuring
charges totaling $41.4 million before taxes and $27.3 million after tax. Following is a summary of the charges on a
pretax basis:

e $16.8 million to close 97 underperforming domestic Naturalizer retail stores.

o $16.0 million to write down inventory at Famous Footwear to accelerate the clearance of older merchandise as
part of its initiative to improve inventory turns and “freshness.”

e $3.9 million of costs associated with the transition to new management at the Famous Footwear division. This
charge is primarily related to the retirement of the former President of this division.

e $3.5 million of severance costs related to the elimination of 117 positions in the Company’s information
systems, finance and human resources functions as it moves to a new shared-services platform.

o $1.2 million for the write-off of goodwill from the Company’s investment in its Shoes.com e-corumerce venture.

In the fourth quarter of fiscal 2002, the Company substantially completed these restructurings and determined a
portion of the reserves provided in fiscal 2001 would not be needed. Accordingly, a $2.0 million recovery was
recorded in earnings, of which $0.9 million related to the Naturalizer retail store closing reserves and $1.1 million
related to the severance reserve to implement the shared-services platform.

The Naturalizer retail store closing initiative originally identified 97 underperforming stores to be closed. During
fiscal 2002, the Company decided to keep four of these stores open and to close an additional 13 stores. As a result,
a total of 106 stores were included under this program. In the fourth quarter of fiscal 2002, the Company completed
negotiations with landlords to buy out of the remaining store leases and completed the closing of all but one store.
Assessment of remaining reserve needs indicated $0.9 million of the originally established reserve was not needed,
and it was reversed to earnings. In early fiscal 2003, $0.4 million was paid to landlords to complete all obligations.
Following is a summary of the activity in the Naturalizer retail store reserve, by category of cost:

Lease Inventory  Fixed Asset  Employee
{$ millions) Buyouts ~ Markdowns Writeoffs  Severance Total
Original charge and reserve balance $ 8.3 $ 4.1 $ 41 $03 $168
Expenditures in fiscal 2001 (0.5) (0.5) (0.3) — (1.3)
Expenditures in fiscal 2002 (6.8) @27 4.4 (0.2) 141
(Excess) shortfall recorded in earnings in 2002 (0.6) 0.8) 0.6 0.1 0.9
Expenditures in fiscal 2003 0.4) (0.1) — — (0.5)
Reserve balance January 81, 2004 $ — $ — $— $— & —

The severance reserve established to implement a new shared-services platform provided costs to eliminate

117 positions. As of February 1, 2003, 88 positions had been eliminated, resulting in $2.1 million of the reserve
being expended, with an additional $0.3 miilion remaining in the reserve that was paid out to certain of the
terminated employees in fiscal 2003. Due to personnel attrition and transfer to other positions, fewer personnel
were terminated than originally planned, leaving the $1.1 million of the reserve as excess. This excess was reversed
to income in the fourth quarter of fiscal 2002.

The 2001 pretax charges totaled $41.4 million, of which $20.1 million was reflected in cost of goods sold, and

$21.3 million was reflected in selling and administrative expenses. A tax benefit of $14.1 million was associated with
these nonrecurring charges. The 2002 pretax recoveries totaled $2.0 million, of which $0.8 million is reflected in
cost of goods sold and $1.2 millicn in selling and administrative expenses. A tax provision of $0.8 million was
associated with these recoveries.
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4. RETIREMENT AND OTHER BENEFIT PLANS

The Company sponsors pension plans in both the United States and Canada. The Company’s domestic pension plans
cover substantially all United States employees. Under the domestic plans, salaried, management and certain hourly
employees’ pension benefits are based on the employee’s highest consecutive five years of compensation during the
ten years before retirement; hourly employees’ and union members’ benefits are based on stated amounts for each
year of service. The Company’s Canadian pension plans cover certain employees based on plan specifications. Under
the Canadian plans, employees’ pension benefits are based on the employee’s highest consecutive five years of
compensation during the ten years before retirement. The Company’s funding policy for all plans is to make the
minimum annual contributions required by applicable regulations. The Company uses a measurement date of
December 31 for its pension and postretirement plans.

The Company also maintains an unfunded Supplemental Executive Retirement Plan (SERP). As of January 31,
2004, the projected benefit obligation of this plan was $10.6 million, and the accumulated benefit obligation was
$5.6 million.

In addition to providing pension benefits, the Company sponsors unfunded defined benefit postretirement health
and life insurance plans that cover both salaried and hourly employees who had become eligible for benefits by
January 1, 1995. The postretirement health care plans are offered on a shared-cost basis only to employees electing
early retirement. This coverage ceases when the employee reaches age 65 and becomes eligible for Medicare. The
retirees’ contributions are adjusted annually, and the Company intends to continue to increase retiree contributions
in the future. The life insurance plans provide coverage ranging from $1,000 to $38,000 for qualifying retired
employees.

Benefit Obligations
The following table sets forth changes in benefit obligations, including all domestic and Canadian plans:

Other Postretirement

Pension Benefits Benefits
(§ thousands) 2003 2002 2003 2002
Benefit obligation at beginning of year $126,353  $118,066 $4,732 $4915
Service cost 5,269 4,675 —_ —
Interest cost 1,999 7,694 212 299
Plan participants. contribution 35 36 115 241
Plan amendments 120 110 — —
Actuarial loss (gain) 6,854 7,595 10 (15)
Benefits paid (8,256)  (12,025) (388) (708)
Foreign exchange rate changes 121 202 —_ —
Benefit obligation at end of year $139,005 $126,353  $4,801 $4732

The accumulated benefit obligation for the United States pension plans was $119.6 million and $110.3 million as of
January 31, 2004 and February 1, 2003, respectively. The accumulated benefit obligation for the Canadian pension
plans was $4.8 million and $4.0 million as of January 31, 2004 and February 1, 2003, respectively.

Other Postretirement

Weighted Average Assumptions Pension Benefits Benefits

Used to Determine Benefit Obligations, End of Year 2003 2002 2003 2002
Discount rate 6.00% 6.25% 6.00% 6.25%
Rate of compensation increase 4.25% 4.25% N/A N/A
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Assumed health care cost trend rates have a minor effect on the benefit obligations reported for health care plans.
A 1-percentage-point change in the assumed health care cost trend rates would have the following effect
(in thousands):

1-Percentage 1-Percentage
Point Increase Point Decrease

Effect on postretirement benefit obligation $7 $(6)

Plan Assets
The following table sets forth changes in the fair value of plan assets, including all domestic and Canadian plans:

Other Postretirement
Pension Benefits Benefits

($ thousands) 2003 2002 2003 2002
Fair value of plan assets at beginning of year $163,238 $170,405 $ — $ —
Actual return on plan assets 35,695 1,142 — —
Employer contributions K} 3,435 213 467
Plan participants’ contributions 35 36 175 241
Benefits paid (8,256) (12,025)  (388) (708)
Foreign exchange rate changes 808 245 — —
Fair value of plan assets at end of year $191,551 $163238 § — § —

Employer contributions and benefits paid in the above table include both those amounts contributed directly to and
paid directly from plan assets and those amounts paid directly to plan participants.

The asset allocation for the Brown Shoe Company, Inc. Retirement Plan at the end of 2003 and 2002 and the target
allocation for 2004, by asset category, are as follows:

Target Percentage of Pian
Allocation for 2004 Assets at Year-End

2003 2002
Asset Category
Domestic equities 65% 67% 59%
Debt securities 0%  29% 37%
Foreign equities 5% 4% 4%
Total 100% 100% 100%

Domestic equities do not include any Company stock at January 31, 2004 or February 1, 2003. Plan assets are
valued at fair value based on quoted market values.

Pension assets are managed in accordance with the “prudent investor” standards of ERISA. The plan’s investment
objective is to earn a competitive total return on assets, while also ensuring plan assets are adequately managed to
provide for future pension obligations. This results in the protection of plan surplus and is accomplished by
matching the duration of the projected benefit obligation using leveraged fixed income instruments and, while
maintaining a 70% overall (U.S. and international) equity commitment, managing an equity overlay strategy. The
overlay strategy is intended to protect the managed equity portfolios against adverse stock market environments.
The Company delegates investment management to specialists in each asset class and regularly monitors manager
performance and compliance with investment guidelines.

Assets of the Canadian pension plans, which total approximately $6.2 million at January 31, 2004, were invested
58% in equity funds, 38% in bond funds and 4% in money market funds. The Canadian pension plans did not
include any Company stock as of January 31, 2004 or February 1, 2003.
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Funded Status

The following table recornciles the funded status of all plans, including domestic and Canadian plans:

Other Postretirement

Pension Benefits Benefits
($ thousands) 2003 2002 2003 2002
Over (under) funded status at end of year $52,456 $36,885 $(4,801) $(4,732)
Unrecognized net actuarial (gain) loss {4,928) 9,204 (136) (340)
Unrecognized prior service cost 1,974 1,775 N (105)
Unrecognized et transition obligation (asset) (1,203) (1,199) — —
Net amount recognized at end of year $47,899 $46665 $(4,938) $(5,177)

Amounts recognized in the consoclidated balance sheets consist of:

Other Postretirement

Pension Benefits Benefits
($ thousands) 2003 2002 2003 2002
Prepaid benefit cost $53876 $51,091 $§ — $ —
Accrued benefit cost (5977) (4,426) (4,938) (5,177
Net amount recognized at end of year $47,899 $46665 $(4,938) $(5,177)

The projected benefit obligation, the accumulated benefit obligation and the fair value of plan assets for pension
plans with a projected benefit obligation in excess of plan assets and for pension plans with an accumulated benefit

obligation in excess of plan assets, which includes only the Company’s SERP, were as follows:

Projected Benefit
Qbligation Exceeds the
Fair Value of Plan Assets

Accumulated Benefit
QObligation Exceeds the
Fair Value of Plan Assets

($ thousands) 2003 2002 2003 2002
End of Year

Projected benefit obligation $10,621 $8,018 $10,621 $8,018
Accumulated benefit obligation 5,587 4,259 5,587 4,259

Fair value of plan assets — —

The accumulated postretirement benefit obligation exceeds assets for all of the Company’s other postretirement

benefit plans.

Net Periodic Benefit Cost

Net periodic benefit cost (income) for 2003, 2002 and 2001 for all domestic and Canadian plans included the

following components:

Pension Benefits

QOther Postretirement Benefits

($ thousands) 2003 2002 2001 2003 2002 2001
Service cost $ 5,269 $ 4,675 $ 4,545 $ — $§ — § 1
Interest cost 1,999 7,694 7,856 272 299 327
Expected return on assets (14,810) (13,575) (13,408) —_ — —_
Amortization of:
Actuarial (gain) loss 380 172 300 (194) (319) (313)
Prior service cost 33 235 45 (105) (209) (209)
Net transition asset (166) (147 (146)
Settlement cost — — 1,300 — — —
Total net periodic benefit cost (income) $ (1015) $ (946) $ 494 $ Q21 $(229)  $(194)

42




BROWN SHOE COMPANY, INC. 2003 FORM 10-K

Notes to Consolidated Financial Statements (continued)

Lol Pension Benefits Other Postretirement.Benefits
Weighted Average Assumptions Used to Determine Net Cost 2003 2002 2001 2003 2002 2001
Discount rate 6.25% 6.75% - - 7.00% 6.25% 6.75% 7.00%
Rate of compensation increase . 4.25% 4.50% 4.50% N/A N/A N/A
Expected return on plan assets ' 9.00% 9.00% 9.50% N/A N/A N/A
Health care cost trend on covered charges N/A N/A N/A 8.00% 8.00% 6.50%

The prior service cost is amortized on a straight-line basis over the average future service of active plan participants
benefiting under the plan at the time of each plan amendment. The net actuarial loss (gain) subject to amortization
is amortized on a straight-line basis over the average future service of active plan participants as of the
measurement date. The net transition asset is amortized over the estimated service life.

The expected long-term rate of return on plan assets is based on historical and projected rates of return for current
and planned asset classes in the plan’s investment portfolio. Assumed projected rates of return for each asset class
were selected after analyzing experience and future expectations of the returns. The overall expected rate of return
for the portfolic was developed based on the target allocation for each asset class.

Assumed health care cost trend rates have a negligible effect on the cost reported for health care plans.

Expected Cash Flows
Information about expected cash flows for all pension and postretirement benefit plans follows:

Other

Pension Benefits Postretirement

($ thousands) ’ Funded Plans SERP Total Benefits
Employer Gontributions ,
2004 expected contributions to plan trusts 3 — $ e $ —
2004 expected contributions to plan

participants — 200 200 600
Expected Benefit Payments
2004 $ 6,932 $ 200 & 7,132 $ 600
2006 ’ 6,989 200 7,189 500
2006 6,811 100 6,911 500
2007 7,013 /100 7,113 500
2008 7,214 2,500 9,714 400
2009 - 2013 40,024 12,000 52,024 . 1,900

Defined Gontribution Plans

The Company’s domestic defined contribution 401(k) plan covers salaried and certain hourly employees. Company
contributions represent a partial matching of employee contributions generally up to a maximum of 3.5% of the
employee’s salary. The Company’s expense for this plan was $3.0 million, $2.4 million and $2.5 million in 2003, 2002
and 2001, respectively. ‘ o

The Company’s Canadian defined contribution plan covers certain salaried and hourly employees. The Company
makes contributions for all eligible employees, ranging from 3% to 8% of the employee’s salary. In addition, eligible
employees may voluntarily contribute to the plan. The Company’s expense for this plan was $0.2 million,

$0.1 million and $0.1 million in 2003, 2002 and 2001, respectively.

5. INCOME TAXES

The components of earnings (loss) before income taxes consisted of domestic earnings (loss) before income taxes
of $44.7 million, $31.3 million and $(42.9) million in 2003, 2002 and 2001, respectively, and foreign earnings before
income taxes of $20.0 million, $30.2 million and $29.7 million in 2003, 2002 and 2001, respectively. ‘
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The components of income tax provision (benefit) on earnings were as follows:

($ thousands) 2003 2002 2001
FEDERAL
Current $11,750 $ 6,705 $ (4,5636)
Deferred 6,673 5,458 (8,438)
18423 12,163  (12,974)
STATE 831 2,573 (14)
FOREIGN (1,499) 1,591 3,719
Total income tax provision (benefit) $17,761 $16,327 $ (9,269

The Company made federal, state and foreign tax payments, net of refunds, of $12.9 million, $1.8 million and

$12.5 million in fiscal 2003, 2002 and 2001, respectively.

The differences between the tax expense reflected in the financial statements and the amounts calculated at the

federal statutory income tax rate of 35% were as follows:

($ thousands) 2003 2001

Income taxes at statutory rate $22,629 $21,626 $(4,631)
State income taxes, net of federal tax benefit 544 1,672 [©))
Foreign earnings taxed at lower rates (5,616) (7,874) (5,834)
Operating loss of majority-owned subsidiary

with no tax benefit 66 935
Other 138 270
Total income tax provision (benefit) $17,761 $16,327 $(9,269)

Significant components of the Company’s deferred income tax assets and liabilities were as follows:

($ thousands) January 31, 2004 February 1, 2003

Deferred Tax Assets

Employee benefits, compensation and insurance $ 8412 $ 6,482

Accrued expenses 6,437 5,015

Foreign tax credit carryforwards 6,173 7,424

Postretirement and postemployment benefit plans 2,620 2,404

Allowance for doubtful accounts 2,525 2,244

Depreciation 2,463 2,240

Unrealized losses on derivative activities 1,567 1,868

Inventory capitalization and inventory reserves 999 5,441

Other 3,652 6,077

Total deferred tax assets 34,848 39,195

Deferred Tax Liabilities

Retirement plans (16,544) (15,640)
LIFO inventory valuation {14,051) (9,540)
Other (1,260) (4,067
Total deferred tax liabilities (31,855) (29,237)
Net deferred tax asset $ 2993 $ 9,958

At the end of fiscal 2003, the Company had foreign tax credit carryforwards of $6.2 million, which expire in
fiscal 2006. No valuation allowance is deemed necessary for the foreign tax credit carryforward or the net deferred
tax asset as of January 31, 2004, as management believes it is more likely than not the deferred tax asset will be

fully realized.

As of January 31, 2004, no deferred taxes have been provided on the accumulated unremitted earnings of the
Company's foreign subsidiaries that are not subject to United States income tax. The Company’s intention is to
reinvest these earnings indefinitely or to repatriate the earnings only when it is tax-effective to do so. If these
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amounts were not considered indefinitely reinvested, additional deferred taxes of approximately $26.7 million would
have been provided. :

6. BUSINESS SEGMENT INFORMATION

" The Company’s reportable segments include Famous Footwear, Wholesale operations, Naturalizer Retail and Other.

Famous Footwear, which represents >the Comijany’s largest division, operated 893 stores at the end of 2003,
primarily selling branded footwear for the entire family.

Wholesale operations soﬁrce and market branded, licensed and private-label footwear primarily to department
stores, mass merchandisers, independent retailers and Company-owned Naturalizer Retail and Famous Footwear
stores.

Naturalizer Retail specialty store operations include 208 stores in the United States and 170 stores in Canada at
year-end, selling primarily Naturalizer brand footwear in regional malls and outlet centers.

The Other segment includes the corporate assets and administrative and other expenses which are not allocated to
the operating units. It also includes the Company’s investment in its majority-owned subsidiary, Shoes.com, Inc., a
footwear e-commerce company.

The Company’s reportable segments are operating units that market to different customers and are each managed
separately as they distribute their products on a retail or wholesale basis. An operating segment's performance is
evaluated and resources allocated based on operating earnings. Operating earnings represent gross profit less selling
and administrative expenses and, in 2003, a provision for environmental litigation costs. The accounting policies of
the reportable segments are the same as those described in Note 1. Intersegment sales are generally recorded at a
profit to the selling division. All intersegment earnings related to inventory on hand at the purchasing division are
eliminated against the earnings of the selling division.
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Operating earnings (losses) of the segments have been recast to include amounts that were previously classified as

non-operating expenses.

Wholesale Naturalizer

($ thousands) Famous Footwear Operations Retail Other Total
Fiscal 2003

External sales $ 1,073,611 §$ 561,288 $ 189,195 ¢ 8,014 § 1,832,108
Intersegment sales — 139,417 — — 139,417
Depreciation and amortization 17,353 1,244 4,624 2,251 25472
Operating earnings (loss) 52,971 55,641 (3,960)  (30,678) 713,974
Operating segment assets 336,911 253,518 59,793 69,108 719,330
Capital expenditures 20,632 2,878 4,851 1,106 29,467
Fiscal 2002 :
External sales $1,075,193 $566,410 $195,426 $ 4,414 $1,841,443
Intersegment sales — 134,728 — — 134,728
Depreciation and amortization 15,607 2,585 4137 1,850 24,179
Operating earnings (loss) 46,291 54,380 1,426  (28,764) 73,333
Operating segment assets 361,601 227,468 65,642 60,165 714,876
Capital expenditures 18,438 1,844 5,156 210 25,648
Fiscal 2001

External sales $1,044,419 $503,326 $206,957 $ 1,146 $1,755,848
Intersegment sales — 126,980 — — 126,980
Depreciation and amortization 15,143 2,847 4,896 2,857 25,743
Operating earnings (loss) 8,759 51,169  (18,828) (27,854) 13,236
Operating segment assets 379,868 195,090 70,731 62,913 708,602
Capital expenditures 15,998 1,979 6,957 1,385 26,319

Following is a reconciliation of operating earnings to earnings (loss) before income taxes:

($ thousands) 2003 2002 2001
Total operating earnings $73,974  $73,333 $ 13,236
Interest expense 9,781 12,236 20,240
Interest income (462) (402) (1,329)
Loss on early redemption of debt — — 7,556

Earnings (loss) before income taxes

$64,655 $61,499 $(13,231)

In fiscal 2003, the impact of special charges on operating earnings was as follows:

® Wholesale Operations — $4.3 million charge related to costs to close a Canadian manufacturing facility

e Naturalizer Retail — $0.2 million charge related to costs to close a Canadian manufacturing facility

o Other — $3.1 million related to the Company’s class action litigation related to its Redfield facility in Denver,
Colorado, and related costs, including the verdict, anticipated pretrial interest and sanction costs

In fiscal 2002, the impact of the recoveries from special charges recorded in fiscal 2001 on operating earnings was

as follows:
® Naturalizer Retail — $0.9 million of excess store closing reserve

® Other — $1.1 million of excess severance reserve
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In fiscal 2001, the impact of special charges on operating earnings was as follows:
o Famous Footwear — $16.5 million primarily related to inventory markdowns
o Wholesale Operations — $0.5 million related to severance
o Naturalizer Retail — $16.8 million to close underperforming domestic Naturalizer stores
o Other — $6.4 million related to severance associated with the Company's shared-services project and the
transition to new management at Famous Footwear

For geogréi‘)'}ﬁé i:ﬁirposés, the domestic operations include the wholesale distributien of branded, licensed and
private-label footwear to a variety of retail customers, and nationwide operation of our retail chains, including
Famous Footwear and Naturalizer.

The Company’s foreign operations primarily consist of wholesale distribution operations in the Far East and
wholesale and retail operations in Canada. The Far East operations include “first-cost” transactions, where footwear
is sold at foreign ports to customers who then import the footwear into the United States and other countries.

A summary of the Company’s net sales and long-lived assets by geographic area were as follows:

($ thousands) 2003 2002 2001

Net Sales

United States $1,500,936 $1,494,506 $1,429,617

Far East 258,724 277,314 252,729

Canada 17,154 71,151 76,195

Latin America, Europe and other 54 247 69

Inter-area sales (4,750) (1,775) (2,762)

$1,832,108 $1,841,443 $1,755,848

Long-Lived Assets

United States $ 160,825 $ 161,963 $ 150,487
Far East 12,820 11,077 11,040
Canada 15,638 13,333 12,297
Latin America, Europe and other 362 334 164

$ 189,645 $ 186,707 $ 173,988

Long-lived assets consisted primarily of property and equipment, prepaid pension costs, goodwill, trademarks and
other assets.

7. GOODWILL AND OTHER INTANGIBLE ASSETS

Effective at the beginning of fiscal 2002, the Company adopted SFAS No. 142, Goodwtll and Other Intangible
Assets. This statement requires that goodwill and intangible assets with indefinite lives are not amortized but
instead are tested for impairment at least annually. Accordingly, all goodwill and indefinite-lived intangible asset
amortization ceased at the beginning of fiscal 2002. During the fourth quarter of fiscal 2002, the Company
performed the required impairment tests based on a discounted cash flow approach, which resulted in an
impairment charge of $0.7 million related to an intangible asset of the Company’s e-cormmerce business, which is
part of the Company’s Other business segment. This impairment charge was reflected as a component of selling and
administrative expenses. The Company did not record any impairment charges during fiscal 2003 related to goodwill
or intangible assets. On an ongoing basis, the Company will perform impairment tests during the fourth quarter of
each fiscal year, unless events indicate an interim test is required.

In fiscal 2003 and 2002, there was no amortization cost of goodwill and indefinite-lived intangible assets. In fiscal
2001, such amortization costs were $1.2 million, or $0.07 per share, on an after-tax basis. As of January 31, 2004,
goodwill of $20.0 million (net of $11.3 million accumulated amortization) and intangible assets of $0.4 million (net
of $1.0 million accumulated amortization) were attributable to the Company's operating segments as follows:
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$3.5 million for Famous Footwear, $10.2 million for Wholesale operations, $5.3 million for Naturalizer Retail and
$1.4 million for the Other segment.

8. PROPERTY AND EQUIPMENT

Property and equipment consisted of the following:

($ thousands) January 31, 2004 February 1, 2003
Land and buildings $ 30,944 $ 31,075
Leasehold improvements 89,196 73,993
Technology equipment 26,994 23,706
Machinery and equipment 24,319 24,801
Furniture and fixtures 94,689 94,851
Construction in progress 6,009 7,540
272,151 255,966
Allowances for depreciation and amortization (186,603) (171,153)

$ 85,548 $ 84,813

Useful lives of property and equipment are as follows:

Buildings 15-30 years
Leasehold improvements 5-20 years
Technology equipment 3-5 years
Machinery and equipment 8-20 years
Furniture and fixtures 3-10 years

Selling and administrative expenses include charges for impaired assets of $2.7 million, $1.7 million and $0.9 million,
which were recognized in fiscal 2003, 2002 and 2001, respectively. Fair value was based on estimated future cash
flows to be generated by retail stores, discounted at a market rate of interest.

9. LONG-TERM AND SHORT-TERM FINANCING ARRANGEMENTS

Long-term debt, including capitalized lease obligations, net of unamortized discounts, consisted of the following:

{$ thousands) January 31, 2004 February 1, 2003
Revolving Credit Agreement, maturing in 2006 $100,000 $100,000
7.36% Senior Notes — 10,000
7.15% Debentures — 10,000
Capitalized lease obligations — 3,493

$100,000 $123,493

In December 2001, the Company entered into a five-year, secured $350 million revolving bank credit agreement.
The amount that can be borrowed under this agreement is based on Availability, which is the sum of eligible
accounts receivable and inventory less certain adjustments, less outstanding borrowings and letters of credit. If
Availability falls below a certain level, the Company would be required to reclassify all outstanding borrowings under
the Revolving Credit Agreement to a current liability. In addition, certain covenants would be triggered if
Availability were to fall below specified levels, including fixed charge coverage requirements if Availability falls below
$35 million and default if Availability falls below $25 million. The agreement includes certain other covenants and
restrictions. Interest on borrowings under the credit agreement is at variable rates based on the LIBOR rate or the
base rate, as defined. There is a fee payable on the unused amount of the facility.

At January 31, 2004, the Company had $119.5 million of borrowings outstanding and $18.2 million in letters of
credit outstanding under the revolving bank credit agreement. Total additional borrowing Availability was
approximately $134 million at the end of 2003. Of these borrowings, $100 million has been classified as long-term
on the balance sheet, as the Company does not expect these to be repaid in fiscal 2004. The Company has interest
rate swap agreements, with notional amounts of $50 million expiring in each of October 2004 and October 2006,

48




BROWN SHOE COMPANY, INC. 2003 FORM 10-K

Notes to Consolidated Financial Statements (continued)

that convert variable rate interest payable on $100 million of long-term borrowings under the revolving credit
agreement to a fixed rate of 6.88%. See Note 11 for further information related to the interest rate swap
agreements. The other $19.5 million of borrowings under the revolving bank credit agreement (classified as short-
term notes payable on the balance sheet) has an average interest rate of 4.25%.

The revolving bank credit agreement is secured by accounts receivable and inventory of the Company and its
wholly-owned domestic and Canadian subsidiaries.

The maximum amount of short-term borrowings under the current revolving bank credit arrangement at the end of
any month was $53.0 million in 2003 and $82.6 million in 2002. The average daily short-term borrowings during the
year were $16.9 million in 2003 and $34.6 million in 2002. The weighted average short-term interest rates
approximated 3.8% in 2003 and 4.5% in 2002.

Cash payments of interest for fiscal 2008, 2002 and 2001 were -$10.2 million, $12.9 million and $23.2 million,
respectively.

In the fourth ‘quarter of fiscal 2003, the Company redeemed its capltahzed lease obhgatlon of $3.5 million, which
was scheduled to mature in October 2009.

In January 2002, the Company redeemed its 9.5% $100 million notes scheduled to mature in 2006. The call
premium and the write-off of deferred debt issuance expenses associated with this debt and the Company’s
previous revolving credit agreement totaled $7.6 million.

10. LEASES

The Company leases all of its retail locations and certain office locations, distribution centers and equipment. The
minimum lease terms for our retail stores generally range from five to ten years. The term of the leases for the
office facilities and distribution centers averages approximately 20 years. Approximately one-half of the retail store
leases are subject to renewal options for varying periods. The office and distribution centers have renewal options
of 15 to 20 years. In addition to minimum rental payments, certain of the retail store leases require contingent
payments based on sales levels.

Rent expense for operating leases was:

($ thousands) 2003 2002 2001
Minimum payments $118,804 $115303  $108,729
Contingent payments 459 699 1,233

$119,273  $116,002  $109,962

Future minimum payments under noncancelable operating leases with an initial term of one year or more were as
follows at January 31, 2004:

{$ thousands)

2004 $118,180
2005 100,031
2006 83,953
2007 69,741
2008 55,605
Thereafter 133,132
Total minimum operating lease payments $560,642

11. DERIVATIVE FINANCIAL INSTRUMENTS

The Company uses derivative financial instruments, primarily foreign exchange contracts and interest rate swaps, to
reduce its exposure to market risks from changes in foreign exchange rates and interest rates. These derivatives,
designated as cash flow hedges, are used to hedge the procurement of footwear from foreign countries and the
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variability of cash flows paid on variable rate debt. The Company is exposed to credit-related losses in the event of
nonperformance by counterparties to these financial instruments. Counterparties to these agreements are, however,
major international financial institutions, and the risk of loss due to nonperformance is believed to be minimal.

The Company enters into foreign exchange instruments, designated as cash flow hedges, to hedge foreign currency
transactions primarily related to the purchase of inventory, as well as to fund foreign office expenses and royalty
income denominated in foreign currencies. The Company enters into instruments that mature at the same time the
transactions denominated in the same currency are scheduled or expected to occur. The term of the instruments is
generally less than one year. As such, the unrealized gains or losses associated with these instruments are deferred
and recognized in other comprehensive income until such time as the hedged item affects earnings. Continuous
monitoring of the outstanding instruments is performed, and if some portion of the instruments is deemed
ineffective, the changes in fair value are immediately recognized in earnings. Unrealized gains and losses on these
instrurnents are included in other assets or other accrued expenses, as applicable, on the consolidated balance
sheets. Gains and losses on these instruments are reclassified to net sales, cost of goods sold or selling and
administrative expenses, consistent with the recognition in net earnings and classification of the underlying hedged
transaction.

The Company’s outstanding derivative financial instruments related to foreign exchange risk consisted of the
following:

(US. $ thousands) January 31, 2004 February 1, 2003
Deliverable Financial Instruments

Euro $ 9,800 $12,100
Canadian dollars 11,500 5,000
Japanese yen and other currencies 1,100 1,000

Non-Deliverable Financial Instruments
New Taiwanese dollars 2,400 5,200

$24,800 $23,300

Unrealized gains related to these instruments, based on dealer-quoted prices, were $0.1 million and $0.8 million at
January 31, 2004 and February 1, 2003, respectively. We expect to reclassify the unrealized gain of $0.1 million
from other comprehensive income to net earnings in 2004.

At the end of 2003, the Company had interest rate swap agreements, expiring in October 2004 and October 20086,
that convert variable rate interest payable on $100 million of long-term borrowings under its revolving bank credit
agreement to a fixed rate of 6.88%. Unrealized losses on these swap agreements, based on order-quoted prices,
were $4.5 million at January 31, 2004 and $6.2 million at February 1, 2003. Since the Company expects to hold the
swap agreements and the related debt until maturity, the accumulated unrealized loss on the swap agreements will
decline to zero over the remaining lives of the agreements.

During 2003 and 2002, changes in the fair value of derivatives, net of reclassifications from other comprehensive
income to earnings, resulted in a decrease in other comprehensive income of $0.7 million and $2.8 million, net of
taxes, respectively. The Company reclassified $1.9 million and $1.5 million of expense into net earnings from Other
Comprehensive Income in 2003 and 2002, respectively. During 2003 and 2002, ineffective hedges were not material.

12. FAIR VALUE OF FINANCIAL INSTRUMENTS

The carrying amounts and fair values of the Company’s financial instruments at January 31, 2004 and February 1,
2003 are:

January 31, 2004 February 1, 2003
Carrying Fair Carrying Fair
($ thousands) Amount Value Amount Value

Long-term debt, including current maturities $100,000 $100,000 $123,493 $124,130
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The fair value of the Company’s long-term debt was based upon the borrowing rates available to the Company at
» January 31, 2004 and February 1, 2003, as applicable, for financing arrangements with similar terms and maturities.

Carrying amounts reported on the balance sheets for cash, cash equivalents, receivables and notes payable
approximate fair value due to the short-term maturity of these instruments.

13. CONCENTRATIONS OF CREDIT RISK

Financial instruments which potentially subject the Company to significant concentration of credit risk consisted
primarily of cash, cash equivalents and trade accounts receivable,

The Company maintains cash and cash equivalents and certain other financial instruments with various financial
institutions. The financial institutions are located throughout the world, and the Company’s policy is designed to
limit exposure to any one institution-or geographic region. The Company’s periodic evaluations of the relative credit
standing of these financial institutions are considered in the Company’s investment strategy.

The Company’s footwear wholesaling businesses sell primarily to department stores, mass merchandisers and
independent retailers across the United States and Canada. Receivables arising from these sales are not
collateralized; however, a portion is covered by documentary letters of credit. Credit risk is affected by conditions
or occurrences within the economy and the retail industry. The Company maintains an allowance for doubtful
accounts based upon factors surrounding the credit risk of specific customers and historical trends.

14. COMMITMENTS AND CONTINGENCIES

Environmental Remediation o . »

The Company is involved in environmental remediation and ongoing compliance activities at several sites. The

. Company is remediating, under the oversight of Colorado authorities, the groundwater and indoor air at its owned
facility in Colorado (also known as the Redfield site) and residential neighborhoods adjacent to and near the
property that have been affected by solvents previously used at the facility. During fiscal 2003, 2002 and 2001, the
Company incurred charges of $0.8 million, $4.1 million and $1.4 million, respectively, related to this remediation.
The total anticipated future cost of remediation activities at January 31, 2004 is $8.2 million and is accrued within
other accrued expenses and other liabilities, but the ultimate cost may vary. The cumulative costs incurred through
January 31, 2004 are $12.5 million. :

The Company assesses future recoveries from insurance companies related to remediation costs by estimating a
range of probable recoveries and recording the low end of the range. Recoveries from other responsible parties are
recorded when a contractual agreement is reached. As of January 31, 2004, recorded recoveries totaled $4.8 million
and are recorded in other noncurrent assets on the consolidated balance sheet. $4.5 million of the recorded
recoveries are expected from certain insurance companies as indemnification for amounts spent for remediation
associated with the Redfield site. The insurance companies are contesting their indemnity obligations, and the
Company has sued its insurers seeking recovery of defense costs, indemnity and other damages related to the
former operations and the remediation at the site. The Company believes insurance coverage in place entitles it to
reimbursement for more than the recovery recorded. The Company believes the recorded recovery is supported by
the fact the limits of the insurance policies at issue exceed the amount of the recorded recovery, and certain
insurers have offered to settle these claims. The Company is unable to estimate the ultimate recovery from the
insurance carriers, but is pursuing resolution of its claims.

The Company has completed its remediation efforts at its closed New York tannery and two associated landfills. In
1995, state environmental authorities reclassified the status of these sites as being properly closed and requiring
only continued maintenance and monitoring over the next 20 years. In addition, various federal and state authorities
have identified the Company as a potentially responsible party for remediation at certain other landfills. '

Based on information currently availabie, the Company had an accrued liability of $10.4 million as of January 31,
2004, to complete the cleanup, maintenance and monitoring at all sites. Of the $10.4 million liability, $2.3 million is

51




BROWN SHOE COMPANY, INC. 2003 FORM 10-K

Notes to Consolidated Financial Statements (continued)

included in other accrued expenses and $8.1 million is included in other liabilities in the consolidated balance sheet.
The ultimate costs may vary, and it is possible costs may exceed the recorded amounts; however, the Company is
not able to determine a range of possible additional costs, if any.

While the Company currently does not operate manufacturing facilities, prior operations included numerous
manufacturing and other facilities for which the Company may have responsibility under various environmental laws
for the remediation of conditions that may be identified in the future.

Litigation

In March 2000, a class action lawsuit was filed in Colorado State Court (District Court for the City and County of
Denver) related to the Redfield site described above. Plaintiffs alleged claims for trespass, nuisance, strict liability,
unjust enrichment, negligence and exemplary damages arising from the alleged release of solvents contaminating
the groundwater and indoor air in the areas adjacent to and near the site. In December 2003, the jury hearing the
claims returned a verdict finding the Company’s subsidiary negligent and awarded the class plaintiffs $1.0 million in
damages. The Company has recorded this award along with estimated pretrial interest on the award and estimated
costs related to sanctions imposed by the court related to a pretrial discovery dispute between the parties. The
total pretax charge recorded for these matters in the fourth quarter of fiscal 2003 was $3.1 million ($2.0 million
after tax). Several of these matters are still pending before the court, and the ultimate outcome and cost to the
Company may vary.

As described above in “Environmental Remediation,” the Company has filed suit against its insurance carriers and is
seeking recovery of certain defense costs, indernity for the costs incurred for remediation related to the Redfield
site and for the damages awarded in the class action, and other related damages.

The Company also is involved in legal proceedings and litigation arising in the ordinary course of business. In the
opinion of management, the outcome of such ordinary course of business proceedings and litigation currently
pending will not have a materially adverse effect on the Company’s results of operations or financial position. All
legal costs associated with litigation are expensed as incurred.

Other :

The Company is a guarantor of an Industrial Development Bond financing of $3.5 million for a manufacturing and
warehouse facility in Bedford County, Pennsylvania. These facilities and the business that operated them were sold
to another party in 1985, which assumed this obligation. This financing is scheduled to be paid annually beginning
in 2004 through 2009.

The Company is contingently liable for lease commitments of approximately $12 million in the aggregate, which
primarily relate to the Cloth World and Meis specialty retailing chains, which were sold in prior years.

In order for the Company to incur any liability related to these guarantees and lease commitments, the current
owners would have to default. At this time, the Company does not believe this is reasonably likely to occur.

15. COMMON STOCK

The Company'’s common stock has a par value of $3.75 per share, and 100,000,000 shares are authorized. At
January 31, 2004 and February 1, 2003, there were 18,076,589 shares and 17,682,682 shares outstanding, net of
3,929,308 and 4,323,215 shares held in treasury, respectively. The stock is listed and traded on the New York and
Chicago Stock Exchanges (symbol BWS).

The Company has a Shareholder Rights Plan under which each outstanding share of the Company’s common stock
carries one Common Stock Purchase Right. The rights may only become exercisable under certain circumstances
involving acquisition of the Company’s common stock by a person or group of persons without the prior written
consent of the Company. Depending on the circumstances, if the rights become exercisable, the holder may be
entitled to purchase shares of the Company’s common stock or shares of common stock of the acquiring person at
discounted prices. The rights will expire on March 18, 2006 unless they are earlier exercised, redeemed or
exchanged.
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-~ 16. STOCK OPTION AND SHARE-BASED PLANS

The Company has stock option, stock appreciation, restricted stock and stock performance plans under which
certain officers, employees and members of the Board of Directors are participants.

Stock Options and Stock Appreciation Units

All stock options are granted with an exercise price equal to the quoted market value of the Company’s common
stock on the date of grant. Stock appreciation units also have been granted in tandem with certain options. Such
units entitle the participant to receive an amount, in cash and/or stock, equal to the difference between the current
market value of a share of stock at the exercise date and the option price of such share of stock. The options and
appreciation units generally become exercisable one year from the date of grant at a rate of 26% per year and are
exercisable for up to ten years from the date of grant. Since the stock appreciation rights are issued in tandem with
stock options, the exercise of either cancels the other. Variable plan accounting is used to determine compensation
expense related to stock appreciation units. Such expense is recorded over the period the units vest and is
remeasured at the end of each reporting period based on the current market price of the Company’s stock on that
date and the expected number of such units to be exercised. The ultimate measure of compensation expense will
be based on the market price of the Company’s stock on the date the stock appreciation unit is exercised. As of
January 31, 2004, 1,136,958 additional shares of common stock were available to be granted in the form of options,
restricted stock or stock performance units.

The Company has elected to follow APB No. 25, Accounting for Stock Issued to Employees, and related
interpretations in accounting for its employee stock options instead of the alternative fair value accounting provided
for under SFAS No. 123, Accounting for Stock-Based Compensation.. Under APB No. 25, because the exercise
price of the Company’s employee stock options equals the market price of the underlying stock on the date of
grant, no compensation expense is recognized.

Pro forma information regarding net income and earnings per share is required by SFAS No. 123 and has been
determined as if the Company had accounted for its employee stock options under the fair value method of that
statement. The fair value for these options was estimated at the date of grant using a Black-Scholes option pricing
model with the following weighted average assumptions for 2003, 2002 and 2001, respectively: risk-free interest
rates of 3.3%, 4.9% and 5.1%; dividend yields of 1.3%, 2.2% and 2.4%: volatility factors of the expected market
price of the Company’s common stock of 0:46, 0.47 and 0.45; and a weighted average expected life of the option of
seven years. The weighted average fair value of options granted during 2003, 2002 and 2001 was $13.70, $8.13 and
$7.04 per share, respectively. '

For purposes of pro forma disclosures, the estimated fair value of the options is amortized to expense over the
‘options’ vesting period. The Company’s pro forma information is presented in Note 1.
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The following surmmary sets forth the Company’s stock option and stock appreciation rights activity for the three
years ended January 31, 2004:

Weighted

Number of Average

Number of Appreciation Exercise

Option Shares Units Price

Outstanding February 3, 2001 2,186,425 217,033 $18
Granted 112,200 — 17
Exercised (160,321)  (59,816) 14
Terminated (323,804) (6,556) 16
QOutstanding February 2, 2002 1,814,500 150,661 16
Granted 454,750 — 18
Exercised (172,000) —_ 14
Terminated : (215,500)  (67,015) 16
Outstanding February 1, 2003 1,881,750 93,646 16
Granted 366,500 — 2
Exercised (326,557) — 15
Terminated (19,250) (13,963) 18
Outstanding January 31, 2004 1,902,443 79,683 $18

Following is a summary of stock options outstanding as of January 31, 2004, which have exercise prices ranging
from $10 to $38: ‘

Weighted Weighted

Average Average

Number of Exercise Remaining

Range of Exercise Prices Options Price Life (Years)
Options Outstanding

$10 —$15 455,368 311 5

$15—$18 413,900 17 b

$18 — $23 617,575 19 7

$23 — $38 415,600 27 8

1,902,443 $18 6

Options Exercisable ‘
$10—3$15 375,420 $12

5
$15 —$18 364,400 17 4
$18 — $23 352,519 20 6
$23 — $38 52,100 28 1

1,144,439 $16 5

At February 1, 2003, 1,162,688 options with a weighted average exercise price of $17 were exercisable. At
February 2, 2002, 1,133,644 options with a weighted average exercise price of $17 were exercisable.

Restricted Stock Plan

Under the Company'’s restricted stock plan, common stock of the Company may be granted at no cost to certain
officers and key employees. Plan participants are entitled to cash dividends and voting rights for their respective
shares. Restrictions limit the sale or transfer of these shares during an eight-year period whereby the restrictions
lapse on 50% of these shares after four years, 25% after six years and the remaining 25% after eight years. Upon
issuance of stock under the plan, unearned compensation equivalent to the market value at the date of grant is
charged to shareholders’ equity and subsequently amortized to expense over the eight-year restriction period. In
fiscal 2003, 2002 and 2001, net shares granted were 75,825, 38,000 and 29,750, respectively. Compensation expense
related to these shares was $0.8 million, $0.7 million and $1.0 million in 2003, 2002 and 2001, respectively.

Stock Performance Plan

Under the Company’s stock performance plan, common stock may be awarded at the end of the performance period
at no cost to certain officers and key employees if certain financial goals are met. Compensation expense is
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recorded over the performance period based on the anticipated number of shares to be awarded. Compensation
expense for performance shares was $4.0 million in 2003 and $1.3 million in 2002. In fiscal 2001, projections
indicated there would be no awards at.the end of the performance periods for grants made in 2001 and prior years.
Accordingly, accrued expenses for those plans were reversed, resulting in income in 2001 of $0.8 million.

17. QUARTERLY FINANCIAL DATA (Unaudited)

Quarters
First Second Third Fourth
(13 Weeks) (13 Weeks) (13 Weeks) (13 Weeks)
2003
Net sales $446,444 $458,384 $493,433 $433,847
Gross profit 185,127 187,865 204,112 180,962
Net earnings 9,003 11,556 21,200 5,135
Per share of common stock:
Net earnings — basic 0.51 0.66 1.19 0.29
Net earnings — diluted 0.49 0.62 1.13 0.27
Dividends paid 0.10 0.10 0.10 0.10
Market value:
High 30.36 3175 36.25 39.73
Low 25.10 25.00 28.30 31.85
2002
Net sales $446,738  $456255  $486,318  $452,132
Gross profit 180,606 177,837 198,637 183,709
Net earnings 7,633 7,169 21,022 9,348
Per share of common stock:
Net earnings — basic 0.44 0.41 1.21 0.54
Net earnings — diluted 0.43 0.40 1.18 0.51
Dividends paid 0.10 0.10 0.10 0.10
Market value:
High 21.36 28.10 22.45 29.39
Low 14.81 19.20 13.80 19.66

Note 1. Net earnings for the fourth quarter of fiscal 2003 include special charges of $2.0 million for costs of the Redfield litigation and
$2.7 million for closing the Company’s last remaining footwear manufacturing facility.

Note 2: Net earnings for the fourth quarter of fiscal 2002 include $1.2 million of recoveries related to charges recorded in fiscal 2001 for
Naturalizer Retail and severance.
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SCHEDULE [I — VALUATION AND QUALIFYING ACCOUNTS

($ thousands) Col. A. Col. B Col. C Col. D Col. E
Balance at Charged to Charged to Balance at
Beginning Costs and  Other Accounts- Deductions End of
of Period Expenses Describe Describe Pericd

YEAR ENDED JANUARY 31, 2004

Deducted from assets or accounts:
Doubtful accounts, discounts and allowances $ 6674 $ 24587 $ 25362 $ 54899
Inventory valuation allowances 18,966 44212 41,275® 15,903

YEAR ENDED FEBRUARY 1, 2003

Deducted from assets or accounts:
Doubtful accounts, discounts and allowances $ 5,605 $21,615 $20,546  $ 6,674
Inventory valuation allowances 36,704 42,772 60,510 18,966

YEAR ENDED FEBRUARY 2, 2002

Deducted from assets or accounts:
Doubtful accounts, discounts and allowances $ 5,863 $18,691 $18,949  $ 5,605
Inventory valuation allowances 20,929 69,657 53,882 36,704

@ Accounts written off, net of recoveries, discounts and allowances taken.
® Adjustment upon disposal of related inventories.
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ITEM 9 CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

None.

ITEM 84 CONTROLS AND PROCEDURES

It is the Chief Executive Officer’s and Chief Financial Officer’s ultimate responsibility to ensure the Company
maintains disclosure controls and procedures designed to provide reasonable assurance that material information,
both financial and non-financial, and other information required under the securities laws to be disclosed is
identified and communicated to senior management on a timely basis. The Company’s disclosure controls and
procedures include mandatory communication of material events, automated accounting processing and reporting,
management review of monthly, quarterly and annual results, an established system of internal controls and internal
control reviews by the Company’s internal auditors.

As of the end of the Company’s fiscal year, management of the Company, including the Chief Executive Officer and
Chief Financial Officer, conducted an evaluation of disclosure controls and procedures pursuant to Exchange Act
Rule 13a-14. Based on the evaluation, the Chief Executive Officer and Chief Financial Officer have concluded the
Company'’s disclosure controls were effective. There have been no changes in the Company’s internal controls over
financial reporting or in other factors that could significantly affect internal controls that occurred during the
quarter ended January 31, 2004 that has materially affected, or is reasonably like to materially affect, the
Company’s internal control over financial reporting.

It should be noted that while our management, including the Chairman and Chief Executive Officer and the Chief
Financial Officer, believes our disclosure controls and procedures provide a reasonable level of assurance, they do
not expect that our disclosure controls and procedures or internal controls will prevent all errors and all fraud. A
control system, no matter how well conceived or operated, can provide only reasonable, not absolute, assurance
that the objectives of the control system are met. Further, the design of a control system must reflect the fact that
there are resource constraints, and the benefits of controls must be considered relative to their costs. Because of
the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all
control issues and instances of fraud, if any, within the Company have been detected. These inherent limitations
include the realities that judgments in decision-making can be faulty, and that breakdowns can occur because of
simple error or mistake. Additionally, controls can be circumvented by the individual acts of some persons, by
collusion of two or more people, or by management override of the controls. The design of any system of controls is
based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that
any design will succeed in achieving its stated goals under all potential future conditions; over time, controls may
become inadequate because of changes in conditions, or the degree of compliance with the policies or procedures
may deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements due to error
or fraud may occur and not be detected.

PART Il

ITEM 10 DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Information regarding Directors of the Company is set forth under the caption “Election of Directors (Proxy
Item No. 1)” in the Proxy Statement for the Annual Meeting of Shareholders to be held May 27, 2004, which
information is incorporated herein by reference. Information regarding Executive Officers of the Company is
included in Part I of this Form 10-K, and is incorporated herein by reference. '

Information regarding Section 16 Beneficial Ownership Reporting Compliance is set forth under the caption
“Section 16 Beneficial Ownership Reporting Compliance” in the Proxy Statement for the Annual Meeting of
Shareholders to be held May 27, 2004, which information is incorporated herein by reference.
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Information regarding the Audit Committee and the Audit Committee Financial Expert is set forth under the
captions “Board Meetings and Committees” and “Audit Committee,” respectively, in the Proxy Statement for the
Annual Meeting of Shareholders to be held May 27, 2004, which information is incorporated herein by reference.

Information regarding the Corporate Governance Guidelines, Code of Business Conduct and Code of Ethics is set
forth under the caption “Corporate Governance” in the Proxy Statement for the Annual Meeting of Shareholders to
be held May 27, 2004, which information is incorporated herein by reference.

ITEM 11 EXECUTIVE COMPENSATION

Information regarding Executive Compensation is set forth under the captions “Executive Compensation,”
“Employment and Severance Agreements,” “Retirement Plans,” “Director Compensation,” and “Compensation
Committee Interlocks and Insider Participation” in the Proxy Statement for the Annual Meeting of Shareholders to
be held May 27, 2004, which information is incorporated herein by reference.

ITEM 12 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
SHAREHOLDER MATTERS

Information regarding Company Stock Ownership by Directors and Officers is set forth under the caption “Stock
Ownership by Directors and Executive Officers” in the Proxy Statement for the Annual Meeting of Shareholders to
be held May 27, 2004, which information is incorporated herein by reference.

Information regarding the Principal Holders of Our Stock is set forth under the caption “Principal Holders of Our
Stock” in the Proxy Statement for the Annual Meeting of Shareholders to be held May 27, 2004, which information
is incorporated herein by reference.

Equity Compensation Plan Information:
The following table sets forth aggregate information regarding the Company’s equity compensation plans as of
January 31, 2004:

Number of securities remaining

Number of securities to Weighted average available for future issuance under
be issued upon exercise exercise price of equity compensation plans
of outstanding options, outstanding options, (excluding securities reflected in
warrants and rights  warrants and rights column(a))
Plan category (a) (b) (c)
Equity compensation plans approved by security holders™ 2,136,943 $18.46 1,136,958

Equity compensation plans not approved by security holders — — —

Total 2,136,943 $18.46 1,136,958

@ Included in column (a) are 234,500 rights to receive common shares that have been awarded under the Company's stock performance plan at
the target level. The maximum amount of shares that may be issued under these stock performance awards is 463,000 and the minimum is
zero, depending on the accomplishment of certain objectives by the end of fiscal 2004 and 2005. These rights were disregarded for purposes
of computing the weighted average exercise price in column (b).

Information regarding stock option and share-based plans is set forth in Note 16 of the consolidated financial
statements and is hereby incorporated by reference.

ITEM 13 CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

None.

ITEM 14 PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information regarding our Principal Accountant Fees and Services is set forth under the caption “Independent
Auditors” in the Proxy Statement for the Annual Meeting of Shareholders to be held May 27, 2004, which
information is incorporated herein by reference.
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PART IV

ITEM 15 EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K

(@) (1) and (2) The list of financial statements and Financial Statement Schedules required by this item is included in Item 8.
(8) (3) Exhibits

Exhibit
No.: Description

3.(a) Certificate 'of Incorporation of the Compariy incorporated herein by reference to Exhibit 3(a) to the Company’s
Quarterly Report on Form 10-Q for the quarter ended May 4, 2002.

) ‘Bylaws of the Company as amended through February 5, 2004, filed herewith.

4.(a) Rights Agreement dated as of March 7, 1996 between the Company and First Chicago Trust Company of
New York, which includes as Exhibit A the form of Rights Certificate evidencing the Company’s Common Stock
Purchase Rights, incorporated herein by reference to the Company’s Form 8-K dated March 8, 1996.

(a)(i) Amendment to Rights Agreement between Brown Shoe Company, Inc. and First Chicago Trust Company of
New York, dated as of July 8, 1997, effective August 11, 1997, incorporated herein by reference to the
Company’s Form 8-K for the quarter ended August 8, 1997.

(a)(ii) Second Amendment to Rights Agreement between Brown Shoe Company, Inc., First Chicago Trust Company of
New York and EquiServe Trust Company, N.A., dated and effective as of December 6, 2001, incorporated herein
by reference to the Company’s Form 10-Q for the quarter ended November 3, 2001.

(b) Credit Agreement dated as of December 20, 2001, between the Company as Borrower, Bank of America,
National Association, as administration agent, Fleet Retail Finance, Inc., as syndication agent, and the other
financial institutions party thereto, as lenders, incorporated herem by reference to the Company’s Forfn 8-K
dated January 3, 2002.

(b)(i) First Amendment to Credit Agreement, dated as of January 19, 2002, between the Company as Borrower, Bank
of America, National Association, as administration agent, Fleet Retail Finance, Inc., as syndication agent, and
the other financial institutions party thereto, as lenders, incorporated herein by reference to the Company’s

. .Form 10-K for the year ended February 2, 2002 ’

(b)(ii) Second Amendment to Credit Agreement, dated as of* February 5, 2002 between the Company as Borrower
Bank of America, National Association, as administration agent, Fleet Retarl Finance, Inc., as syndication agent,
and the other financial institutions party thereto, as lenders, incorporated herein by reference to the Company’s
Form 10-K for the year ended February 2, 2002.

(b)(iil) Third Amendment to Credit -Agreement, dated as of June 17, 2003, between the Company, as Borrower, Bank

. of America, National Association, as administrative agent, Fleet Retail Finance, Inc., as syndication agent, and
the other financial institutions party thereto, as lenders, incorporated herein by reference to the Company’s
Form 10-Q for the quarter ended August 2, 2003.
10.(a)* Fourth Amendment to the Brown Group, Inc. Executive Retirement Plan, amended and restated as of
January 1, 1998, incorporated herein by reference to the Company’s Form 10-K for the year ended January 29,

; 2000.

(a)(D* Fifth Amendment to the Brown Group, Inc. Executive Retirement Plan, dated January 7, 2000, incorporated

: * herein by reference to the Company’s Form 10-K for the year ended January 29, 2000. :

(b)*  Stock Option and Restricted Stock Plan of 1987, as amended, incorporated herein by reference to Exhibit 3 to

' the Company’s definitive proxy statement dated April 26, 1988.
(c)*  Stock Option and Restricted Stock Plan of 1994, as amended, incorporated herein by reference to Exhibit 3 to
- the Company’s definitive proxy statement dated April 17, 1996,

(d)*  Stock Optionand Restricted Stock Plan of 1998, incorporated herein by reference to Exlubrt 2 to the
Company’s definitive proxy statement dated April 24, 1998.

(e)* Incentive and Stock Compensation Plan of 1999, incorporated herein by reference to Exlubrt 2 to the

 Company’s definitive proxy statement dated Aprrl 26, 1999.

(e)(1)* Amendment to Incentive and Stock Compensatron Plan of 1999, dated May 27, 1999, incorporated herein by
reference to the Company’s Form 10-K for the year ended January 29, 2000.

(&) (i)* First Amendment to the Incentive and Stock Compensation Plan of 1999, dated January 7, 2000, incorporated

‘ herein by reference to the Company’s Form 10-K for the year ended January 29, 2000.

H* Incentive and Stock Compensation Plan of 2002, incorporated herein by reference to Exhibit C to the
Company’s definitive proxy statement dated April 16, 2002,

(¢)*  Employment Agreement, dated October 5, 2000 between the Company and Ronald A. Fromm, incorporated
herein by reference to the Company’s Form 10-Q for the quarter ended October 28, 2000.

(h)*  Severance Agreement, dated January 21, 2002 between the Company and Joseph W. Wood, incorporated herein
by reference to the Company’s Form 10-K for the year ended February 1, 2003.
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Exhibit
No.: Description

(H* Severance Agreement, dated October 5, 2000, between the Company and Gary M. Rich, incorporated herein by
reference to the Company’s Form 10-Q for the quarter ended October 28, 2000.

(H* Severance Agreement, dated October 5, 2000 between the Company and David H. Schwartz, incorporated
herein by reference to the Company’s Form 10-Q for the quarter ended October 28, 2000.

(k)*  Severance Agreement, dated October 5, 2000 between the Company and Andrew M. Rosen, incorporated herein
by reference to the Company’s Form 10-K for the year ended February 2, 2002.

H* Brown Shoe Company, Inc. Deferred Compensation Plan for Non-Employee Directors, incorporated by reference
to the Company’'s Form 10-K for the year ended January 29, 2000.

(m)* Brown Shoe Company, Inc. Deferred Compensation Plan effective February 1, 2003, incorporated by reference
to the Company’s Form 10-K for the year ended February 1, 2003.

(n)*  Form of Restricted Stock Agreement, dated May 22, 2003, between the Company and each of the Company’s
Non-Employee Directors, incorporated herein by reference to the Company’'s Form 10-Q for the quarter ended

May 3, 2003.
21. Subsidiaries of the registrant.
23. Consent of Independent Auditors.
24. Power of attorney (contained on signature page).
31.1 Certification of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 gertif%cza(t)i(()); of the Chief Executive and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley
ct o .

Reports on Form 8-K:

The Company filed a current report on Form 8-K dated November 6, 2003, furnishing information under Item 12, which
announced October retail sales and confirmed earnings guidance for third quarter and full year.

The Company filed a current report on Form 8-K dated November 19, 2003, furnishing information under Item 12, which
announced the Company’s third quarter results for fiscal 2003 and certain forward-looking guidance.

The Company filed a current report on Form 8-K dated December 8, 2003, furnishing information under Item 9, which
announced that members of its executive management team would be speaking with financial analysts during the “FFANY”
footwear show in New York City on December 8-10, 2003.

The Company filed a current report on Form 8-K dated December 9, 2003, furnishing information under Item 9, which
announced its plans to close its Perth, Ontario, manufacturing facility by early March 2004.

The Company filed a current report on Form 8-K dated December 9, 2003, furnishing information under Item 9, which
announced a jury verdict in the class action lawsuit related to environmental impacts in a neighborhood near a former
Company plant.

The Company filed a current report on Form 8-K dated January 8, 2004, furnishing information under Item 12, which
announced December retail sales and confirmed earnings guidance for fiscal 2003.

The Company filed a current report on Form 8-K dated January 9, 2004, furnishing information under Item 9, which
announced that members of its executive management team would be speaking with financial analysts and investors on
January 9, 2004 at the Sidoti & Company “Emerging Growth Institutional Investor Forum” and on January 15, 2004 at the
“ICR X-Change Leisure and Lifestyle Conference.”

The Company filed a current report on Form 8-K dated February 4, 2004, furnishing information under Item 12, which
announced January and fourth quarter retail sales and confirmed fiscal 2003 earnings guidance.

The Company filed a current report on Form 8-K dated February 10, 2004, furnishing information under Item 9, which
announced that members of its executive management team would be speaking with financial analysts during the annual
WSA trade show during February 10-13, 2004.

The Company filed a current report on Form 8-K dated February 25, 2004 furnishing information under Item 12, which
announced the Company’s fourth quarter and fiscal 2003 results as well as earnings expectations for first quarter and full
year 2004.

Exhibits:

See Item 15(a)(3) above. On request, copies of any exhibit will be furnished to shareholders upon payment of the
Company’s reasonable expenses incurred in furnishing such exhibits.

Financial Statement Schedules:

See Ttem 8 above.

* Denotes management contract or compensatory plan arrangements.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

BROWN SHOE COMPANY, INC.

By: /s/  ANDREW M. ROSEN

7 Andrew M. Rosen,
‘Senior Vice President, Chief Financial Officer
and Treasurer

Date: April 13, 2004

Know all men by these presents, that each person whose signature appears below constitutes and appoints Andrew M.
Rosen his or her true and lawful attorney in fact and agent, with full power of substitution and resubstitution, for him
or her and in his or her name, place and stead, in any and all capacities, to sign any and all amendments to this
Annual Report on Form 10-K, and to file the same, with all exhibits thereto, and other documents in connection
therewith, with the Securities and Exchange Commission, granting unto said attorney in fact and agent, full power
and authority to do and perform each and every act and thing requisite and necessary to be done, as fully to all
intents and purposes as he or she might or could do in person, hereby ratifying and confirming all that said attorney
in fact and agent or his substitute or substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below on
- -April 13,-2004 by the following persens on behalf of the registrant and in the capacities indicated.

Signatures : Titie

/s/  RoNaLD A. FrROMM Chairman of the Board of Directors and Chief Executive Officer and on
Ronald A. Fromm behalf of the Company as Principal Executive Officer

/s/ ANDREW M. ROSEN : Senior Vice President, Chief Financial Officer and Treasurer as Principal
Andrew M. Rosen _ Financial Officer

/s/ RICHARD C. SCHUMACHER Senior Vice President and Chief Accounting Officer and on behalf of the
Richard C. Schumacher . . , Company as Principal Accounting Officer
/s/ JosEpH L. BowER Director

Joseph L. BOWQI _

~Js/ _JuLlE C.ESREY.... ... . _ e oo __.._Director. . . _
Julie C. Esrey o
/s/ RICHARD A. LiDDY ‘ Director

Richard A. Liddy

/s/  JOHN PETERS MACCARTHY Director
John Peters MacCarthy

/s/ PaTricia G. McGINNIS Director
Patricia G. McGinnis

/s/  W. PATRICK MCGINNIS Director
W. Patrick McGinnis

/s/ JERRY E. RITTER ' Director
Jerry E. Ritter

/s/ Hav J. UrPBIN Director
. Hal J. Upbin
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Exhibit 31.1

CERTIFICATIONS

I, Ronald A. Fromm, Chairman and Chief Executive Officer of Brown Shoe Company, Inc. (the “registrant™), certify

that:

1.

I have reviewed this annual report on Form 10-K of Brown Shoe Company, Inc.;

2. Based on my knowledge, this annual 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;

Based on my knowledge, the financial statements, and other financial information included in this annual
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;

The registrant’s other certifying officer 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)) for the registrant,
and we 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) [Reserved]

¢) 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; and

The registrant’s other certifying officer 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 the 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 s1gmﬁcant
role in the registrant’s internal control over financial reporting.

Ronald A. Fromm
Chairman and Chief Executive Officer

Date: April 13, 2004
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Exhibit 31.2

CERTIFICATIONS

I, Andrew M. Rosen, Senior Vice President, Chief Financial Officer and Treasurer of Brown Shoe Company, Inc. (the
“registrant”), certify that: o

1. T have reviewed this annual report on Form 10-K of -Brown Shoe Company, Inc.;

2. Based on my knowledge, this annual 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 annual
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 and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 156d-15(e)) for the registrant,
and we 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) [Reserved]

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; and

5. The registrant’s other certifying officer 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 the 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. '

7@,,«4/2%,

Andrew M. Rosen
Senior Vice President, Chief Financial Officer and
Treasurer

Date: April 13, 2004
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Certification Pursuant to
18 U.S.C. §1350,
As Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 |

In connection with the Annual Report of Brown Shoe Company, Inc. (the “Registrant”) on Form 10-K for the year

~ ended January 31, 2004 as filed with the Securities and Exchange Commission on the date hereof (the “Report”),
we, Ronald A. Fromm, Chairman and Chief Executive Officer of the Registrant, and Andrew M. Rosen, Senior Vice
President, Chief Financial Officer and Treasurer of the Registrant, certify, to the best of our knowledge, pursuant to
18 U.S.C. §1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 156(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 Registrant.

Wm@%ﬁﬁw

Ronald A. Fromm

Chairman and Chief Executive Officer
Brown Shoe Company, Inc.

April 13, 2004
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Andrew M. Rosen

Senior Vice President, Chief Financial Officer and
Treasurer

Brown Shoe Company, Inc.

April 13, 2004




BOARD OF DIRECTORS

RONALD A. FROMM (1)
Chairman of the Board
and Chief Executive Officer

JOSEPH L. BOWER (3,4}
Donald Kirk David Professor
of Business Administration,
Harvard Business School

JULIE C. ESREY {2,4)
Retired International Economist

RICHARD A. LIDDY (1,4}
Retired Chairman of the Board of
GenAmerica Financial Corporation

INVESTOR INFORMATION

CORPORATE HEADQUARTERS

Brown Shoe Company, Inc.
8300 Maryland Avenue

St. Louis, Missouri 63105-3693

Mailing Address:
Post Office Box 29
St. Louis, Missouri 63166-0029

Telephone: (314) 854-4000
Fax: (314) 854-4274
E-mail: info@brownshoe.com

INTERNET ADDRESS
www.brownshoe.com

ANNUAL MEETING

11:00 a.m. Central Daylight Time
Thursday, May 27, 2004

Brown Shoe Company, Inc.
Corporate Headquarters

STOCK LISTED
BWS Brown Shoe stock is listed
#YSE on the New York Stock
Exchange and the Chicago Stock
Exchange (ticker symbol: BWS).

NUMBER OF SHAREHOLDERS OF RECORD
4,800

NUMBER OF EMPLOYEES
11,600

JOHN PETERS MACCARTHY (3,4)
Retired Chairman of the Board and
Chief Executive Officer, Boatmen’s
Trust Company

PATRICIA G. MCGINNIS {3)

President and Chief Executive Officer,
The Council for Excellence

in Government

W. PATRICK MCGINNIS (2,3)

Chief Executive Officer and President,
Nestle' Purina PetCare Company

TRANSFER AGENT/REGISTRAR/DIVIDEND
DISBURSING AGENT

Mailing Address for

First Class/Registered Mail:
EquiServe Trust Company, N.A.
Shareholder Services

Post Office Box 43069
Providence, RI 02940-3069

Mailing Address for Overnight Mail
and Express Packages:

EquiServe Trust Company, N.A,
150 Royall Street

Canton, MA 02021

Telephone:
Within U.S. (800) 446-2617
Outside U.S. (781) 575-2723

Hearing Impaired Telephone:
Within U.S. (800) 952-9245
Outside US. (781) 575-2692

Internet: \V\VVV.CquiSGl’V@.CO]Tl

DIVIDEND REINVESTMENT PLAN
The Dividend Reinvestment Plan
provides a means of automatic
dividend reinvestment and includes
a provision for voluntary investment
of additional cash. For a prospectus
and enrollment form, contact
EquiServe (address above).

JERRY E. RITTER {1,2)

Retired Executive Vice President and
Chief Financial and Administrative Officer
of Anheuser-Busch Companies, Inc.

HAL J. UPBIN
Chairman of the Board and Chief
Executive Officer, Kellwood Company

{1} Member of the Executive Committee

(2) Member of the Audit Committee

(3) Member of the Compensation Committee

{4) Member of the Governance and Nominating Committee

DIRECT DEPOSIT OF DIVIDENDS
Registered shareholders may have
their quarterly dividend checks
deposited directly to their bank
accounts. For more information
or to request an enrollment form,
contact EquiServe (address above).

ADDITIONAL INFORMATION

ON THE INTERNET AT WWW.BROWNSHOE.COM
You can access financial and other
information about Brown Shoe such
as our significant news releases;
Forms 10-K and 10-Q; Corporate
Governance Guidelines and Charters
of Board Committees; our Code of
Ethics for the CEO and Senior
Financial Officers and Code of
Business Conduct; information about
communicating with our Board of
Directors, and select product infor-
mation at www.brownshoe.com.

BY CALLING OR WRITING:

You can also request that any of |
these materials be mailed to you at

no charge by calling or writing:

Brown Shoe Company, Inc.
Investor Relations Office

Post Office Box 29

St. Louis, Missouri 63166-0029
(314) 854-4000 |
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