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PART I – FINANCIAL INFORMATION 
 ITEM 1. FINANCIAL STATEMENTS

CONSOLIDATED STORES CORPORATION AND SUBSIDIARIES

 CONDENSED CONSOLIDATED BALANCE SHEETS 
(In thousands, except par value)



 

    October 28,
2000

    
January

29, 
2000

     (Unaudited)     
ASSETS         
Current Assets:         
Cash and cash equivalents     $      47,502    $      96,337
Inventories     970,235    735,926
Deferred income taxes     268,075    68,282
Other current assets     103,116    42,216

    

Total current assets     1,388,928    942,761
    

Property and equipment — net     474,157    433,077
Other assets     4,211    4,713
Net assets of discontinued segment     248,585    482,148

    

     $2,115,881    $1,862,699
      
LIABILITIES AND STOCKHOLDERS’ EQUITY         
Current Liabilities:         
Accounts payable     $   222,769   $  181,869
Accrued liabilities and income taxes     159,658    115,374
Current maturities of long-term obligations     205,000    140,100

    

Total current liabilities     587,427    437,343
    

Long-term obligations     592,302    50,000
     
Deferred income taxes and other liabilities     106,593    75,294

    

Stockholders’ Equity:         
Preferred stock— authorized 2,000 shares, $.01 par value; none issued     —    —
     
Common stock—authorized 290,000 shares, $.01 par value; issued 111,526 shares 
   and 111,000 shares, respectively

    
1,115

    
1,110

     
Nonvoting common stock—authorized 8,000 shares, $.01 par value; none issued     —    —
     
Additional paid-in capital     413,013    407,647
     
Retained earnings     415,431    891,305

    

Total stockholders’ equity     829,559    1,300,062
    

     $2,115,881    $1,862,699
      

The accompanying notes are an integral part of these condensed consolidated financial statements.

CONSOLIDATED STORES CORPORATION AND SUBSIDIARIES

 CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS 
(In thousands, except per common share data) 

(Unaudited)

 
    Thirteen Weeks Ended     Thirty-Nine Weeks Ended

 
    

October 28, 
2000     

October 
30, 1999     

October 28, 
2000     

October 30, 
1999

Net sales     $      733,495     $    673,530     $     2,165,152     $  1,959,747 
     
Costs and expenses:                 
   Cost of sales     420,921     387,540     1,250,375     1,122,035 
   Selling and administrative expenses     293,927     267,420     848,654     777,308 
   Interest expense     7,787     5,810     16,254     12,616 

                

     722,635     660,770     2,115,283     1,911,959 
                

Income from continuing operations before income taxes    10,860     12,760     49,869     47,788 



             
Income tax expense     4,290     5,040     19,698     18,876 

                

Income from continuing operations     6,570     7,720     30,171     28,912 
             
Discontinued operations     (406,588)     (22,732)     (506,045)     (52,061)

                

Net loss     $     (400,018)     $     (15,012)     $       (475,874)     $      (23,149)
                  
Income (loss) per common share - basic:                 
   Income from continuing operations     $            0.06     $          0.07     $              0.27     $           0.26 
   Discontinued operations     (3.65)     (0.21)     (4.55)     (0.47)

                

Net loss     $           (3.59)     $         (0.14)     $             (4.28)     $ (0.21)
                  
Income (loss) per common share - diluted:                 
   Income from continuing operations     $            0.06     $          0.07     $              0.27     $           0.26 
   Discontinued operations     (3.61)     (0.20)     (4.50)     (0.46)

                

Net loss     $           (3.55)     $         (0.13)     $             (4.23)     $          (0.20)
                  
Average common shares outstanding:                 
   Basic     111,453     110,609     111,306     110,191 
   Dilutive effect of stock options     1,321     2,152     1,191     2,870 

                

   Diluted     112,774     112,761     112,497     113,061 
                  

The accompanying notes are an integral part of these condensed consolidated financial statements.

CONSOLIDATED STORES CORPORATION AND SUBSIDIARIES

 CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
(In thousands) 

(Unaudited)

 Thirty-Nine Ended  

 
 

    October 28, 
2000  

    October 30, 
1999

 
Operating Activities:           
         
Net loss      $ (475,874)      $ (23,149)
Adjustments to reconcile net loss to net cash used in operating activities:           
          Discontinued operations      506,045      52,061 

          Depreciation and amortization      46,542      42,504 
          Deferred income taxes      (168,494)      (2,852)
          Other      3,736      16,500 
          Change in assets and liabilities      (210,025)      (170,414)
          Cash used by discontinued operations      (272,482)      (241,107)

      

Net cash used in operating activities      (570,552)      (326,457)
      

Investing Activities:           
         
          Capital expenditures        (80,149)      (55,003)
          Other      (6,146)      (2,054)

      

Net cash used in investing activities      (86,295)      (57,057)
      

Financing Activities:           
         
          Proceeds from credit arrangements, net      607,202      391,200 
          Proceeds from exercise of stock options      810      9,796 

      

Net cash provided by financing activities      608,012      400,996 
      



Increase (decrease) in cash and cash equivalents      $ (48,835)      $     17,482 
        

Supplemental Disclosure of Cash Flow Information:           
          Income taxes paid    $     54,364     $     42,340 
          Interest paid      27,172      21,403 

The accompanying notes are an integral part of these condensed consolidated financial statements.

CONSOLIDATED STORES CORPORATION AND SUBSIDIARIES

 NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 
(Unaudited)

Note 1 – Basis of Presentation

The condensed consolidated financial statements included herein have been prepared by the Company pursuant to the rules and regulations of the Securities
and Exchange Commission. The condensed consolidated balance sheet at October 28, 2000, and the condensed consolidated statements of operations and
statements of cash flows for the thirteen week and thirty-nine week periods ended October 28, 2000 and October 30, 1999, have been prepared by the
Company without audit. In the opinion of management, all adjustments necessary to present fairly the financial position, results of operations, and cash flows
for all periods presented have been made. Such adjustments consisted only of normal recurring items.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting principles generally
accepted in the United States of America have been omitted or condensed, although the Company believes that the disclosures are adequate to make the
information presented not misleading. It is suggested that the condensed consolidated financial statements be read in conjunction with the financial
statements and notes thereto included in the Company's Annual Report on Form 10-K for the fiscal year ended January 29, 2000. Interim results are not
necessarily indicative of results for a full year.

Note 2 - Recent Accounting Pronouncements

In June 1998, the Financial Accounting Standards Board issued Statement of Financial Accounting Standard ("SFAS") No. 133, "Accounting for Derivative
Instruments and Hedging Activities." The Company is required to adopt SFAS No. 133 in the year ended February 2, 2002. SFAS No. 133 establishes
methods of accounting for derivative financial instruments and hedging activities related to those instruments as well as other hedging activities. In June
1999, SFAS No. 137, "Accounting for Derivative Instruments and Hedging Activities — Deferral of the Effective Date of FASB Statement No. 133 — an
amendment of FASB Statement No. 133," was issued. This amendment delayed the effective date of SFAS No. 133 to fiscal years beginning after June 15,
2000. Management has reviewed the impact of SFAS No. 133 on its financial statements, and does not believe that its adoption will have a material impact
on the consolidated financial position, results of operations and cash flows.

In December 1999, the Securities and Exchange Commission issued Staff Accounting Bulletin ("SAB") No. 101, "Revenue Recognition in Financial
Statements," which provides guidance on applying accounting principles generally accepted in the United States of America for recognizing revenue. SAB
No. 101, as amended, is effective for the fourth quarter of 2000. Management is reviewing the impact of SAB No. 101 on its financial statements, and does not
believe that its adoption will have a material impact on the consolidated financial position, results of operations and cash flows.

CONSOLIDATED STORES CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 
(Unaudited)

Note 3 – Discontinued Operations and Subsequent Events

On December 7, 2000, the Company closed the sale of its K*B Toy Division to an affiliate of Bain Capital, Inc. The buyer purchased the business in
conjunction with K*B Toy's management, who the buyer informed the Company will be retained to lead the K*B Toy business. Gross proceeds totaled
approximately $305 million, consisting primarily of $258 million in cash (inclusive of cash included in the sale), a note with a face amount of $45 million,
and a warrant to acquire common stock of the buyer. The note receivable and warrant have been valued at $17.7 million and $2.3 million, respectively. The
related discount has been reflected in the loss on disposal of the discontinued operation. Cash proceeds from the sale will be used primarily to pay down
existing borrowings under the Company's Revolving Credit Facility. The Company recorded an after-tax loss on the disposal of the discontinued operation
of $407 million, which is reflected in the third quarter. At October 28, 2000, the discontinued operation's net assets were comprised of working capital and
fixed assets.

Included in the Loss from Discontinued Operations for the thirty-nine weeks ended October 28, 2000, was a $72 million charge, net of tax, recorded in the
second quarter. The charge represented costs to reposition and exit the business along with estimated and actual operating results prior to divestiture.
Included in the loss on disposal were reserves for inventory sku rationalization of approximately $55 million (before taxes), which were fully utilized at
October 28, 2000. Included in the third quarter loss is the reversal of estimated future pre-tax operating profits and losses of the discontinued operation of $61
million, recorded in the initial second quarter charge. An additional loss on disposal was recorded during the third quarter as the Company's initial charge
during the second quarter assumed no gain or loss on sale.

On June 27, 2000, the Company announced its decision to separate the toy and closeout businesses by divesting the Company's K*B Toy Division. The
financial statements and notes have been reclassified for all periods presented to reflect the toy segment as a discontinued operation.

The following are the components of discontinued operations:

 
    Thirteen Weeks Ended     Thirty-Nine Weeks Ended

(All dollar amounts in thousands) 
    

October 28, 
2000     

October 30, 
1999     

October 28, 
2000     

October 30, 
1999

                 



Loss from operations of toy segment, net of income tax 
   benefit of $31,470 in the thirty-nine weeks 
   ended October 28, 2000, respectively

    
  $             --

     
$ (22,732)

    
$  (48,201)

    
$ (52,061)

         
Loss on disposal of toy segment, net of income tax benefit 
   of $161,326 and $179,715 in the thirteen and thirty-nine 
   weeks ended October 28, 2000

    
(406,588)

    
--

    
(457,844)

    
--

                  

     $ (406,588)     $ (22,732)     $ (506,045)     $ (52,061)
                  

On December 4, 2000, the Company amended its Revolving Credit Facility. The annual working capital needs of the Company were revised as a result of the
KB Toy Division divestiture and the credit facility was amended to reduce the available aggregate principal amount from $700 million to $500 million and
the seasonal uncommitted credit facilities will no longer be utilized by the Company. Additionally, the expiration date of the Revolving Credit Facility has
been revised from May 15, 2003 to May 6, 2002.

CONSOLIDATED STORES CORPORATION AND SUBSIDIARIES

ITEM 2.  MANAGEMENT'S DISCUSSION AND ANALYSIS 
 OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CAUTIONARY STATEMENT FOR PURPOSES OF "SAFE HARBOR" PROVISIONS OF THE PRIVATE SECURITIES LITIGATION REFORM
ACT OF 1995

All forward-looking statements (as such term is defined in the Private Securities Litigation Reform Act of 1995) contained in this quarterly report or made by
management of the Company involve risks and uncertainties and are subject to change based on various important factors, many of which may be beyond the
Company's control. Accordingly, the Company's future performance and financial results may differ materially from those expressed or implied in any such
forward-looking statements and, among other things, are based on the Company's current best estimates that may be proven incorrect as additional
information becomes available. While the Company believes its assumptions are reasonable, it cautions that it is impossible to predict factors that could
cause actual costs or timetables to differ materially from the expected results. Additionally, the following factors, among others, in some cases have affected
and in the future could affect the Company's financial performance and actual results and could cause actual results for 2000 and beyond to differ materially
from those expressed or implied in any forward-looking statements included in this report or otherwise made by management: changes in consumer spending
patterns, consumer preferences and overall economic conditions, the impact of competition and pricing, changes in weather patterns, political stability,
currency and exchange risks and changes in existing or potential duties, tariffs or quotas, availability of suitable store locations at appropriate terms, ability
to develop new merchandise, and ability to hire and train associates.

The Company does not undertake to publicly update or revise its forward-looking statements even if experience or future changes make it clear that any
projected results expressed or implied therein will not be realized. Readers are also urged to carefully review and consider the various disclosures made by the
Company which attempt to advise interested parties of the factors which affect the Company's business, including Management's Discussion and Analysis of
Financial Condition and Results of Operations included in this report, as well as, the Company's periodic reports filed with the Securities and Exchange
Commission.

RECENT ANNOUNCEMENTS

On December 7, 2000, the Company closed the sale of its K*B Toy Division to an affiliate of Bain Capital, Inc. The buyer purchased the business in
conjunction with K*B Toy's management, who the buyer informed the Company will be retained to lead the K*B Toy business. Gross proceeds totaled
approximately $305 million, consisting primarily of $258 million in cash, a note with a face amount of $45 million, and a warrant to acquire common stock
of the buyer. The Company recorded an after-tax loss on the disposal of the discontinued operation of $407 million, which is reflected in the third quarter.

OVERVIEW

The Company is a leading value retailer with its continuing operations specializing in closeout merchandise. The Company is the largest retailer of closeout
products in the United States. The Company's goal is to build upon its leadership position by expanding its market presence in both existing and new
markets. The Company believes that the combination of its strengths make it a low-cost value retailer well positioned for future growth.

CONSOLIDATED STORES CORPORATION AND SUBSIDIARIES

ITEM 2.  MANAGEMENT'S DISCUSSION AND ANALYSIS 
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

At October 28, 2000, the Company operated a total of 1,285 retail closeout stores in 45 states, operating as Odd Lots, Big Lots, Big Lots Furniture,
MacFrugal's Bargains · Close-outs and Pic 'N' Save.

Wholesale operations are conducted through Consolidated International and Wisconsin Toy.

As part of the discontinued operation, the Company operated a total of 1,314 retail toy stores in all fifty states, Puerto Rico and Guam, as K*B Toys, K*B Toy
Works, K*B Toy Outlet, and conducted online sales of children's products as KBkids.com.

The Company has historically experienced, and expects to continue to experience, seasonal fluctuations, with a significant percentage of its net sales and
income being realized in the fourth fiscal quarter. In addition, the Company's quarterly results can be affected by the timing of store openings and closings,
the amount of net sales contributed by new and existing stores and the timing of certain holidays.

The following table compares components of the statement of operations as a percent of net sales and reflects the number of stores in operation at the end of
each period.



 
    

Thirteen 
Weeks Ended     

Thirty-Nine 
Weeks Ended

 

    October 28, 
2000

    October 30, 
1999

    October 28, 
2000

    October 30, 
1999

Net sales     100.0%     100.0%     100.0%     100.0%
Gross profit     42.6     42.5     42.3     42.8 
Selling and administrative expenses     40.1     39.7     39.2     39.7 

                

             
Operating profit     2.6     2.8     3.1     3.1 
Interest expense     1.1     0.9     0.8     0.6 

                

             
Income from continuing operations before income taxes     1.5     1.9     2.3     2.5 
Income tax expense     0.6     0.7     0.9     1.0 

                

             
Income from continuing operations     0.9     1.2     1.4     1.5 
Discontinued operations     (55.4)     (3.4)     (23.4)     (2.7)

                

             
Net loss     (54.5)%     (2.2)%     (22.0)%     (1.2)%
                  

             
Number of retail closeout stores in operation at end of period    1,285     1,207     1,285     1,207 

 

CONSOLIDATED STORES CORPORATION AND SUBSIDIARIES

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS 
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

RESULTS OF OPERATIONS

Net Sales – Net sales for the thirteen and thirty-nine week periods ended October 28, 2000, increased 8.9% and 10.5%, respectively, when compared to the
comparable periods in 1999. These increases were attributable to the increased number of stores in operation for each period in 2000 in addition to
comparable stores sales increases of 2.5% for the quarter and 3.8% for the year to date period.

Gross Profit – Gross profit as a percent of net sales was 42.6% for the third quarter of fiscal 2000 compared to 42.5% in the same 1999 period. The current
year's rate improvement was attributable to strong sell-through of seasonal merchandise. Gross profit as a percent of net sales was 42.3% and 42.8% for the
first thirty-nine weeks of fiscal 2000 and 1999, respectively. The decline in current year's year-to-date gross profit was the result of a shift in the level of
consumable merchandise available in the respective periods, principally in the first and second quarters.

Selling and Administrative Expenses – Selling and administrative expenses as a percent of net sales was 40.1% in the third quarter of fiscal 2000 compared
to 39.7% in the same period of 1999. The rate increase was principally due to the lower comparable store sales result causing negative expense leverage.
Selling and administrative expenses as a percent of net sales were 39.2% and 39.7% for the first thirty-nine weeks of fiscal 2000 and 1999, respectively. The
year to date rate improvement is primarily attributable to more effective leveraging of fixed expenses in the first and second quarters combined with more
efficient distribution and transportation.

Interest Expense – Interest expense increased $2.0 million in the third quarter of fiscal 2000 and increased $3.6 million for the year-to-date period. The
change in interest expense reflects higher average borrowing levels and higher effective interest rates.

Income Taxes – The effective tax rate of the Company is anticipated to be 39.5% in fiscal 2000.

CAPITAL RESOURCES AND LIQUIDITY

The primary sources of liquidity for the Company have been cash flow from operations and as necessary borrowings under available credit facilities. Working
capital at October 28, 2000, was $801.5 million and for the thirty-nine week period then ended net cash used by operations was $570.6 million and capital
expenditures were $80.1 million. From time-to-time the Company also utilized uncommitted credit facilities, subject to the terms of the Revolving Credit
Facility, to supplement short-term borrowing requirements. At October 28, 2000, approximately $30.2 million was available for borrowings under the
Revolving Credit Facility. The uncommitted credit facilities were fully utilized at October 28, 2000.

On December 4, 2000, the Company amended its Revolving Credit Facility. The annual working capital needs of the Company were revised as a result of the
KB Toy Division divestiture and the credit facility was amended to reduce the available aggregate principal amount from $700 million to $500 million and
the seasonal uncommitted credit facilities will no longer be utilized by the Company. Additionally, the expiration date of the Revolving Credit Facility has
been revised from May 15, 2003 to May 6, 2002.

On December 7, 2000, the Company closed the sale of its K*B Toy Division to an affiliate of Bain Capital, Inc. Gross proceeds totaled approximately $305
million, consisting primarily of $258 million in cash, a note with a face amount of $45 million, and a warrant to acquire common stock of the buyer. Cash
proceeds from the sale will be used primarily to pay down existing borrowings under the Company's Revolving Credit Facility.



The Company continues to believe that it has, or if necessary has the ability to obtain, adequate resources to fund ongoing operating requirements, future
capital expenditures related to the expansion of existing businesses, development of new projects and currently maturing obligations. Additionally,
management is not aware of any current trends, events, demands, commitments of uncertainties which reasonably can be expected to have a material impact
on the liquidity, capital resources, financial position or results of operations of the Company.

PART II - OTHER INFORMATION

  Item 1.          Legal Proceedings. Not applicable.

  Item 2.          Changes in Securities. Not applicable.

  Item 3.          Defaults Upon Senior Securities. Not applicable.    

  Item 4.          Submission of Matters to a Vote of Security Holders.

No matter was submitted to a vote of security holders during the third quarter of the fiscal year covered by this
report.

  Item 5.          Other Information.

On December 7, 2000, the Company closed the sale of its K*B Toy division to an affiliate of Bain Capital, Inc. Pursuant to the Stock Purchase
Agreement dated as of December 7, 2000, between Consolidated Stores Corporation, an Ohio corporation and a subsidiary of the Company
("CSC (Ohio)") and K B Acquisition Corp., the gross proceeds for the transaction totaled approximately $305 million.

In accordance with the terms of the Stock Purchase Agreement, immediately before the closing of the transaction, K.B. Consolidated, Inc., a
subsidiary of CSC (Ohio), declared and issued a dividend in the form of a $236,925,515 promissory note to CSC (Ohio). Immediately prior to
the closing, CSC (Ohio) sold all the K. B. Consolidated, Inc. stock to a newly created K*B Toy division subsidiary holding company, Havens
Corners Corporation ("HCC" ), in exchange for all the HCC stock and a senior subordinated note in the amount of $45,000,000. The senior
subordinated note bears interest at the rate of 8%, which is payable in kind, and matures on December 7, 2010, or earlier in the event of
prepayment or a change in control of the K*B Toy business. At the closing, Consolidated sold all of the shares HCC to KB Acquisition Corp.,
an affiliate of Bain Capital, Inc., in exchange for $20,625,000 and a warrant to acquire 2.5% of the Class A-1 Common Stock of K.B. Holdings,
Inc., the parent of K B Acquisition Corp. On December 8, 2000, K.B. Consolidated, Inc. repaid the $236,925,515 note in full. As agreed
between the parties for purposes of the Stock Purchase Agreement, the acquirer was treated as the economic owner of the K*B Toy Division
between October 29, 2000 and the closing on December 7, 2000. As a result of being treated as the economic owner of the K*B Toy business
from October 29, 2000 through the closing date, the acquirer received a cash benefit of $155,000,000 less liabilities incurred, in the ordinary
course of the K*B Toy business during such period.

Management of the K*B Toy Division was involved in the acquisition. Michael J. Glazer, a director of Consolidated, who is an investor in the
acquisition, has an employment agreement to continue in the role of Chief Executive Officer of the new K*B Toy business and will remain as a
director of the Company through his current term.

As described in more detail under "Management's Discussion and Analysis of Financial Condition and Results of Operation," in connection
with the disposition of the K*B Toy Division, the Company recorded an after-tax loss on the disposal of a discontinued operation of $407
million.

The Stock Purchase Agreement is included as Exhibit 2(a) to this Form 10-Q, and the press release issued on December 8, 2000, which
describes the sale of the K*B Toy Division, is included as Exhibit 25.

 Item 6.    Exhibits and Reports on Form 8-K.

(a)     Exhibits.

 Exhibit No. Document

 2(a) Stock Purchase Agreement dated as of December 7, 2000 between KB acquisition Corp 
and Consolidated Store Corporation.

   
 25 Press Release dated December 8, 2000 disclosing the sale of K*B Toys to Bain Capital, Inc.
   
 27 Financial Data Schedule

(b)     Reports on Form 8-K.

     None.

  

  SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.

CONSOLIDATED STORES CORPORATION 
(Registrant)

 



Dated: December 12, 2000 By: /s/ Mark D. Shapiro

   Mark D. Shapiro, Senior Vice President 
& Chief Financial Officer
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STOCK PURCHASE AGREEMENT

          AGREEMENT dated as of December 7, 2000 between Consolidated Stores Corporation, an Ohio corporation ("Seller"), and KB Acquisition Corp., a
Delaware corporation ("Buyer").

W I T N E S S E T H:

          WHEREAS, Seller is the owner of 100 shares of common stock (the "Company Shares") of K.B. Consolidated, Inc., an Ohio corporation (the
"Company"), constituting 100% of the issued and outstanding capital stock of the Company;

          WHEREAS, Seller, through the Subsidiaries (as defined below) of the Company, conducts the KB Toy business, which includes the marketing, sale and
distribution of toy merchandise through mall-based retail stores, strip shopping centers and outlet retail stores, an on-line toy store and distribution centers
(collectively, the "KB Toy Business");

          WHEREAS, immediately prior to the Closing (as defined below), the Company shall dividend the Company Dividend Note (as defined below) to Seller;

          WHEREAS, immediately after the issuance of the Company Dividend Note and immediately prior to the Closing, Seller shall sell the Company Shares
to Havens Corners Corporation, a Delaware corporation ("HCC"), in exchange for the HCC Note (as defined below) and 100% of the issued and outstanding
capital stock of HCC, consisting of 100 shares of common stock, par value $.001 per share (the "Shares");

          WHEREAS, at the Closing, Buyer desires to purchase the Shares from Seller, and Seller desires to sell the Shares to Buyer, upon the terms and subject to
the conditions hereinafter set forth; and

          WHEREAS, as soon as reasonably practicable on the day following the Closing Date, the Company shall repay in full the Company Dividend Note;

          NOW, THEREFORE, for and in consideration of good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged,
together with the mutual representations, warranties, covenants and agreements herein contained, the parties hereto agree as follows:

 ARTICLE I

DEFINITIONS

            Section 1.01.  Definitions.  (a) The following terms, as used herein, have the following meanings:

          "1934 Act" means the Securities Exchange Act of 1934, as amended, and the rules and regulations promulgated thereunder.

          "Affiliate" means, with respect to any Person, any other Person directly or indirectly controlling, controlled by, or under common control with, such
Person. For purposes of this definition, (i) the term "control," as used with respect to any Person means the power to, directly or indirectly, direct the
management or policies of such Person, whether through the ownership of voting securities, by agreement or otherwise, and (ii) the terms "controlled"and
"controlling" have correlative meanings; provided, that neither the Company nor any of its Subsidiaries shall be considered an Affiliate of Seller.

          "Balance Sheet" means the unaudited balance sheet of the Company and its Subsidiaries as of October 28, 2000 referred to in Section 3.08.

          "Balance Sheet Cash" means $20,672,661, which amount excludes the agreed upon $2,000,000 of Store operating cash.

          "Balance Sheet Date" means October 28, 2000.

        "Balance Sheet Date Interim Net Cash Swept Amount" means $0.

         "Balance Sheet Date Working Capital" means $378,346,244, which amount includes the agreed upon $2,000,000 of Store operating cash.

       "Benefit Arrangement" means any employee benefit plan, program or policy (including, without limitation, each "employee benefit plan" within the
meaning of section 3(3) of ERISA, employment agreements, stock plans and fringe benefit plans), written or oral, that is maintained or otherwise contributed
to by the Seller or any of its Affiliates under which benefits are provided to consultants, directors, employees or beneficiaries of employees, or former
employees or beneficiaries of former employees of the Company or its Subsidiaries, or for which the Company or its Subsidiaries has or may have any
liability (including without limitation contingent liability) or obligation.

          "Buyer Holdings" means KB Holdings, Inc., a Delaware corporation and the holder of 100% of the capital stock of Buyer.

          "Cash Consideration" means an amount equal to (i) $185,000,000 plus (ii) the Working Capital Adjustment plus (iii) Balance Sheet Cash minus (iv) the
Transferred Debt minus (v) the Night Before Interim Net Cash Swept Adjustment or the Final Change in Net Cash Swept Adjustment, as specified.

          "CERCLA" means the Comprehensive Environmental Response, Compensation and Liability Act of 1980, as amended.

          "Charter" means, with respect to any juridical Person, the certificate or articles of incorporation, or other analogous organizational or constituent
documents of such Person (including, in the case of a partnership, such partnership's partnership agreement, or, in the case of a limited liability company,
such limited liability company's operating agreement).

          "Closing Date" means the date of the Closing.

          "Closing Date Interim Net Cash Swept Amount" means the net amount properly credited or charged pursuant to Section 2.03(h) to the "Interim Net Cash
Swept Account" line item of the Company's ledger in respect of Permitted Payments, Permitted Charges and Required Credits after the close of business on
the day prior to the Closing Date through the close of business on the Closing Date, determined without giving effect to the Closing and related transactions.

          "Company Dividend Note Amount" means $236,925,515.



          "Company Dividend Note" means a promissory note, due in full on the date immediately following the Closing Date, in the aggregate principal amount
equal to the Company Dividend Note Amount, bearing interest at the Reference Rate, in the form attached hereto as Exhibit A-2.

          "Contribution" means with respect to any Lease, the "Four Wall contribution" of the Store that is the subject of such Lease for the fiscal year ended
January 29, 2000, as reflected in its Store Profit and Loss Statement for the same period (a sample of which is attached as Appendix I). The Four Wall
Contribution shall be equal to Total Operating Profit/(Loss) [Line 60] plus Depreciation [Line 35] plus Home Office Allocation [Line 40] plus Distribution
Allocation [Line 41] plus Other Administrative Allocations [Line 42] plus Interest Expense [Line 46]. The Contribution of a New Store Lease shall be deemed
to be equal to the Lease Book Value of such New Store Lease.

          "CSC" means Consolidated Stores Corporation, a Delaware corporation.

          "Debt" means all obligations of the Company and its Subsidiaries, contingent or otherwise, to any Person (including Seller or any of its Affiliates) in
respect of, without duplication: (i) borrowed money; (ii) indebtedness evidenced by notes, debentures or similar instruments; (iii) capitalized lease
obligations; (iv) the deferred purchase price of assets, services or securities (other than trade payables); (v) conditional sale or other title retention agreements;
(vi) reimbursement obligations with respect to letters of credit, bankers' acceptances or surety bonds (without duplication of other obligations included in this
definition which are guaranteed thereby); (vii) dividends payable to any Person other than the Company or any of its Subsidiaries; (viii) cash overdrafts; and
(ix) interest, premium, penalties and other amounts owing in respect of the items described in the foregoing clauses (i) through (viii).

          "Effective Rent" means, with respect to any Lease, the Original Minimum Rent of such Lease plus the Original Percentage Rent of such Lease.

          "Environmental Laws" means any and all federal, state and local statutes, laws, regulations, ordinances, rules, judgments, orders, decrees, codes,
injunctions, permits and governmental restrictions, relating to human health, the environment or to emissions, discharges or releases of pollutants,
contaminants, Hazardous Substances or wastes into the environment, including without limitation ambient air, surface water, ground water, soils or land, or
otherwise relating to the manufacture, processing, distribution, use, treatment, storage, disposal, transport or handling of pollutants, contaminants, Hazardous
Substances or wastes or the clean-up or other remediation thereof.

          "ERISA" means the Employee Retirement Income Security Act of 1974, as amended.

          "Final Cash Consideration" means Cash Consideration calculated on the basis of the Final Change in Net Cash Swept Adjustment (i) as set forth in the
statement of Final Cash Consideration delivered pursuant to Section 2.03(c), if no notice of disagreement with respect thereto is delivered pursuant to Section
2.03(d) or (ii) if such a notice of disagreement is delivered, (A) as agreed by the parties pursuant to Section 2.03(e) or (B) in the absence of such agreement, as
shown in the Arbitrator's calculation delivered pursuant to Section 2.03(e); provided, that the Final Cash Consideration shall not in any event be more than
the amount set forth in the notice of disagreement delivered pursuant to Section 2.03(d) nor less than the amount set forth in the statement delivered pursuant
to Section 2.03(c).

          "Final Change in Net Cash Swept Amount" means the amount properly set forth in the "Interim Net Cash Swept Account" line item of the Company's
ledger as of the close of business on the Closing Date, determined without giving effect to the Closing and related transactions.

          "Final Change in Net Cash Swept Adjustment" means the amount equal to the Final Change in Net Cash Swept Amount minus the Balance Sheet Date
Interim Net Cash Swept Amount.

          "GAAP" means United States generally accepted accounting principles in effect from time to time, applied on a basis consistent with the principles,
practices and procedures of the KB Toy Business as applied in the preparation of the financial statements of the Company and its Subsidiaries as of January
29, 2000 previously furnished to Buyer.

          "Hazardous Substance" means any hazardous substances (as defined in CERCLA); hazardous waste (as defined in RCRA or the regulations adopted
thereunder); polychlorinated biphenyls; petroleum and/or petroleum products; or solid waste, except for solid waste that Seller or its Affiliates are authorized
to manage under any applicable Environmental Laws.

          "HCC Note" means a senior subordinated note of HCC in the principal amount of $45,000,000, containing the terms and conditions set forth in Exhibit
A-1.

          "HSR Act" means the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended.

          "Intellectual Property Right" means any rights arising from or related to any trademark, service mark, registration thereof or application for registration
therefor, trade name, invention, patent, patent application, trade secret, know-how, copyright, copyright registration, application for copyright registration,
copyrightable work, proprietary data and information arising from or relating to customers, or any other type of proprietary intellectual property, together
with the embodiments of the foregoing.

          "Intercompany Accounts" means any account maintained by Seller or any of its Affiliates with respect to transactions between the Seller or any of its
Affiliates, on the one hand, and the Company or any of its Subsidiaries, on the other.

          "KB Store No. 1013 Litigation" means any litigation relating to the fire at the Store located at 30-81 Steinway Street, Astoria, New York 11103.

          "Landlord" means the lessor or sublessor, as the case may be, under any Lease.

          "Landlord Objection" means written notice from a Landlord to Buyer, the Company, any of its Subsidiaries or Seller to the effect that Landlord
specifically objects to the transactions contemplated by this Agreement or that Landlord refuses to grant a Landlord Consent with respect to such
transactions.

          "Lease" means each real property lease, sublease or month-to-month tenancy arrangement by which the Company or any of its Subsidiaries is a tenant or
has the right to occupy real property, other than a Non-Store Lease.

          "Lease Book Value" means, with respect to any Lease, the net book value of the fixed assets of the Store that is the subject of such Lease included in the
Balance Sheet.

          "Lease Consent Costs" means the sum of (i) all Rent Increases and (ii) all Release Payments paid by Buyer, the Company or any of its Subsidiaries or
Affiliates in connection with obtaining a Landlord Consent.



          "Lease Enforcement Proceedings" means, with respect to a Lease, the Landlord has, prior to the Lease Termination Enforcement Date, commenced legal
proceedings to terminate the applicable Lease or enjoin the sale of the Shares or any of the other transactions contemplated by this Agreement.

          "Lease Restoration Costs" means the sum of (i) all Inventory Shipping Costs with respect to Terminated Leases and (ii) all Restoration Costs with
respect to Terminated Leases.

          "Lease Termination Costs" means, with respect to each Terminated Lease, the sum of (i) the Lease Book Value of such Terminated Lease, (ii) the Lease
Restoration Costs for such Terminated Lease and (iii) the net present value of the Contribution for such Terminated Lease (applying a discount rate equal to
the Reference Rate) for what would have been the remaining term (excluding options to extend or renew) of the subject Lease (except that a Lease having a
remaining term of less than one year and a month-to-month Lease shall be treated as having a remaining term of one year and a Lease having a remaining
term of greater than two years shall be treated as having a remaining term of two years).

          "Lease Termination Enforcement Date" means the later of (i) one year after the Closing Date or (ii) six months after the delivery of the applicable
Landlord Objection; provided, that if any entity other than an Affiliate of Buyer acquires all or substantially all of the assets or a majority of the capital stock
of the Company or any of its Subsidiaries, whether by merger, consolidation or otherwise, then the Lease Termination Enforcement Date shall be the date
immediately prior to the consummation of such transaction.

          "Lien" means, with respect to any asset, any mortgage, lien, pledge, charge, security interest or encumbrance of any kind in respect of such asset.

          "Losses" means any and all obligations, damages, losses, fines, penalties, expenses, fees, costs, amounts paid in settlement (including reasonable
attorneys' and expert witness fees and disbursements in connection with investigating, defending or settling any action or threatened action) and actual
liabilities.

          "Material Adverse Change" means, with respect to the Company and its Subsidiaries, a material adverse change in the business, assets, condition
(financial or otherwise) or results of operations of the Company and its Subsidiaries, taken as a whole.

          "Material Adverse Effect" means, with respect to the Company and its Subsidiaries, a material adverse effect on the business, assets, condition (financial
or otherwise) or results of operations of the Company and its Subsidiaries, taken as a whole.

          "Multiemployer Plan" means each Employee Plan that is a multiemployer plan, as defined in Section 3(37) of ERISA.

          "Night Before Cash Consideration" means the Cash Consideration calculated on the basis of the Night Before Interim Net Cash Swept Adjustment as set
forth in the statement of Night Before Cash Consideration delivered pursuant to Section 2.03(a).

          "Night Before Interim Net Cash Swept Adjustment" means the amount equal to the Night Before Interim Net Cash Swept Amount minus the Balance
Sheet Date Interim Net Cash Swept Amount.

          "Night Before Interim Net Cash Swept Amount" means the amount properly set forth in the"Interim Net Cash Swept Account" on the Company's ledger
as of the close of business on the day prior to the Closing Date.

        "New Store Lease" means a Lease entered into after January 1, 2000.

          "Non-Store Lease" means each of the real property leases or subleases set forth on Schedule 1.01(a).

          "Original Minimum Rent" means, with respect to any Lease, the amount provided for by such Lease as minimum, base or other fixed amount of rent for
or properly allocable to the most recent 12-month period ending prior to the Balance Sheet Date.

          "Original Percentage Rent" means, with respect to any Lease, the amount of percentage rent provided for by such Lease, calculated in accordance with
the percentages and breakpoints provided for in such Lease, for or properly allocable to the most recent 12-month period ending prior to the Balance Sheet
Date.

          "Permitted Charges"means such term as defined on Appendix II.

          "Permitted Payments"means such term as defined on Appendix II.

          "Person" means an individual, corporation, partnership, limited liability company, association, trust or other entity or organization, including a
government or political subdivision or an agency or instrumentality thereof.

          "RCRA" means the Resource Conservation and Recovery Act, as amended.

          "Reference Rate"means a rate per annual equal to the prime reference rate from time to time of National City Bank.

          "Release" means any discharge, emission or release, including without limitation a Release as defined in CERCLA, at 42 U.S.C. §9601(22). The term
"Released" has a corresponding meaning.

          "Release Payment" means any payment, other than a Rent Increase, made to any Landlord by Buyer, the Company or any of its or their Subsidiaries or
Affiliates in connection with obtaining a Landlord Consent, regardless of whether such payment is required pursuant to the terms of the applicable Lease or is
otherwise required by such Landlord (including, but not limited to, any additional remodeling costs, transfer of assignment charges, administration fees and
fees and expenses of counsel in connection therewith).

          "Rent Increase" means an increase in amounts payable under a Lease as rent (including, if applicable, retroactive rent to the Closing Date), agreed to by
Buyer, the Company or any of its or their Subsidiaries or Affiliates in connection with obtaining a Landlord Consent; provided, that an increase in rent shall
be deemed to be a Rent Increase only to the extent of the net present value (applying a discount rate equal to the Reference Rate) of the amount by which the
aggregate annual rent, including both minimum rent and percentage rent (assuming the same sales from the subject Store as were achieved during the most
recent 12-month period), will exceed the Effective Rent over the remaining term (excluding options to extend or renew) of the subject Lease (except that a
Lease having a remaining term of less than one year and a month-to-month Lease shall be treated as having a remaining term of one year and a Lease having a
remaining term greater than two years shall be treated as having a remaining term of two years).

          "Required Credits" shall mean such term as defined in Appendix II.



          "Shared Lawsuits" means the cases captioned (i) John Flores, et al. vs. K*B Toys, et al. (Case No. GIC757012, Superior Court of California, County of
San Diego) and (ii) Avis E. Buchanan, et al. vs. Consolidated Stores Corp. d/b/a KB Toys (Civil Action No. DKC99CV3766, U.S. District Court for the
District of Maryland, Southern Division).

          "Stores" means, collectively, the stores that are the subject of the Leases, each of which individually is referred to as a Store.

          "Subsidiary" means any Person of which any other specified Person shall at the time, directly or indirectly, through one or more of its Subsidiaries, (a)
own at least 50% of the outstanding capital stock (or other shares of beneficial interest) entitled to vote generally, (b) hold at least 50% of the partnership,
limited liability company, joint venture or similar interests or (c) be a general partner or joint venturer.

          "Target Working Capital Amount" shall mean $305,865,560, which amount includes the agreed upon $2,000,000 of Store operating cash.

          "Terminated Lease" means any Lease (i) the Store of which Buyer or the Company and its Subsidiaries are deprived the possession of as a result of Lease
Enforcement Proceedings, but only after (A) a final court order for which all applicable appeal periods have expired or (B) a settlement negotiated by Buyer
with Landlord which requires Buyer to vacate such Store, provided that (x) at such time as the aggregate Lease Termination Costs exceed $7,500,000, if the
Lease Termination Costs with respect to such Terminated Lease would exceed $400,000 or (y) at such time as the aggregate Lease Termination Costs exceed
$10,000,000, if such settlement would result in a liability to Seller pursuant to Section 7.04(d) in excess of $200,000, then, in either case, such settlement
shall be subject to the prior approval of Seller, which approval shall not be unreasonably conditioned, delayed or withheld; or (ii) which Seller and Buyer at
any time mutually agree in writing is a Terminated Lease.

          "Title IV Plan" means an Employee Plan, other than any Multiemployer Plan, subject to Title IV of ERISA.

          "Transferred Debt" means (i) $7,179,346 of principal, interest and other obligations in respect of the mortgage with respect to the Pittsfield (Berkshire)
distribution center, (ii) $3,225,800 of principal, interest and other obligations in respect of the capitalized lease with respect to the Metro (Mt. Pocono, PA)
distribution center and (iii) $353,786 of principal, interest and other obligations with respect to the COMDISCO and KBkids.com capitalized leases.

          "Warrants" means the warrants to purchase 2.5% of the Class A Common Stock, par value $.001 per share, of Buyer Holdings, containing the terms and
conditions set forth in Exhibit B.

          "Working Capital Adjustment" means the amount equal to the Balance Sheet Date Working Capital minus the Target Working Capital Amount.

          (b) Each of the following terms is defined in the Section set forth opposite such term:

          Term Section
Accounting Referee 13.07
Action 11.03
Allocation Statement 8.03(a)
Arbitration 2.03(e)
Arbitrator 13.07
Buyer Preamble
Buyer Indemnitees 11.02
Buyer's Tax Loss 8.01
Buyer Performance Group 7.06
Cash Consideration 2.01
Clayton Act 4.10
Closing 2.02
Code 8.01
Company Preamble
Company Securities 3.05(b)
Company Shares Preamble
Disputed Items 2.03(d)
Financial Statements 3.08
Financing 4.06

 

Term Section
  
HCC Preamble
Income Tax 8.01
Indemnified Party 11.08
Indemnifying Party 11.08
Inventory Shipping Costs 7.04(d)
KB Toy Business Preamble
Landlord Consent 7.04(a)
Lease Guaranty 7.04(a)
Miscellaneous Taxes 8.01
Other Consent 3.07
Permit 3.14
Permitted Lien 3.10
Post-Closing Tax Period 8.01
Pre-Closing Tax Period 8.01
Price Allocation 8.03(a)
Purchase Price 2.01
Real Property 3.10
Required Consent 3.07
Return 8.02



Restoration Costs 7.04(d)
Sahara 5.11
Section 338(h)(10) Election 8.03(a)
Seller Preamble
Seller Group 8.01
Seller Indemnitees 11.02
Seller Release 7.04(a)
Seller's Expense 8.03(b)
Share Purchase Price 2.01
Shares Preamble
Sonoran 5.11
Subsidiary Securities 3.06(b)
Tax 8.01
Tax Packages 8.03(g)
Transfer Tax 8.01
Transferred Company Plan 3.20(a)
Transferred Employee 9.01

          (c) Definitions shall be equally applicable to both the singular and plural forms of the terms defined, and references to the masculine, feminine or neuter
gender shall include each other gender. For purposes hereof, "including" shall mean "including without limitation."

 ARTICLE II

PURCHASE AND SALE

            2.01.   Purchase and Sale. Upon the terms and subject to the conditions of this Agreement, Seller agrees to sell to Buyer or its designee, and Buyer
agrees to purchase, or cause its designee to purchase, from Seller the Shares at the Closing. The purchase price for the Shares (the "Share Purchase Price") is (i)
an amount in cash equal to the Cash Consideration less the Company Dividend Amount and (ii) the Warrants. Notwithstanding the foregoing, the parties
acknowledge and agree that the aggregate purchase price of the transactions contemplated by this Agreement shall be equal to the Share Purchase Price, plus
the Company Dividend Amount, plus the HCC Note (the "Purchase Price"). The Purchase Price shall be paid as provided in Section 2.02, subject to
adjustment as provided in Section 2.04.

            2.02.   Closing. (a) The closing (the "Closing") of the purchase and sale of the Shares shall take place at the offices of Ropes & Gray, One International
Place, Boston, Massachusetts on December 7, 2000, or at such other time or place as Buyer and Seller may agree.

          (b)   Immediately prior to the Closing,

          (i)   Buyer shall cause the lenders involved in the Financing to transfer to an account in the name of Mall of America Kay-Bee Toy, Inc., a
wholly-owned Subsidiary of the Company, an amount in immediately available funds equal to the Company Dividend Note Amount;

          (ii)  the Company shall declare and issue a dividend to Seller in the form of the Company Dividend Note; and

          (iii) the Seller shall sell the Company Shares to HCC in exchange for the Shares and the HCC Note.

          (c)   At the Closing,

          (i)   Buyer shall deliver to Seller (A) a wire transfer to an account designated by Seller to Buyer at least two business days prior to the
Closing in the amount of the Night Before Cash Consideration less the Company Dividend Note Amount in immediately available funds and
(B) the Warrants; and

          (ii)  Seller shall deliver to Buyer or its designee certificates for the Shares duly endorsed or accompanied by stock powers duly endorsed
in blank,

         

with any required transfer stamps affixed thereto, and in form proper for transfer.        

          (d)   As soon as reasonably practicable on the day following the Closing Date,

             (i)   the Company shall repay in full the Company Dividend Note.

          (e)   Within seven business days after the Closing, Seller shall deliver to Buyer a wire transfer to an account designated by Buyer to Seller at least two
days prior to the Closing an amount in immediately available funds equal to the Closing Date Interim Net Cash Swept Amount as set forth in Buyer's
statement delivered pursuant to Section 2.03(b), provided that if the calculation of the Closing Date Interim Net Cash Swept Amount results in a negative
number then, in lieu of Seller paying Buyer, Buyer shall pay Seller an equivalent positive amount in the manner set forth in clause (c)(i) above.

            2.03.   Statements Relating to Purchase Price. (a) Not later than two business days prior to Closing, Seller will deliver to Buyer statements setting forth
the following amounts: Balance Sheet Date Working Capital, Balance Sheet Cash and Transferred Debt, together with bank and loan confirmations of the
account balances from which Balance Sheet Cash and Transferred Debt have been derived, as set forth on Schedule 2.03(a). Such statements shall be prepared
in accordance with GAAP and shall be derived from and consistent with the Balance Sheet. Not later than 9:00 p.m. on the day prior to the Closing Date,
Seller will deliver to Buyer a statement calculating the Night Before Interim Net Cash Swept Amount, the Night Before Net Cash Swept Adjustment and the
Night Before Cash Consideration. Such statements shall be prepared in accordance with GAAP.

          (b)   Not later than five business days after the Closing Date, Buyer will deliver a statement of the Closing Date Interim Net Cash Swept Amount. Such
statement shall be prepared in accordance with GAAP.

          (c)   Not later than 90 days after the Closing Date, Buyer will prepare and furnish to Seller a statement of Final Cash Consideration. Such statement shall



be prepared in accordance with GAAP, it being understood that, to the extent Buyer disagrees with Seller's calculation of Night Before Cash Consideration, or
with Buyer's earlier calculation of the Closing Date Interim Net Cash Swept Amount, Buyer shall be entitled to incorporate such disagreements in the
calculations in Buyer's statements delivered pursuant to this Section 2.03(c); provided, that, for purposes of such calculation, the parties agree that the
amount of the Working Capital Adjustment shall not be subject to modification.

          (d)   If Seller disagrees with Buyer's calculation of Final Cash Consideration as set forth in the statements delivered pursuant to Section 2.03(c), Seller
may, within 30 days after delivery of such statements, deliver a notice to Buyer disagreeing with such calculation. Such notice of disagreement shall set forth
Seller's calculation of Final Cash Consideration and shall specify those items as to which Seller disagrees and the amount of each such disagreement (the
"Disputed Items"), and Seller shall be deemed to have agreed with all other items and amounts reflected in Buyer's statement of Final Cash Consideration.

          (e) If a notice of disagreement shall be duly delivered pursuant to Section 2.03(d), the parties shall, during the 30 days following such delivery, use
commercially reasonable efforts to reach agreement on the Disputed Items in order to determine, as may be required, the amount of the Final Cash
Consideration. If, during such period, the parties are unable to reach such agreement, either party may cause the Disputed Items to be resolved by means of an
arbitration conducted pursuant to Section 13.07 (an "Arbitration"). In any such Arbitration, the Arbitrator (as defined in Section 13.07) shall consider only the
Disputed Items and all other items shall be calculated as proposed by Buyer.

          (f) The parties hereto agree that they will, and agree to cause their respective independent accountants to, cooperate and assist in the other party's
preparation of the statements to be delivered by such party pursuant to this Section 2.03, including without limitation the making available to the extent
necessary of books, records, work papers and personnel, subject, in the case of each such independent accountant, to the execution of customary
representations and/or waivers as reasonably requested of either or both of the parties by such independent accountants.

          (g) The parties hereto further acknowledge and agree that all amounts to be calculated pursuant to this Section 2.03 shall be calculated in accordance
with GAAP.

          (h) Seller represents, warrants and agrees that (A) with respect to the period on and after the Balance Sheet Date through and including the Closing Date,
(i) no transactions have been or will be recorded in the Interim Net Cash Swept Account other than (x) credits for Required Credits and (y) charges for
Permitted Payments and Permitted Charges and (ii) no payments have been or will be made from cash of the Company and its Subsidiaries other than
distributions to Seller and direct payments (i.e., not through the Interim Net Cash Swept Account) of Permitted Payments and (B) the opening balance in the
Interim Net Cash Swept Account on the Balance Sheet Date was $0.

            2.04.  Adjustment of Purchase Price. (a) If Final Cash Consideration as calculated pursuant to Section 2.03 exceeds the Night Before Cash
Consideration, Buyer shall pay to Seller, as an adjustment to the Purchase Price, in the manner provided in Section 2.04(b), the amount of such excess. If
Night Before Cash Consideration exceeds Final Cash Consideration as calculated pursuant to Section 2.03, Seller shall pay to Buyer, as an adjustment to the
Purchase Price, in the manner provided in Section 2.04(b), the amount of such excess. In addition, Seller or Buyer, as applicable, will repay to the other the
amount paid pursuant to Section 2.02(c) in respect of the Closing Date Interim Net Cash Swept Amount. Any such payment pursuant to this Section 2.04(a)
shall be made at a mutually convenient time and place (i) within 30 days after Buyer's delivery of the statement of Final Cash Consideration pursuant to
Section 2.03(c) if no notice of disagreement with respect thereto is delivered pursuant to Section 2.03(d) or (ii) if a notice of disagreement with respect thereto
is delivered pursuant to Section 2.03(d) then within 10 days after the earlier of (A) agreement between the parties pursuant to Section 2.03(e) with respect to
the Final Cash Consideration and (B) delivery by the Arbitrator of the calculation of the Final Cash Consideration referred to in Section 2.03(e).

          (b) Any net payment pursuant to Section 2.04(a) shall be made by delivery by Buyer, or Seller, as the case may be, of a wire transfer of immediately
available funds to the account designated by Seller or Buyer, as the case may be. The amount of any payment to be made pursuant to Section 2.04(a) shall
bear interest from and including the Closing Date to but excluding the date of payment at a rate per annum equal to the Reference Rate. Such interest shall be
payable at the same time as the payment to which it relates and shall be calculated on the basis of a year of 365/366 days and the actual number of days for
which interest is due.

 ARTICLE III

REPRESENTATIONS AND WARRANTIES OF SELLER

          Seller hereby represents and warrants to Buyer that, as of the Closing:

            3.01.  Corporate Existence and Power. Each of the Seller, the Company and HCC is a corporation duly incorporated, validly existing and in good
standing under the laws of its jurisdiction, and has all requisite corporate powers and all material governmental licenses, authorizations, consents and
approvals required to carry on its business as now conducted. The Company is duly qualified to do business as a foreign corporation and is in good standing
in each jurisdiction where the character of the property owned or leased by it or the nature of its activities make such qualification necessary, except for those
jurisdictions where failure to be so qualified would not, individually or in the aggregate, have a Material Adverse Effect. Seller has heretofore made available
to Buyer true and complete copies of the Charter and bylaws (or analogous governing documents) of the Company, HCC and Seller as currently in effect.

            3.02.  Corporate Authorization. The execution, delivery and performance by Seller of this Agreement and the consummation by Seller and HCC of the
transactions contemplated hereby are within Seller's and HCC's corporate powers and have been duly authorized by all necessary corporate action on the part
of Seller and HCC. This Agreement constitutes a valid and binding agreement of Seller enforceable against Seller in accordance with its terms, except as (i)
the enforceability hereof may be limited by bankruptcy, insolvency, moratorium or other similar laws affecting the enforcement of creditors' rights generally
and (ii) the availability of remedies may be limited by equitable principles of general applicability or public policy .

            3.03.  Governmental Authorization. The execution, delivery and performance by Seller for this Agreement require no action by or in respect of, or
filing with, any governmental body, agency, official or authority other than (i) compliance with any applicable requirements of the 1934 Act; and (ii)
notification to the Federal Trade Commission pursuant to the Consent Decree and Order effective August 14, 2000.

            3.04.  Non-Contravention. The execution, delivery and performance by Seller of this Agreement do not and will not (i) contravene or conflict with the
Charter or bylaws (or analogous governing documents) of Seller, HCC, the Company or any of the Company's Subsidiaries; (ii) subject to compliance with
the matters referred to in Section 3.03, contravene or conflict with or constitute a violation of any provision of any law, regulation, judgment, injunction,
order or decree binding upon or applicable to Seller, the Company or any of the Company's Subsidiaries; (iii) subject to the obtaining of all Required
Consents, constitute a default under (or any event that with notice, lapse of time or both, would constitute a default under) or give rise to any right of
modification, termination, cancellation or acceleration of any right or obligation of the Company or any of its Subsidiaries or to a loss of any benefit relating
to the Company or any of its Subsidiaries to which the Company or any of its Subsidiaries is entitled under any provision of any agreement, contract or other
instrument (other than any Lease) binding upon the Company or any of its Subsidiaries or any license, franchise, permit or other similar authorization held by



the Company or any of its Subsidiaries or (iv) result in the creation or imposition of any Lien on, or forfeiture of, any asset of the Company or any of its
Subsidiaries, except, in the case of clauses (ii), (iii) and (iv), to the extent that any such violation, failure to obtain or other action, approval, consent, waiver,
authorization or other action, default, right, modification, Lien or forfeiture would not, individually or in the aggregate, have a Material Adverse Effect.

            3.05.  Capitalization. (a) The authorized capital stock of the Company consists of 100 shares of common stock, of which 100 shares are issued and
outstanding.

          (b) The Company Shares have been duly authorized and validly issued and are fully paid and non-assessable. Except as disclosed in Section 3.05(a),
there are no outstanding (i) shares of capital stock or voting securities of the Company, (ii) securities of the Company convertible into or exchangeable for
shares of capital stock or voting securities of the Company or (iii) options or other rights to acquire from the Company, or other obligation of the Company to
issue, any capital stock, voting securities or securities convertible into or exchangeable for capital stock or voting securities of the Company (the items in
clauses (i), (ii) and (iii) being referred to collectively as the "Company Securities"). There are no outstanding obligations of the Company or any Subsidiary to
issue, repurchase, redeem or otherwise acquire, or make any payment in respect of, Company Securities.

          (c) The authorized capital stock of the HCC consists of 100 shares of common stock, of which 100 shares shall be issued and outstanding as of the
Closing. To Seller's knowledge, HCC has no assets (other than all of the outstanding capital stock of the Company) or liabilities (other than the HCC Note)
and has entered into no agreements or transactions other than those contemplated by this Agreement.

          (d) Upon their issuance immediately prior to the Closing, as contemplated herein, the Shares will be duly authorized and validly issued and fully paid
and non-assessable.

          (e) As of the Closing, Seller will be the record and beneficial owner of the Shares, free and clear of any Lien and other limitation or restriction (including
any restriction on the right to vote, sell or otherwise dispose of the Shares), and will transfer and deliver to Buyer at the Closing valid title to the Shares free
and clear of any Lien and any such limitation or restriction.

            3.06. Subsidiaries. (a) Except as set forth on Schedule 3.06(a), each Subsidiary of the Company is a corporation or limited liability company duly
incorporated or created, validly existing and in good standing under the laws of its jurisdiction, has all requisite corporate powers and all material
governmental licenses, authorizations, permits, consents and approvals required to carry on its business as now conducted. Each Subsidiary of the Company
is duly qualified to do business as a foreign corporation or limited liability company, as the case may be, and is in good standing in each jurisdiction where
such qualification is necessary except for those jurisdictions where failure to be so qualified would not, individually or in the aggregate, have a Material
Adverse Effect. All Subsidiaries of the Company and their respective jurisdictions of incorporation or creation, as the case may be, issued and outstanding
capital stock or other voting securities or ownership interests and the owner of such outstanding capital stock or other voting securities or ownership interests
are disclosed in Schedule 3.06(a). Seller has heretofore made available to Buyer true and complete copies of the Charter and bylaws (or analogous governing
documents) of each Subsidiary of the Company as is currently in effect and as will be in effect immediately prior to the Closing.

          (b) Except as set forth on Schedule 3.06(b), all of the outstanding capital stock of, or other voting securities or ownership interests in, each Subsidiary of
the Company, is owned by the Company, directly or indirectly, free and clear of any Lien and free of any other limitation or restriction (including any
restriction on the right to vote, sell or otherwise dispose of such capital stock or other voting securities or ownership interests). All of the outstanding capital
stock or other voting securities or ownership interests in each Subsidiary of the Company have been duly authorized and validly issued and are fully paid
and non-assessable. Except as set forth on Schedule 3.06(b) and except for the HCC Note and the Company Dividend Note, there are no outstanding (i)
securities of any such Subsidiary convertible into or exchangeable for shares of capital stock or other voting securities or ownership interests in any
Subsidiary or (ii) options or other rights to acquire from the Company or any such Subsidiary, or other obligation of the Company or any such Subsidiary to
issue, any capital stock or other voting securities or ownership interests in, or any securities convertible into or exchangeable for any capital stock or other
voting securities or ownership interests in, any Subsidiary of the Company (the items in clauses (i) and (ii) being referred to collectively as the "Subsidiary
Securities"). Except as set forth on Schedule 3.06(b), there are no outstanding obligations of the Company or any Subsidiary of the Company to issue,
repurchase, redeem or otherwise acquire, or make any payment in respect of, any outstanding Subsidiary Securities. To the knowledge of the Seller, except for
the Shares and the HCC Note, there are no outstanding

shares of capital stock, voting securities of HCC, or rights to acquire any capital stock, voting securities or other securities of HCC.

            3.07.  Required and Other Consents. (a) Schedule 3.07(a) sets forth each agreement, contract or other instrument (excluding the Leases) binding upon
Seller, the Company or any of the Company's Subsidiaries or any license, franchise, permit or other similar authorization held by the Company or any of its
Subsidiaries, requiring a consent as a result of the execution, delivery and performance of this Agreement or the consummation of the transactions
contemplated hereby that if not received by the Closing Date would be reasonably likely to have a Material Adverse Effect (each such consent, a "Required
Consent" and together the "Required Consents").

          (b)  Schedule 3.07(b) sets forth each other consent (each such consent, excluding the Landlord Consents, an "Other Consent" and together the "Other
Consents") under agreements, contracts or other instruments (excluding the Leases) or licenses, franchises, permits or other similar authorizations that is
necessary with respect to the execution, delivery and performance of this Agreement and the consummation of the transactions contemplated hereby.

            3.08.  Financial Statements. The Balance Sheet and the related unaudited statements of income and cash flows for the year-to-date period ending on
the Balance Sheet Date, the unaudited balance sheet of the Company and its Subsidiaries as of January 29, 2000 and the related unaudited statements of
income and cash flows of the Company and its Subsidiaries for the fiscal year ended January 29, 2000 (collectively, the "Financial Statements"), previously
delivered to Buyer, (a) fairly present, in all material respects, the financial position of the Company and its Subsidiaries as of such dates and their results of
operations for the year-to-date period ended on the Balance Sheet Date and the fiscal year ended January 29, 2000, and (ii) have been prepared in conformity
with GAAP (except as may be indicated in the notes thereto).

            3.09.  Absence of Certain Changes. Except as disclosed in Schedule 3.09 or as contemplated by this Agreement, since the Balance Sheet Date, the KB
Toy Business has been conducted in the ordinary course consistent with past practices, and there has not been:

        (a)   any Material Adverse Change or the occurrence of any event or events which individually or in the aggregate would be reasonably
likely to result in a Material Adverse Change, other than any resulting from or attributable to changes in general economic conditions that
have not been materially worse for the Company and its Subsidiaries, taken as a whole, than those of similar retail or on-line businesses;

         (b)   excluding the Company Dividend Note, any declaration, setting aside or payment of any dividend or other distribution with respect
to the Company Shares or the Shares, or any repurchase, redemption or other acquisition by the Company or any



of its Subsidiaries of any outstanding shares of capital stock or other securities of, or other ownership interests in, the Company or any of its
Subsidiaries;

          (c)   any amendment of any material term of any outstanding security of the Company or any of its Subsidiaries;

          (d)   other than as contemplated by Section 2.02(b), any incurrence, assumption or guarantee by the Company or any of its Subsidiaries of
any indebtedness for borrowed money other than pursuant to the Intercompany Accounts in the ordinary course of business and in amounts
and on terms consistent with past practices and any such indebtedness between the Company and any of its Subsidiaries;

          (e)   any creation or assumption by the Company or any of its Subsidiaries of any Lien on any material asset other than in the ordinary
course of business consistent with past practices;

          (f)   any making of any loan, advance or capital contribution to or investment in any Person, other than (i) loans, advances or capital
contributions to or investments between the Company and any of its Subsidiaries and (ii) loans and advances pursuant to the Intercompany
Accounts;

          (g)   any damage, destruction or other casualty loss (whether or not covered by insurance) affecting the KB Toy Business or assets of the
Company or any of its Subsidiaries which, individually or in the aggregate, has had or would reasonably be expected to have a Material
Adverse Effect;

          (h)   any transaction or commitment made, or any contract or agreement entered into, by the Company or any of its Subsidiaries relating
to the KB Toy Business or any of their assets (including the acquisition or disposition of any assets) or any relinquishment, compromise or
waiver by the Company or any of its Subsidiaries of any contract, lease, license or other right, in either case, material to the Company and its
Subsidiaries, taken as a whole, other than transactions and commitments in the ordinary course of business consistent with past practices and
those contemplated by this Agreement;

          (i)   any change in any method of accounting or accounting practice by the Company or any of its Subsidiaries except for any such
change after the Balance Sheet Date required by reason of a concurrent change in generally accepted accounting principles;

          (j)   any (i) grant of any severance or termination pay to any employee of the Company or any of its Subsidiaries having annual
compensation in excess of $100,000; (ii) entering into of any employment, deferred compensation or other similar agreement (or any
amendment to or modification of any such existing agreement) with any

employee of the Company or any of its Subsidiaries having annual compensation in excess of $100,000; or (iii) any increase in
compensation or other benefits paid or payable to any employee of the Company or any of its Subsidiaries having annual
compensation in excess of $100,000, except in each case in the ordinary course of business consistent with past practices;

          (k)   any labor dispute, other than routine individual grievances, or any activity or proceeding by a labor union or
representative thereof to organize any employees of the Company or any of its Subsidiaries, which employees were not subject
to a collective bargaining agreement at the Balance Sheet Date, or any lockouts, strikes, slowdowns, work stoppages or threats
thereof by or with respect to such employees;

          (l)   any material capital expenditure, or commitment for a capital expenditure, for additions or improvements to property,
plant and equipment, other than expenditures for repair and maintenance of any Stores, distribution centers or warehouses of the
Company and its Subsidiaries in the ordinary course of business;

          (m)   any settlement of, or agreement to settle, any material claim, action, suit, arbitration, proceeding or investigation,
other than in the ordinary course of business consistent with past practices;

          (n)   any canceled or compromised debt or claim, other than (i) between the Company and any of its Subsidiaries and (ii)
adjustments relating to Intercompany Accounts;

          (o)   any sale, lease or other disposition of any material assets (other than inventory) by the Company or any of its
Subsidiaries other than in the ordinary course of business;

          (p)   any delay or postponement of the payment of any accounts payable or other liabilities by the Company or any of its
Subsidiaries other than in the ordinary course of business; or

          (q)   any adoption, amendment, modification or termination of any Employee Plan other than in the ordinary course of
business.

            3.10.  Properties.  (a) Schedule 3.10(a) contains a list of all material real property owned, leased or subleased by the Company and its
Subsidiaries (the "Real Property"), any title insurance policies and surveys with respect thereto, and any material Liens thereon.

          (b)  The Company and its Subsidiaries have good and marketable title to, or in the case of leased or subleased Real Property have valid
leasehold or subleasehold interests in, the owned Real Property listed in Schedule 3.10(a) and all other property, rights and assets (whether
real, personal, tangible or intangible) reflected on the Balance Sheet or acquired after

the Balance Sheet Date, except for properties and assets sold since the Balance Sheet Date in the ordinary course of business consistent with
past practices. None of such property or assets is subject to any Lien, except:

          (i)     Liens disclosed on the Balance Sheet;

          (ii)    Liens disclosed in Schedule 3.10(b);

          (iii)   Liens for taxes not yet due or being contested in good faith (and for which adequate accruals or reserves have been
established on the Balance Sheet); or



          (iv)   Liens which do not materially detract from the value or materially interfere with any present or presently intended
use of such property, rights or assets (clauses (i), (ii), (iii) and (iv) are, collectively, the "Permitted Liens").

        (c)  With respect to the Real Property that is owned by the Company and its Subsidiaries, each parcel thereof (i) is not in violation of
applicable zoning laws or ordinances; (ii) has received all approvals of governmental authorities (including licenses and permits) required in
connection with the ownership and operation thereof and has been developed, operated and maintained in accordance with applicable laws,
rules, regulations and restrictive covenants, except where the failure to receive such approvals or to develop, operate and maintain would not
have a Material Adverse Effect; (iii) has adequate utilities and other services necessary for the operation of such facility provided via public
roads or via appurtenant easements benefiting such parcel; (iv) abuts a public road or has adequate vehicular access to a public road via a
permanent, irrevocable exclusive easement to a public road; (v) except as set forth on Schedule 3.10(c), there are no leases or other agreements
granting to any party or parties the right of use or occupancy of such parcel or any portion thereof and (vi) except as set forth on Schedule
3.10(c), there are no outstanding options or rights of first refusal to purchase such parcel or any portion thereof.

          3.11.  No Undisclosed Material Liabilities. There are no liabilities of the Company or any of its Subsidiaries of any kind whatsoever,
whether accrued, contingent, absolute, determined, determinable or otherwise, other than:

          (i)     liabilities in the amounts provided for in the Balance Sheet or disclosed in the notes thereto;

          (ii)    liabilities incurred in the ordinary course of business consistent with past practice since the Balance Sheet Date ;

          (iii)   liabilities disclosed in Schedule 3.11 or contemplated by Section 2.02(b); and

 

         (iv) other undisclosed liabilities which, individually or in the aggregate, are not material to the Company and its
Subsidiaries, taken as a whole.

            3.12.   Litigation. (a) Except as set forth on Schedule 3.12, there is no action, suit, investigation or proceeding pending against, or to the
knowledge of Seller, threatened against or affecting, the Company or any of its Subsidiaries or any of their respective properties before any
court or arbitrator or any governmental body, agency or official. There are no judgments, orders, decrees, citations, fines or penalties pending
against the Company or any of its Subsidiaries that materially adversely affect the Company and its Subsidiaries, taken as a whole, under any
Federal, state or local law.

          (b)   Except for the Shared Lawsuits and the KB Store No. 1013 Litigation, there is no action, suit investigation or proceeding pending
against, or to the knowledge of Seller, threatened against or affecting the Company of any of its Subsidiaries or any of their respective
properties which, if determined or resolved adversely in accordance with the plaintiff's demands, would reasonably be expected to have a
Material Adverse Effect.

            3.13.   Material Contracts. (a) Except as set forth on Schedule 3.13, neither the Company nor any of its Subsidiaries is a party to or
subject to:

          (i)     any lease or sublease for personal property held or used by the Company or any of its Subsidiaries having an annual
cost or capitalized lease obligation of $200,000 or more;

          (ii)    any contract for the purchase of goods, services, equipment or other assets that provides for annual payments by the
Company or any of its Subsidiaries of $200,000 or more, other than purchase orders for inventory and other arrangements with
suppliers entered into in the ordinary course of business;

          (iii)   any sales, distribution or other similar agreement providing for the sale by the Company or any of its Subsidiaries of
materials, supplies, goods, services, equipment or other assets that provides for annual payments to the Company or any of its
Subsidiaries of $200,000 or more, other than sales, distribution or other similar agreements entered into in the ordinary course
of business;

          (iv)    any partnership, joint venture or other similar contract arrangement or agreement;

          (v)      any contract relating to indebtedness for borrowed money or the deferred purchase price of property (in either case,
whether incurred, assumed, guaranteed or secured by any asset), other than (A) pursuant to the Intercompany Accounts, (B) any
such contract between or among the Company and its Subsidiaries, (C) contracts relating to indebtedness incurred in the
ordinary course of business in an amount not exceeding $200,000 and (D) as contemplated by Section 2.02(b);

          (vi) any license, franchise or similar agreement;

          (vii) any agency, dealer, sales representative or other similar agreement that provides for annual payments by the
Company or any of its Subsidiaries of $200,000 or more;

          (viii) any agreement concerning confidentiality or that limits in any material respect the freedom of the Company or any
of its Subsidiaries to compete in any line of business or with any Person or in any area or which would so limit the freedom of
the Buyer or the KB Toy Business after the Closing Date;

          (ix) other than as contemplated by Section 2.02(b), any mortgage, indenture, security agreement (or other agreement under
which the Company or any of its Subsidiaries has a granted a Lien, other than a Permitted Lien, on any material asset), note,
loan agreement or guarantee of the obligations of a third party;

          (x) any collective bargaining agreement with any labor union currently representing employees of the Company or any of
its Subsidiaries;

          (xi) to the extent not disclosed pursuant to Section 3.19 or Section 3.20, any profit sharing, stock option, stock purchase,
stock appreciation, deferred compensation, severance or other plan or arrangement for the benefit of the current or former



directors, officers and employees of the Company or any of its Subsidiaries;

          (xii) to the extent not disclosed pursuant to Section 3.19 or Section 3.20, any agreement (A) provided for the employment
or consultancy with any individual on a full-time, part-time, consulting or other similar basis that provides for annual payments
by the Company or any of its Subsidiaries of $100,000 or more or (B) providing severance or retirement benefits;

          (xiii) any agreement under which the Company or any of its Subsidiaries has advanced or loaned any amount to any of its
stockholders (other than pursuant to the Intercompany Accounts), directors, officers or employees other than in the ordinary
course of business;

          (xiv) any agreement (excluding the Leases) under which the consequences of a default or termination could reasonably be
expected to have a Material Adverse Effect;

          (xv) any other agreement (or group of related agreements) the performance of which involves consideration in excess of
$200,000 other than in respect of the Intercompany Accounts or any agreement involving Buyer and Seller; or

          (xvi) any other contract or commitment not made in the ordinary course of business that is material to the
Company and its Subsidiaries, taken as a whole.

          (b) The Seller has made available to the Buyer a correct and complete copy of each of the written agreements, contracts,
commitments, arrangements, leases or plans set forth on Schedule 3.13 or a written summary of the material terms and
conditions of any oral agreement set forth on Schedule 3.13.  Each agreement, contract, commitment, arrangement, lease (other
than the Leases) or plan disclosed in any Schedule to this Agreement or required to be disclosed pursuant to Section 3.13(a) is a
valid and binding agreement of the Company or one or more of its Subsidiaries, as the case may be, and is in full force and
effect, and neither the Company nor any such Subsidiary nor, to the knowledge of Seller, any other party thereto is in default in
any material respect under the terms of any such agreement, contract, commitment, arrangement, lease or plan.

            3.14.   Licenses and Permits.  Schedule 3.14 contains a list of each material license, permit or other governmental
authorization affecting, required for or relating in any material way to, the KB Toy Business (the " Permitsquot;). Except as set
forth on Schedule 3.14, such Permits are valid and in full force and effect and, subject to the obtaining of the related Required
Consents prior to the Closing Date, are transferable by Seller, except as would not reasonably be expected to have a Material
Adverse Effect. Except as set forth on Schedule 3.14, none of such Permits will, subject to the obtaining of the related Required
Consents prior to the Closing Date, be terminated or impaired or become terminable as a result of the transactions contemplated
hereby, except as would not reasonably be expected to have a Material Adverse Effect.

            3.15.   Insurance Coverage. Seller has furnished to Buyer a list of all material insurance policies and fidelity bonds
covering the Company and its Subsidiaries, the business and operations of the KB Toy Business and the employees of the
Company and its Subsidiaries. All premiums payable under all such policies and bonds have been paid and the Company and
its Subsidiaries have otherwise complied in all material respects with the terms and conditions of all such policies and bonds.
The insurance currently maintained by Company and its Subsidiaries provides coverage in kind and amount reasonably
necessary to protect against risks inherent in or associated with the KB Toy Business.

            3.16.   Leases.  (a)  Seller has made available to Buyer a true and complete copy of each Lease and Non-Store Lease (other
than oral month-to-month tenancy arrangements), together with all amendments and modifications thereto, and, with respect to
the Non-Store Leases, copies of all mortgages, subordination or attornment agreements and other such documents and
agreements of which Seller has knowledge and to which such Non-Store Leases are subject or which affect the rights of the
lessee thereunder, all of which Leases and Non-Store Leases (including any month-to-month tenancy arrangement) in effect as
of the Balance Sheet Date are listed on Schedule 3.16.  All of the Stores operated in the KB Toy Business are leased by the
Company or one of its Subsidiaries as lessee or sublessee and each Lease and Non-Store Lease is a valid and binding agreement
of the Company or one of its Subsidiaries, as the case may be, and is in full force and effect. The Company and its Subsidiaries
are not (and, to the knowledge of the Seller, no other party is) in breach or default in any material respect under any Lease or
Non-Store Lease, and no event has occurred which constitutes or, with the lapse of time or the giving of notice or both, would
constitute such a material breach or default by the Company or any of its Subsidiaries thereunder, other than, in the case of the
Leases, any breach or default resulting from the transactions contemplated by this Agreement.

          (b) As of the Closing Date, except as disclosed in Schedule 3.16, the Company and its Subsidiaries shall have paid to the
Landlord under each Lease and Non-Store Lease (other than a Terminated Lease) all monies then due and owing pursuant to the
provisions of such Lease or Non-Store Lease as in effect on the date hereof and shall have fulfilled all material obligations
required to be performed by the Company or any such Subsidiary under such Lease or Non-Store Lease, except, in the case of
the Leases, for obligations arising out of or resulting from the transactions contemplated by this Agreement.

          (c) Except as otherwise provided in any Lease, neither the Company nor any of its Subsidiaries is (i) subject to any
continuous operating covenants or radius restrictions and (ii) obligated to remodel any of the premises subject to a Lease during
the term of such Lease.

          (d) Except as set forth in Schedule 3.16, (i) neither the Company nor any of its Subsidiaries has assigned, transferred,
conveyed, mortgaged or encumbered any interest in any Lease and (ii) the Company or the applicable Subsidiary is in peaceful
and undisturbed possession under each of the Leases and such premises are currently in operation.

          (e) None of the Leases relates to a Store that has been closed.

            3.17. Compliance with Laws. Except as set forth on Schedule 3.17, neither the Company nor any of its Subsidiaries is in
violation of, nor has since January 1, 1999 violated, any applicable provisions of any laws, statutes, ordinances or regulations
applicable to the Company and its Subsidiaries or the conduct of the KB Toy Business, except for violations that have not had
and would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect.

            3.18. Intellectual Property. (a) Schedule 3.18 sets forth a list of all material Intellectual Property Rights, other than any



common law rights, specifying as to each, as applicable: (i) the nature of such Intellectual Property Right; (ii) the owner of such
Intellectual Property Right; (iii) the jurisdictions by or in which such Intellectual Property Right has been issued or registered
or in which an application for such issuance or registration has been filed, including the respective registration or application
numbers; and (iv) material licenses, sublicenses and other agreements as to which the Company or any of its Subsidiaries is a
party and pursuant to which any Person is authorized to use such Intellectual Property Right, including the identity of all
parties thereto, a description of the nature and subject matter thereof, the applicable royalty and the term thereof.

          (b)  Except as set forth on Schedule 3.18, neither the Company nor any of its Subsidiaries has since October 31, 1997, (i)
infringed any Intellectual Property Rights in a manner that would be reasonably likely to have a Material Adverse Effect or (ii)
been sued or charged in writing with or been a defendant in any claim, suit, action or proceeding relating to the KB Toy
Business that has not been finally terminated prior to the date hereof or that involves a claim of infringement of any Intellectual
Property Rights that would be reasonably likely to have a Material Adverse Effect; and Seller has no knowledge of any other
material claim or infringement by the Company or any such Subsidiary, and no knowledge of any continuing infringement by
any other Person of any Intellectual Property Rights. To Seller's knowledge, no Intellectual Property Right is subject to any
outstanding order, judgment, decree, stipulation or agreement materially restricting the use thereof by the Company or any of
its Subsidiaries with respect to the KB Toy Business or materially restricting the licensing thereof by the Company or such
Subsidiary to any Person.

            3.19.  Employees. Schedule 3.19 contains a list of the names, titles, annual base salaries and any other compensation not
made pursuant to a Benefit Arrangement for all employees of the Company and its Subsidiaries whose annual base salary
exceeds $100,000.

            3.20.  Benefit Representations. Schedule 3.20 contains a true and complete list of all Benefit Arrangements. With respect
to each of the Benefit Arrangements, the Seller has made available to the Buyer a current, accurate and complete copy (or, to the
extent no such copy exists, an accurate description) thereof and, to the extent applicable, any related trust agreement, annuity
contract or other funding instrument and any summary plan description.

            3.21.  Environmental Matters. Except as set forth on Schedule 3.21,

          (a)  no notice, notification, demand, order, request for information or complaint has been received by Seller, the Company
or any of its Subsidiaries and no penalty has been assessed against the Company or any of its Subsidiaries with respect to any
(A) alleged material violation by the Company or any of its Subsidiaries of any Environmental Law, (B) alleged material failure
by the Company or any of its Subsidiaries to have any permit, certificate, license, approval, registration or authorization
required under any Environmental Law in connection with the conduct of the KB Toy Business or (C) alleged material liability
of the Company or any of its Subsidiaries as a potentially responsible party in connection with any site listed on the National
Priorities List or any analogous state list;

          (b)  neither the Company nor any of its Subsidiaries has created, nor does there exist, any condition that requires reporting,
assessment or remediation under Environmental Laws except for any such condition that would not reasonably be expected to
result, individually or in the aggregate, in a Material Adverse Effect;

          (c)  the Company and its Subsidiaries are in compliance with all applicable Environmental Laws, except for such
noncompliance which would not have, individually or in the aggregate, a Material Adverse Effect;

          (d)  the Company and its Subsidiaries have obtained all environmental, health and safety permits, licenses or approvals
necessary for the operations of the KB Toy Business, and all such permits, licenses or approvals are in good standing, and the
Company and each of its Subsidiaries is in compliance with all terms and conditions of such permits, licenses or approvals,
except where the failure to obtain such permits, licenses or approvals, the failure of such permits, licenses or approvals to be in
good standing or the failure to comply with such terms and conditions would not, individually or in the aggregate, have a
Material Adverse Effect; and

          (e)  none of the Company or any of its Subsidiaries or any of their respective currently owned or leased properties is
subject to any on-going investigation, order, judicial or administrative proceeding, judgment, decree or settlement relating to
(i) any Environmental Law (including any liability thereunder), (ii) any remediation activity or (iii) any Release of Hazardous
Substances, which would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect.

            3.22.  Transactions with Affiliates. Except as set forth on Schedule 3.06(b), Schedule 3.19, Schedule 3.20, Schedule 3.22
or Schedule 3.23 or as contemplated by Section 2.02(b), neither the Company nor any of its Subsidiaries is a party to or bound
by any contract, commitment or understanding (other than contracts, commitments or understandings between or among the
Company and its Subsidiaries) with any of the stockholders (other than the stockholders of Seller's parent corporation), directors
or officers of Seller or any of its Affiliates or any member of their respective families or with any of the directors or officers of the
Company or any of its Subsidiaries or any member of their respective families, and neither Seller nor any of its Affiliates nor any
of the stockholders (other than the stockholders of Seller's parent corporation), directors or officers of the Seller or any of its
Affiliates or the members of their respective families or any of the directors or officers of the Company or any of its Subsidiaries
or any member of their respective families owns or otherwise has any right to or interest in any asset, tangible or intangible,
which is used in the KB Toy Business. Except for the guarantees of certain Leases by the Seller or its Affiliates and except for
the items disclosed pursuant to this Section 3.22, (i) neither the Seller nor any of its Affiliates has guaranteed any obligations of
the Company or any of its Subsidiaries and (ii) neither the Company nor any of its Subsidiaries has guaranteed any obligations
of the Seller or any of its Affiliates.

            3.23.  Finders' Fees. Except for Credit Suisse First Boston Corporation, whose fees will be paid by Seller, and except as
set forth on Schedule 3.23, there is no investment banker, broker, finder or other intermediary which has been retained by or is
authorized to act on behalf of Seller, any of Seller's Affiliates, the Company or any the Company's Subsidiaries who might be
entitled to any fee or commission from Buyer or any of its Affiliates upon consummation of the transactions contemplated by
this Agreement.

            3.24.  Purchase for Investment. Seller is acquiring the Warrants for investment for its own account and not with a view to,



or for sale in connection with, any distribution thereof. Seller (either alone or together with its advisors) has sufficient
knowledge and experience in financial and business matters so as to be capable of evaluating the merits and risks of its
investment in the Warrants and the underlying shares of common stock and is capable of bearing the economic risks of such
investment.

            3.25.  Products. Except as set forth on Schedule 3.25, all of the products marketed or sold by the Company or any of its
Subsidiaries prior to the Closing Date (i) were at the time of their sale in compliance in all material respects with all applicable
Federal, state and local laws and regulations (including, without limitation, statutory and common law duties) and (ii) were at
the time of such sale fit for the ordinary purposes for which they were intended to be used.

 ARTICLE IV

REPRESENTATIONS AND WARRANTIES OF BUYER

          Buyer hereby represents and warrants to Seller that, as of the Closing:

            4.01. Organization and Existence. Buyer is a corporation duly incorporated, validly existing and in good standing under
the laws of the State of Delaware and has all requisite corporate powers and all material governmental licenses, authorizations,
consents and approvals required to carry on its business as now conducted.

            4.02.  Corporate Authorization. The execution, delivery and performance by Buyer of this Agreement and the
consummation by Buyer of the transactions contemplated hereby are within the corporate powers of Buyer and have been duly
authorized by all necessary corporate action on the part of Buyer. This Agreement constitutes a valid and binding agreement of
Buyer, enforceable against Buyer in accordance with its terms, except as (i) the enforceability hereof may be limited by
bankruptcy, insolvency, moratorium or other similar laws affecting the enforcement of creditors' rights generally and (ii) the
availability of remedies may be limited by equitable principles of general applicability or public policy.

            4.03.  Governmental Authorization. The execution, delivery and performance by Buyer of this Agreement require no
action by or in respect of, or filing with, any governmental body, agency, official or authority.

            4.04.  Non-Contravention. The execution, delivery and performance by Buyer of this Agreement do not and will not (i)
contravene or conflict with the certificate of incorporation or bylaws of Buyer; (ii) subject to compliance with the matters
referred to in Section 4.03, contravene or conflict with any provision of any law, regulation, judgment, injunction, order or
decree binding upon Buyer; or (iii) constitute a default under (or any event that with notice, lapse of time or both, would
constitute a default under) or give rise to any right of modification, termination, cancellation or acceleration of any right or
obligation of Buyer or to a loss of any benefit to which Buyer is entitled under any provision of any agreement, contract or
other instrument binding upon Buyer or any license, franchise, permit or other similar authorization held by Buyer.

            4.05.   Finders' Fees. There is no investment banker, broker, finder or other intermediary which has been retained or is
authorized to act on behalf of Buyer or any of its Affiliates who might be entitled to any fee or commission from Seller or any of
its Affiliates upon consummation of the transactions contemplated by this Agreement.

            4.06.   Financing. Buyer has received and delivered to Seller a letter from Fleet Retail Finance Inc. and Fleet Securities
Inc. (the "Commitment Letter"), with respect to debt financing (the " Financing") in an amount sufficient to fund the Company
Dividend Amount and to enable Buyer or its designee to pay the Share Purchase Price, and make any other payments to be
made by Buyer or its designee under this Agreement or the transactions contemplated hereby. The terms and conditions of the
Commitment Letter have not been altered or amended in any manner that would have an adverse effect on Buyer's ability to
perform its obligations under this Agreement, and the Commitment Letter remains in full force and effect (unless superseded by
definitive documentation that would not have any adverse effect upon Buyer's ability to perform its obligations under this
Agreement). Assuming the accuracy of the Seller's representations and warranties contained in this Agreement, as of the date
hereof, Buyer knows of no facts that could result in any of the conditions set forth in the Commitment Letter not being satisfied.

            4.07.   Purchase for Investment. (a) Buyer is purchasing the Shares for investment for its own account and not with a view
to, or for sale in connection with, any distribution thereof. Buyer (either alone or together with its advisors) has sufficient
knowledge and experience in financial and business matters so as to be capable of evaluating the merits and risks of its
investment in the Shares and is capable of bearing the economic risks of such investment.

          (b) The shares of common stock issuable upon exercise of the Warrants will, upon payment therefor in accordance with the
terms of the Warrants, be validly issued, fully paid and non-assessable.

            4.08.   Litigation. Assuming the accuracy of Seller's representations and warranties in Section 3.12 as they relate to the
representations and warranties contained in this Section 4.08, there is no action, suit, investigation or proceeding pending
against, or to the knowledge of Buyer threatened against or affecting, Buyer before any court or arbitrator or any governmental
body, agency or official (i) in which there is a reasonable possibility of an adverse decision which would have a material
adverse effect on the business, assets, condition (financial or otherwise) or results of operations of Buyer or (ii) which in any
matter challenges or seeks to prevent, enjoin, alter or materially delay the transactions contemplated hereby.

            4.09.   Net Worth. Assuming the accuracy of Seller's representations and warranties in Section 3.11 as they relate to the
representations and warranties contained in this Section 4.09, as of the Closing Date (after giving effect to the transactions
contemplated by this Agreement, including consummation of the Financing), the consolidated net worth of the Company and
its Subsidiaries will be at least $20,000,000.

            4.10.   HSR Matters. Buyer Holdings is an "acquiring person" as that term is used and defined under Section 7A of the
Clayton Act, 15 U.S.C., Section 18a (the "Clayton Act") and the rules promulgated under the Clayton Act; Buyer is not
"controlled by" or "under common control with," as defined in Rule 801.1(b) under the Clayton Act, any other person and is its
own "ultimate parent entity" as defined in Rule 801.1(a)(3) under the Clayton Act; and Buyer Holdings does not have total
assets or annual net sales as referenced in Section 7A(a)(2) of the Clayton Act and determined in accordance with Rule 801.11



under the Clayton Act of $10 million or more. Neither Buyer Holdings, Buyer nor Seller is required to make any filing under the
HSR Act in connection with the transactions contemplated by this Agreement.

 ARTICLE V

COVENANTS OF SELLER

          Seller agrees that:

            5.01.  Conduct of the Business. Except as otherwise contemplated by this Agreement or disclosed in Schedule 5.01, from
the date hereof until the Closing Date, Seller will cause the Company and its Subsidiaries to conduct the KB Toy Business in
the ordinary course consistent with past practice, use their reasonable best efforts to preserve intact the business organizations
and relationships of the KB Toy Business with third parties and to keep available the services of the present employees of the
KB Toy Business. Without limiting the generality of the foregoing, except as otherwise contemplated by this Agreement or
disclosed in Schedule 5.01, from the date hereof until the Closing Date, without the prior consent of Buyer, Seller will not
permit the Company or any of its Subsidiaries to:

          (a) adopt or propose any change to its Charter or bylaws (or analogous governing documents);

          (b) merge or consolidate with any other Person or acquire a material amount of assets of any other Person;

          (c) acquire a material amount of assets of any other Person;

          (d) sell, lease, license or otherwise dispose of any material assets or property except for sales, leases,
licenses or other dispositions of such assets or property (i) pursuant to existing contracts or commitments and (ii)
in the ordinary course consistent with past practice, except that in no event shall the Company or any Subsidiary
sell, lease, license or otherwise dispose of any Real Property;

          (e) fail to maintain the Company's and its Subsidiaries' books and records in the ordinary
course of business;

          (f) fail to maintain in good repair, subject to ordinary wear and tear, the premises, fixtures,
machinery, furniture and equipment of the Company and its Subsidiaries in a manner consistent
with past practices;

          (g) except as contemplated by this Agreement and except in the ordinary course of business
consistent with past practices, enter into any new Lease or Non-Store Lease or amend in any
respect, extend or terminate any Lease or Non-Store Lease or permit any renewal notice period or
option to lapse with respect to any such Lease or Non-Store Lease; or

          (h) agree or commit to do any of the foregoing.

Seller will not, and will not permit the Company or any of its Subsidiaries to, (i) take or agree or commit to take
any action that would make any representation and warranty of Seller hereunder inaccurate in any material
respect at, or as of any time prior to, the Closing Date or (ii) omit or agree or commit to omit to take any action
necessary to prevent any such representation or warranty from being inaccurate in any material respect at any
such time.

            5.02.  Access to Information.  From the date hereof until the Closing Date, Seller (a) will, and will cause
the Company and each of its Subsidiaries to, give Buyer, its counsel, financial advisors, auditors, prospective
lenders and other authorized representatives reasonable access during normal business hours to the offices,
properties, books and records of the Company and its Subsidiaries; (b) will furnish to Buyer, its counsel,
financial advisors, auditors and other authorized representatives such financial and operating data and other
information relating to the Company and its Subsidiaries as such Persons may reasonably request and (c) will
instruct the employees, counsel and financial advisors of Seller, the Company and its Subsidiaries to reasonably
cooperate with Buyer in its investigation of the Company and its Subsidiaries; provided that no investigation
pursuant to this Section 5.02 shall affect any representation or warranty given by Seller hereunder; and provided
further that any investigation pursuant to this Section 5.02 shall be conducted in such manner as not to interfere
unreasonably with the conduct of the business of the Company and its Subsidiaries. Notwithstanding the
foregoing, Buyer shall not have access to personnel records of the Company and its Subsidiaries relating to
individual performance or evaluation records, medical histories or other information which in Seller's good faith
opinion is sensitive or the disclosure of which could subject Seller or its Affiliates to risk of liability.

            5.03.  Notices of Certain Events.  Prior to the Closing Date, Seller shall promptly notify Buyer of:        

          (i) any notice or other communication from any Person alleging that the consent of such
Person is or may be required in connection with the transactions contemplated by this Agreement;

          (ii) any notice or other communication from any governmental or regulatory agency or
authority in connection with the transactions contemplated by this Agreement; and

          (iii) any actions, suits, claims, investigations or proceedings commenced or, to Seller's
knowledge threatened against, relating to or involving or otherwise affecting the Company or any
of its Subsidiaries that, if pending on the date of this Agreement, would have been required to
have been disclosed pursuant to Section 3.12 or that relate to the consummation of the
transactions contemplated by this Agreement.

            5.04.     Capital Expenditures. Seller shall cause the Company and its Subsidiaries to make capital



expenditures in the ordinary course of business and consistent with the budget for the KB Toy Business
previously furnished by Seller to Buyer.

            5.05.     Resignations. Seller will deliver to Buyer resignations of all officers and directors (other than
Michael Glazer) of the Company and each Subsidiary who will be officers, directors or employees of Seller or
any of its Affiliates after the Closing Date from their positions with the Company or any of its Subsidiaries at or
prior to the Closing Date.

            5.06.     Confidentiality. From and after the Closing Date, Seller and its Affiliates will hold, and will use
their best efforts to cause their respective officers, directors, employees, accountants, counsel, consultants,
advisors and agents to hold, in confidence, unless compelled to disclose by judicial or administrative process or
by other requirements of law (including, but not limited to, the rules and regulations of the Internal Revenue
Service or any comparable foreign or state agency or authority), all confidential documents and information
concerning the Company and its Subsidiaries, and all information relating to Buyer that has been received from
Buyer, except to the extent that such information can be shown to have been (i) in the case of information
relating to Buyer, previously known on a nonconfidential basis by Seller or its Affiliates, (ii) in the public
domain through no fault of Seller or its Affiliates or (iii) later lawfully acquired by Seller or its Affiliates from
sources other than Buyer or any of its Affiliates. The obligation of Seller and its Affiliates to hold any such
information in confidence shall be satisfied if they exercise the same care with respect to such information as
they would take to preserve the confidentiality of their own similar information.

           5.07.     Risk of Loss. The risk of loss of the assets of the Company and its Subsidiaries shall remain with
Seller until the Closing Date. If any Store or distribution center is damaged by fire or other casualty prior to the
Closing Date, if the Closing occurs, on the Closing Date, Seller shall assign to Buyer (i) all insurance proceeds, if
any, for such Store or such distribution center which relate to the assets of the KB Toy Business located at such
Store or such distribution center and (ii) the business interruption insurance proceeds, if any, for such Store or
distribution center which are attributable to the period beginning on the Closing Date and continuing thereafter.

            5.08.  Other Offers. From the date hereof until the Closing Date or earlier termination of this Agreement,
Seller will not, and will cause the Company and its Subsidiaries and their respective directors, officers,
employees and representatives (including, without limitation, Credit Suisse First Boston Corporation) not to,
directly or indirectly, take any action to solicit, initiate or encourage, or furnish any information in connection
with, or enter into any discussions or negotiations concerning, any Acquisition Proposal; provided, that nothing
contained in this Agreement shall prevent Seller from furnishing nonpublic information to, or affording access to
the properties, books or records of the Company or any of its Subsidiaries to, or entering into discussions or an
agreement with, any Person in connection with an unsolicited Acquisition Proposal by such Person, if and only if
Seller shall have, prior to furnishing any such nonpublic information to, or entering into discussions or
negotiations with, such Person, terminated this Agreement in accordance with this Section 5.08. Seller may
terminate this Agreement pursuant to this Section 5.08 by notice of termination if and only if (i) Seller shall have
received a bona fide unsolicited Acquisition Proposal, (ii) Seller shall have furnished Buyer notice of such
Acquisition Proposal containing the information referred to in the last sentence of this Section 5.08 not fewer
than three business days prior to such termination and (iii) the Seller's Board of Directors shall have determined
in good faith after consultation with outside legal counsel that such action is prudent or necessary to comply
with their fiduciary duties to the stockholders of the Seller under applicable law. For purposes hereof, an "
Acquisition Proposal" means any offer or proposal for, or any indication of interest in, a business combination
involving the Company and its Subsidiaries or the acquisition of any equity interest in, or a material portion of
the assets of, the Company or any Subsidiary, other than the transactions contemplated by this Agreement. Seller
shall promptly notify Buyer of any Acquisition Proposal, which notice shall include the identity of all relevant
parties thereto and the terms and conditions of any such Acquisition Proposal.

            5.09.  Non-Competition; Non-Solicitation. (a) Seller agrees that, in consideration of the payment by Buyer
of the Purchase Price, Seller shall not, on or prior to the second anniversary of the Closing Date, directly or
indirectly: run, own, manage, operate or control any business, venture or activity which is the same as or
substantially similar to, or competes with, the KB Toy Business in the United States or any of its territories or
possessions. Nothing contained in the immediately preceding sentence shall prevent Seller from, directly or
indirectly, (i) selling toys to retail stores and distributors; (ii) continuing to operate its close-out business
consistent with its past practices, including, but not limited to, the sale of toys; and (iii) running, owning,
managing, operating or controlling a business which sells toys as an integrated part of a close-out business,
including a website dedicated to the sale of close-out goods, provided such business is not primarily a sales
outlet for toys and such business does not operate through a separate storefront for the sale of toys. In addition to
the foregoing, Seller agrees that (x) with respect to products that are marketed by Buyer, any of its Subsidiaries,
the Company or any of the Company's Subsidiaries as "KB Exclusives," to the extent that Seller and/or any of its
Affiliates obtains rights to market such products from the manufacturer or distributor thereof, Seller and such
Affiliates shall only sell such products to consumers and only through their retail operations and (ii) in no event
shall Seller or any of its Affiliates use the KB trademark or any variant thereof without the prior written consent
of Buyer.

          (b) Except as provided by applicable law, on or prior to the second anniversary of the Closing Date, neither
Seller nor any of its Affiliates shall, without the prior written consent of Buyer, solicit to employ or employ any
individual who is an employee of the Company or any of its Subsidiaries on the date hereof, or at any time
following the date hereof and prior to such second anniversary, and who on or prior to the Closing Date occupies
a home office position (other than a secretarial or clerical position) or a management position, unless (i) such
individual shall have been, or received notice that he or she will be, involuntarily terminated by the Company or
any Subsidiary or (ii) at least six months shall have elapsed following the cessation of such individual's
employment (other than as a result of involuntary termination) with Buyer or any of its Affiliates.



          (c) Because of (i) the difficulty of measuring economic losses to Buyer and (ii) the immediate and
irreparable damage that could be caused to Buyer and its Affiliates for which they would have no other adequate
remedy, in each case as a result of a breach by Seller of this Section 5.09, Buyer, in its sole and absolute
discretion, may enforce the provisions of this Section 5.09 by injunction and other equitable relief, in addition to
obtaining any other remedy or relief available to Buyer (including damages at law).

          (d) The parties agree that (i) the covenants set forth in this Section 5.09 are severable and separate, and the
unenforceability of any specific covenant shall not affect the provision of any other covenant and (ii) if any
court of competent jurisdiction shall determine that the scope, time or territorial restrictions set forth in any such
covenant is unreasonable, then it is the intention of the parties that such restriction be enforced to the fullest
extent which the court deems reasonable, and this Section 5.09 shall thereby be reformed.

            5.10.  Books and Records; Personnel. Seller acknowledges and agrees that from and after the Closing, the
Company will be entitled to own and possess, subject to the next succeeding sentence, all documents, books,
records, agreements and financial data of any sort relating to the Company, the Subsidiaries or the KB Toy
Business. Seller agrees to deliver and cause its Affiliates to deliver, prior to the Closing, all such books and
records in their possession to the Company or, to the extent such books and records are not readily separable
from the books and records of Seller or any of its Affiliates relating to their businesses other than the KB Toy
Business, true and complete copies of such books and records.

            5.11.  Transfer of LLC Interests. Immediately prior to the Closing, Seller shall cause Pheasant Kay-Bee
Toy, Inc., a Subsidiary of the Company, to transfer its limited liability company membership interests in Sonoran
LLC, a Delaware limited liability company ("Sonoran"), and Sahara LLC, a Delaware limited liability company
("Sahara"), to Seller.

Seller represents and warrants that neither Sonoran nor Sahara has any assets or liabilities other than related to
two jet aircraft that are used by seller.

          5.12.   Insurance Policies and Administration. (a) The Seller will cause all occurrence-based insurance
policies under which the Company or its Subsidiaries have been insured prior to the Closing to remain in full
force and effect through their natural expiration dates. No alternations or modifications to any of these policies,
even if occurring after the expiration of such policies, shall be made without the approval of Buyer, which
approval shall not be unreasonably withheld, delayed or conditioned.

          (b) The Seller will cause all claims-made or occurrence-reported policies, including but not limited to
Employment Practices Liability, Fiduciary Liability, Directors and Officers Liability and Employee Benefits
Liability policies, under which the Company or its Subsidiaries have been insured that are presently in force
shall be maintained through their natural expiration dates. All such policies shall provide coverage for a period
of time such that, at a minimum, the coverage under such policies remains in force through the expiration of the
statute of limitations on claims. No alternations or modifications to these policies, including but not limited to
retroactive dates, limits of liability, retentions or deductibles, coverages and any other terms and conditions,
even if occurring after the expiration of these policies, shall be made without the approval of the Buyer, which
approval shall not be unreasonably withheld or delayed.

          (c) Seller shall maintain its claims administration function consistent with present practices as of the
Closing Date, whether directly or through third parties currently engaged, for all of the claims of the Company
and its Subsidiaries relating to periods through the Closing Date for the entire life of such claim. The Company
will only be required to pay for Seller's costs, if any, associated with the handling of those claims for which the
Company and its Subsidiaries are liable and which are not subject to reimbursement or indemnity from the Seller
or insurance policies.

 ARTICLE VI

COVENANTS OF BUYER

          Buyer agrees that:

            6.01.   Confidentiality. Prior to the Closing Date and after any termination of this Agreement, Buyer and
its Affiliates will hold, and will use their best efforts to cause their respective officers, directors, employees,
accountants, counsel, consultants, advisors and agents to hold, in confidence, unless compelled to disclose by
judicial or administrative process or by other requirements of law, all confidential documents and information
concerning the Company and its Subsidiaries, Seller or any of Seller's Affiliates furnished to Buyer or its
Affiliates in connection with the transactions contemplated by this Agreement, except to the extent that such
information can be shown to have been (i) previously known on a nonconfidential basis by Buyer, (ii) in the
public domain through no fault of Buyer or (iii) later lawfully acquired by Buyer from sources other than Seller
or any of its Affiliates; provided that Buyer may disclose such information to its officers, directors, employees,
accountants, counsel, consultants, advisors and agents in connection with the transactions contemplated by this
Agreement and to its financing sources in connection with obtaining the financing for the transactions
contemplated by this Agreement so long as such Persons are informed by Buyer of the confidential nature of
such information and are directed by Buyer to treat such information confidentially. The obligation of Buyer and
its Affiliates to hold any such information in confidence shall be satisfied if they exercise the same care with
respect to such information as they would take to preserve the confidentiality of their own similar information. If
this Agreement is terminated, Buyer and its Affiliates will, and will use their best efforts to cause their respective
officers, directors, employees, accountants, counsel, consultants, advisors and agents to, destroy or deliver to
Seller, upon request, all documents and other materials, and all copies thereof, obtained by Buyer or its Affiliates
or on their behalf from Seller in connection with this Agreement that are subject to such confidence.



            6.02.  Access. On and after the Closing Date, Buyer will afford promptly to Seller, its Affiliates and their
respective agents reasonable access during normal business hours to its properties, books, records, employees
and auditors to the extent necessary to permit Seller to determine any matter relating to any period ending on or
before the Closing Date; provided that any such access by Seller shall not unreasonably interfere with the
conduct of the business of Buyer and provided that Seller is not requesting such access for the purpose of
investigating any dispute which may exist between Buyer and Seller. Notwithstanding the foregoing, Buyer
shall not be required to afford Seller reasonable access pursuant to this Section 6.02 at any time there is any
pending litigation or any Arbitration pursuant to Article II or VIII between Buyer and Seller, except to the
limited extent reasonably required by Seller to complete an audit of CSC and its consolidated Subsidiaries as
required by the 1934 Act and the rules and regulations thereunder, to prepare a Tax Return with respect to the
Company or any of its Subsidiaries with respect to a Pre-Closing Tax Period or to defend an audit or other
proceeding relating to Taxes of the Company or any of its Subsidiaries with respect to a Pre-Closing Tax Period.

            6.03.  Notices of Certain Events. Prior to the Closing Date, Buyer shall promptly notify Seller in writing
of:

          (a) any notice or other communication received from any Person alleging that the consent of such Person is
or may be required in connection with the transactions contemplated by this Agreement;

          (b) any notice or other communication received from any governmental or regulatory agency or authority
in connection with the transactions contemplated by this Agreement;

          (c) any actions, suits, claims, investigations or proceedings commenced or, to Buyer's knowledge,
threatened against, relating to or involving or otherwise affecting Buyer that, if pending on the date of this
Agreement would have been required to have been disclosed pursuant to Section 4.07 or that relate to the
consummation of the transactions contemplated by this Agreement; and

          (d) any development of which Buyer becomes aware (other than developments affecting the markets for
senior debt financing generally) that would reasonably be expected to have an adverse effect on the Financing.

            6.04.   Financing.  Buyer will use commercially reasonable efforts to obtain the Financing. In the event
that any portion of the Financing becomes unavailable, regardless of the reason therefor, Buyer will use
commercially reasonable efforts to obtain alternative financing from other sources on and subject to
substantially the same terms and conditions as the portion of the Financing that has become unavailable. Buyer
shall use commercially reasonable efforts to satisfy at or prior to the Closing Date all requirements of the
agreements related to the Financing (or such alternative financing) which are conditions to closing under such
agreements and to drawing down the proceeds of the Financing (or such alternative financing) other than
conditions to be satisfied by the Company and its Subsidiaries.

            6.05.   Change of Control of Buyer.  For so long as Seller or any of its Affiliates remains liable as primary
obligor or guarantor under any of the Leases, Buyer shall not sell all or substantially all of the assets of the KB
Toy Business or the capital stock of the Company and its Subsidiaries (or of any parent company of the
Company), whether by merger, consolidation or otherwise, unless (a) the Person acquiring such assets or stock,
immediately after giving effect to the proposed transaction, shall have a consolidated net worth of not less than
$20,000,000 or (b) the Seller provides its prior written consent to such transaction, which consent shall not be
unreasonably withheld or delayed.

          6.06.  No Intercompany Transactions .  Neither the Company nor any of its Subsidiaries shall engage in any
intercompany transactions after the Closing on the Closing Date, including the making of any loan, advance,
capital contribution, distribution or dividend.

 ARTICLE VII

COVENANTS OF BOTH PARTIES

          The parties hereto agree that:

            7.01.  Reasonable Best Efforts; Further Assurances. Subject to the terms and conditions of this Agreement,
Buyer and Seller will use their reasonable best efforts to take, or cause to be taken, all actions and to do, or cause
to be done, all things necessary or desirable under applicable laws and regulations to satisfy the conditions to the
other party's obligation to consummate the transactions contemplated by this Agreement. Seller and Buyer agree,
and Seller, prior to the Closing, and Buyer, after the Closing, agree to cause the Company and

each of its Subsidiaries, to execute and deliver, or cause to be executed and delivered, such other documents,
certificates, agreements and other writings and to take, or cause to be taken, such other actions as may be
necessary or desirable in order to consummate or implement expeditiously the transactions contemplated by this
Agreement.

            7.02.  Certain Filings. Seller and Buyer shall cooperate with one another (i) in determining whether any
action by or in respect of, or filing with, any governmental body, agency, official or authority is required, or any
actions, consents, approvals or waivers are required to be obtained from parties to any material contracts, in
connection with the consummation of the transactions contemplated by this Agreement and (ii) in taking such
actions or making any such filings, furnishing information required in connection therewith and seeking timely
to obtain any such actions, consents, approvals or waivers; provided, however, that Buyer shall not be required
to make any payments or accept any changes to any such contract except to the extent specifically provided in
Section 7.04.



            7.03.  Public Announcements. Buyer and Seller agree not to issue any press release or make any public
statement with respect to this Agreement or the transactions contemplated hereby without the prior consent of
the other party, except as may be required by applicable law or any listing agreement with any national securities
exchange.

            7.04.  Certain Matters Relating to Lease Consents. (a) Except as contemplated by the Transitional Services
Agreement, Seller and its Affiliates shall not contact any Landlord with respect to a Lease without the prior
consent of Buyer, such consent not to be unreasonably withheld, and Seller and its Affiliates shall use
commercially reasonable efforts to refer all communications and inquiries from a Landlord to Buyer. Buyer shall
not be required to affirmatively request a consent of the Landlord under a Lease to the transactions contemplated
by this Agreement (a "Landlord Consent") from any Landlord; provided, however, that if a Landlord contacts
Buyer in writing demanding a Rent Increase or Release Payment relative to a Lease pursuant to which the Seller
or any Seller Indemnitee is a guarantor as a condition of granting such a Landlord Consent, Buyer shall deal with
such Landlord in good faith and use reasonable, good faith efforts to obtain such Landlord Consent by:

     (i)       generally describing the transactions contemplated by this Agreement;

     (ii)      promptly providing all financial and other information with respect to Buyer reasonably requested by
the Landlord;

     (iii)     in the event Seller, or any Seller Indemnitee has guaranteed the obligations of the tenant under the
Lease, executing a replacement guaranty on substantially similar terms as the guaranty by Seller or
such Seller Indemnitee, to the extent the Landlord may reasonably request; and

     (iv)     executing such assignment and assumption agreement with regard to the Lease as the Landlord may
reasonably require.

          (b)  In the event that, as of the first anniversary of the Closing Date, a Landlord Consent has not been obtained for any Lease, but the Landlord has not
provided a Landlord Objection, the Landlord Consent with respect to such Lease shall be deemed to have been given and Seller shall have no further
obligation of any kind whatsoever with respect to such Lease.

          (c)  In the event a Landlord Objection is received or Lease Enforcement Proceedings are commenced prior to the Lease Termination Enforcement Date,
Buyer shall be responsible for contesting such Landlord Objection and defending such proceedings, and Buyer and Seller shall share equally the cost and
expenses of such contest and defense. If Lease Enforcement Proceedings are commenced after the Lease Termination Enforcement Date against Seller, Buyer,
the Company or any of its Subsidiaries regarding the failure to obtain any such Landlord Consent, Buyer shall be responsible for defending such action at
Buyer's sole cost and expense. Seller shall promptly forward to Buyer any written objection or other similar notice received by Seller from any Landlord.

          (d)  At such time as the aggregate Lease Termination Costs incurred after the date hereof exceed $10,000,000 (including Leases with negative
Contribution as a deduction therefrom), for each Lease determined to be a Terminated Lease thereafter, Seller shall, in respect of the Terminated Lease that
caused the aggregate Lease Termination Costs to exceed $10,000,000 and each subsequent Terminated Lease, within five business days after Buyer has
vacated the subject Store pertaining to such Terminated Lease, pay in cash to Buyer an amount equal to 50% of the Lease Termination Costs for such
Terminated Lease. Buyer and Seller agree that, for purposes of the calculation of any payment pursuant to this Section 7.04(d), the Contribution of a
Terminated Lease that is less than zero shall be deemed to be equal to zero.

          (e)  Except as otherwise provided in this Agreement, Buyer's only obligation with respect to a Terminated Lease shall be (i) to remove the inventory
from the Store relating to such Terminated Lease and (ii) deliver possession of such Store to Landlord as soon as practicable in the condition required under
the terms of the Lease. The cost of removing and shipping such inventory from the Store subject to the Terminated Lease to Buyer (the "Inventory Shipping
Costs") and the costs of restoring the Store to the condition required under the terms of the Lease to the extent any such costs exceed the cost to restore the
Store to "broom clean" condition substantially equivalent to the condition in which the Store was delivered to Buyer (the "Restoration Cost") shall be
initially paid by Buyer but shall be "Lease Restoration Costs" and therefore treated as Lease Termination Costs hereunder.

          (f)  From and after such time as the aggregate of the Lease Consent Costs incurred after the date hereof exceed $5,000,000, for each Lease for which
Buyer agrees to a Rent Increase and/or Release Payment, Seller shall, within 30 days following written notice thereof delivered to Seller by Buyer, pay to
Buyer in cash an amount equal to 50% of the (i) Release Payment, if any, for such Lease and (ii) the Rent Increase, if any, for such Lease. In agreeing to a Rent
Increase or a Release Payment with respect to a Lease, Buyer may make such decisions in its sole discretion; provided, that, to the extent the total Lease
Consent Costs (x) exceed $3,750,000 and the Lease Consent Costs for such Lease exceed 40% of the net present value (applying a

discount rate equal to the Reference Rate) or (y) exceed $5,000,000 and the Lease Consent Costs for such Lease exceed 20% of the net present value
(applying a discount rate equal to the Reference Rate), in each case, of the amount of the aggregate rent (assuming the same sales from the subject Store as
was achieved during the most recent 12-month period) over the remaining term (excluding options to extend or renew) of the subject Lease (except that a
Lease having a remaining term of less than one year and a month-to-month Lease shall be treated as having a remaining term of one year and a Lease having a
remaining term of greater than two years shall be treated as having a remaining term of two years), Buyer may only agree to such Rent Increase and/or Release
Payment with the prior written consent of Seller, which consent shall not be unreasonably withheld, delayed or conditioned.

          (g)      Each of Buyer and Seller agree to keep the other generally apprised of the status of any matters that are the subject of this Section 7.04.

            7.05.  Information. For so long as Seller or any Seller Indemnitee is a guarantor under any Lease, Buyer shall, within 30 days after the end of each
March, June, September and December, deliver to Seller a schedule of the Leases then outstanding in respect of which Seller, or any Seller Indemnitee is a
guarantor, including a list of such Leases and the remaining term (including any option(s)) and the applicable rent and any other amounts payable under such
Leases. Prior to the Closing Date, Seller shall prepare and deliver to Buyer a schedule setting forth such information as of October 28, 2000.

            7.06.  Lease Indemnity. Buyer hereby indemnifies each Seller Indemnitee against and agrees to hold each Seller Indemnitee harmless from and against
any and all Losses incurred or suffered by such Seller Indemnitee arising out of (i) the failure of Buyer, the Company, any of its Subsidiaries or any other
entity in which the Buyer has an ownership interest or right to directly or indirectly control the management of ("Buyer Performance Group") to pay all
monies due and owing pursuant to the provisions of any Lease (other than a Terminated Lease) on or after the Closing Date, (ii) the breach by any member of
the Buyer Performance Group of any of the other terms, covenants and conditions of any Lease (other than a Terminated Lease) occurring on or after the
Closing Date, or (iii) the failure of any member of the Buyer Performance Group to timely and completely perform each of its obligations under any guaranty



or similar agreement with respect to any Lease (other than a Terminated Lease).

            7.07.  Intercompany Accounts and Agreements. As of the Closing, no intercompany accounts reflecting intercompany transactions between Seller and
its Affiliates, on the one hand, and the Company and its Subsidiaries, on the other hand, will be outstanding, and all agreements relating to any such
intercompany transactions (except for the Transitional Services Agreement, other agreements contemplated by the Transitional Services Agreement, other
agreements involving Buyer and Seller and the other agreements listed on Schedule 7.07) shall have been terminated. In order to avoid confusion, in the
event that any such agreement relating to an intercompany transaction (except for the Transitional Services Agreement, other agreements contemplated by
the Transitional Services Agreement, other agreements involving Buyer and Seller and the other agreements listed on Schedule 7.07) remains existing on the
Closing Date, Seller, on behalf of itself, the Company and each of the Company's Subsidiaries

for the period ending on the Closing Date, and Buyer, on behalf of itself, the Company and each of the Company's Subsidiaries for the period beginning
immediately after the Closing Date hereby terminate any such agreement effective as of the Closing. As of the Closing, the Company and its Subsidiaries
shall have no liability in respect of any Debt except for (i) Transferred Debt and (ii) Debt owing between or among the Company and any of its Subsidiaries.

 ARTICLE VIII

TAX MATTERS

            8.01.  Tax Definitions. The following terms, as used herein, have the following meanings:

          "Buyer's Tax Loss" means any payment, or actual liability to make a payment, by Buyer, its Affiliates, or, effective after the Closing, the Company or
any Subsidiary, of (i) an Income Tax of the Company or any Subsidiary with respect to any Pre-Closing Tax Period, (ii) a Transfer Tax in excess of the amount
allocated to Buyer under Section 8.03(e), (iii) a Miscellaneous Tax of the Company or any Subsidiary with respect to any Pre-Balance Sheet Tax Period, (iv)
any penalty or addition to Tax in respect of a Miscellaneous Tax of the Company or any Subsidiary with respect to any Pre-Closing Tax Period, (v) any Tax
as a result of Treasury Regulation Section 1.1502-6 or any similar federal, state, local or foreign law, rule or regulation relating to the Seller Group and (vi)
any Tax imposed on Buyer, the Company or any Subsidiary payable as a result of a breach of any representation or covenant of Seller set forth in Article VIII
(provided that no breach of a representation or covenant of Seller set forth in Article VIII shall serve to shift the liability from Buyer to Seller for any
Miscellaneous Taxes – other than penalties or additions to Tax in respect of Miscellaneous Taxes - of the Company or any of its Subsidiaries for any Post-
Balance Sheet Tax Period, plus, in connection with each of clauses (i) (ii), (iii), (iv), (v) and (vi) above, any Loss incurred by Buyer, any of its Affiliates or,
effective after the Closing, the Company or any Subsidiary as a result of any assertion, assessment or imposition by any Taxing Authority of any of the
above-described Taxes.

         "Code" means the Internal Revenue Code of 1986, as amended.

        "Income Tax" means any Tax which is, in whole or in part, based on or measured by income, net worth (other than those reflected in computing the
Working Capital Adjustment), intangibles (other than those reflected in computing the Working Capital Adjustment) or gains, including the Michigan
Single Business tax.

         "Miscellaneous Taxes" means all Taxes other than Income Taxes and Transfer Taxes.

         "Post-Balance Sheet Tax Period " means any Tax period ending after the Balance Sheet Date, excluding the portion, if any, of such Tax period up to and
including the Balance Sheet Date.

        "Post-Closing Tax Period" means any Tax period ending after the Closing Date, excluding the portion, if any, of such Tax period up to and including the
Closing Date.

        "Pre-Balance Sheet Tax Period" means any Tax period ending on or before the Balance Sheet Date; provided that if a Tax period ending after the Balance
Sheet Date contains any days which fall prior to or on the Balance Sheet Date, any portion of such Tax period up to and including the Balance Sheet Date
also shall be included in the Pre-Balance Sheet Tax Period.

        "Pre-Closing Tax Period" means any Tax period ending on or before the Closing Date; provided that if a Tax period ending after the Closing Date
contains any days which fall prior to or on the Closing Date, any portion of such Tax period up to and including the Closing Date also shall be included in
the Pre-Closing Tax Period.

        "Seller Group" means, with respect to federal income taxes, the affiliated group of corporations (as defined in Section 1504(a) of the Code) of which
Seller is a member and, with respect to state income or franchise Taxes, an affiliated, consolidated, combined, unitary or similar group of which Seller or any
of its Affiliates is a member; provided that neither the Company nor any of its Subsidiaries shall be considered a member of the Seller Group with respect to
any Post-Closing Tax Period.

        "Tax" means any net income, alternative or add-on minimum tax, gross income, gross receipts, sales, use, ad valorem, value added, franchise, profits,
license, withholding on amounts paid to or by the Company or any Subsidiary, payroll, employment, excise, severance, stamp, occupation, premium,
property, environmental or windfall profit tax, custom, duty or other tax, governmental fee or other like assessment or charge of any kind whatsoever,
together with any interest or any penalty, addition to tax or additional amount imposed by any governmental authority (a "Taxing Authority") responsible for
the imposition of any such tax (domestic or foreign).

        "Transfer Tax" means any transfer, documentary, sales, use, stamp, registration and other such Taxes and fees (including any penalties and interest)
incurred in connection with the transactions contemplated by this Agreement.

         8.02.  Tax Representations. Seller represents and warrants to Buyer as of the date hereof and as of the Closing Date that, except as set forth on Schedule
8.02, to Seller's knowledge: (i) all material Tax returns, statements, reports and forms (including estimated tax returns and reports) required to be filed with
any Taxing Authority on or before the Closing Date by or on behalf of the Company or any Subsidiary (collectively, the " Returns"), have been or will be
filed when due (taking into account extensions) in accordance with all applicable laws; (ii) no position is reflected in a Return referred to in clause (i) for
which the applicable limitation period has not expired (and for which a closing agreement has not been entered into) which (A) was not, at the time such
Return was filed, supported by substantial authority (as determined for purposes of Section 6662 of the Code, or any predecessor provision, and any
comparable provisions of applicable foreign, state or local tax statutes,

rules or regulations) and (B) would have a Material Adverse Effect if decided against the taxpayer; (iii) the Company and the Subsidiaries have paid or made,
or will on or before the Closing Date pay or make, provision for all material Taxes payable by the Company and the Subsidiaries for any Pre-Closing Tax



Periods for which no Return has yet been filed; (iv) there is no action, suit, proceeding, investigation, audit or claim now proposed in writing or pending
against or with respect to the Company or any Subsidiary in respect of any material Tax; (v) the Company and each Subsidiary is a member of the Seller
Group, and the Seller Group files a consolidated federal Income Tax Return; (vi) Seller has made available to Buyer correct and complete copies of all
information requested by Buyer's representatives with respect to the portions of federal, state and local Income Tax Returns which pertain to the Company
and the Subsidiaries; (vii) Schedule 8.02 lists any statute of limitations in respect of Taxes that the Company or any Subsidiary has waived or any extension
of time agreed to by the Company or any Subsidiary, with respect to a Tax audit, examination, assessment or deficiency, in each case, which shall not have
expired on or prior to the Closing Date; (viii) except as otherwise disclosed pursuant to Section 3.19 or Section 3.20, neither the Company nor any Subsidiary
has made any payments, is obligated to make any payments, or is a party to any agreement that under certain circumstances could obligate it to make any
payments, that will not be deductible under Section 280G or 162(m) of the Code; and (ix) no Taxing jurisdiction has since June, 1996 claimed in writing that
Returns that the Company and the Subsidiaries are not (in fact) filing should be filed, or that Taxes of a type not (in fact) being paid to such jurisdiction
should be paid.

            8.03.   Tax Covenants. (a) Notwithstanding any other provision of this Agreement, Seller and Buyer shall make a timely, effective and irrevocable
election with respect to the acquisition of the Company by HCC, and, at the request of Seller, also with respect to the acquisition of HCC by Buyer, under
Section 338(h)(10) of the Code and, solely at the request of Seller, under any comparable statutes in any other jurisdiction (including Puerto Rico or any
other jurisdiction outside of the United States) with respect to the Company and, solely at the request of Seller, any or all of its Subsidiaries (the "Section
338(h)(10) Election"), and to file such election in accordance with applicable regulations. Seller and Buyer acknowledge and agree that the transactions
contemplated by this Agreement will permit the Section 338(h)(10) Election. Neither Seller nor Buyer shall take any action (or omit to take any action) that
would jeopardize the effectiveness of the Section 338(h)(10) Election. Without limiting the generality of the foregoing, Buyer represents that it has no plan
or intention to merge or liquidate Buyer or HCC. Buyer also covenants that it will not merge or liquidate Buyer or HCC for at least two years, other than in
connection with a sale or other disposition of an interest in the KB Toy Business to a third party, without Seller's prior written consent. Buyer represents that
it has no plan or intention to merge or liquidate Buyer or HCC in connection with a sale or other disposition of an interest in the KB Toy Business during
such two-year period or otherwise. Seller and Buyer agree to cooperate (and cause their respective Affiliates to cooperate) in all respects for the purpose of
effectuating a timely and effective Section 338(h)(10) Election, including, without limitation, the execution and filing of any forms or returns. The Section
338(h)(10) Election shall properly reflect the Price Allocation (as hereinafter defined). Within 12 0 days after the Closing Date, Seller shall deliver to Buyer a
statement (the "Allocation

Statement") allocating the ADSP (as such term is defined in Temporary Treasury Regulations Sections 1.338-4T and 1.338(h)(10)-1T) among the assets of the
Company and its Subsidiaries in accordance with the Treasury regulations promulgated under Section 338(h)(10). Buyer shall have the right to review the
Allocation Statement. If within 30 days after receipt of the Allocation Statement Buyer notifies Seller in writing that the allocation of one or more items
reflected in the Allocation Statement is not a reasonable allocation, Buyer and Seller will negotiate in good faith to resolve such dispute. If Buyer and Seller
fail to resolve such dispute within 30 days, such dispute shall be resolved by the Accounting Referee in accordance with Section 13.07. If Buyer does not
respond within the 30-day period, or upon resolution of the disputed items, the allocation reflected in the Allocation Statement (as such may have been
adjusted) shall be the "Price Allocation," which shall be binding upon the parties hereto. Seller and Buyer agree to act in accordance with the Price Allocation
in the preparation and filing of any Tax return.

          (b)   Buyer covenants that it will not cause or permit the Company, any Subsidiary or any Affiliate of Buyer (i) to take any action on or after the Closing
Date, including but not limited to the distribution of any dividend or the effectuation of any redemption (A) other than as contemplated by this Agreement or
any other agreement or document entered into in connection with the transactions contemplated by this Agreement, (B) other than in the ordinary course of
business or (C) other than as required by law, which could give rise to any Tax liability of the Seller Group, the use of any Tax attribute of the Seller Group or
any Loss of the Seller Group (other than a liability, attribute or Loss in respect of Miscellaneous Taxes – excluding penalties and additions to Tax in respect
of Miscellaneous Taxes – with respect to any Post-Balance Sheet Tax Period) under this Agreement or (ii) except as provided in Section 8.03(c), to make or
change any Tax election (other than the making of the Section 338(h)(10) Election), amend any Return or take any position on any Return, that results in any
increased Tax liability for Seller, including Tax increases resulting from the reduction of any Tax attribute. Buyer agrees that Seller is to have no liability for
any Tax resulting from any action, prohibited by the preceding sentence, of the Company, Buyer or any Affiliate of Buyer, and agrees to indemnify and hold
harmless Seller and its Affiliates against any such Tax and any Loss incurred by Seller or any of its Affiliates as a result of any assertion, assessment or
imposition by any Taxing Authority of any of the above-described Taxes (any such Loss herein referred to as a "Seller's Expense"). Seller covenants that it
will not cause or permit any member of the Seller Group (i) to take any action on or after the Closing Date (A) other than as contemplated by this Agreement
or any other agreement or document entered into in connection with the transactions contemplated by this Agreement, (B) other than in the ordinary course
of business or (C) other than as required by law, which could give rise to any Tax liability of the Buyer, the Company or any Subsidiary, the use of any Tax
attribute of the Buyer, the Company or any Subsidiary, or any Loss of the Buyer, the Company or any Subsidiary under this Agreement, or (ii) to make or
change any Tax election (other than the making of the Section 338(h)(10) Election), amend any Return or take any position on any Return, that results in any
increased Tax liability for Buyer or any Affiliate of Buyer, including Tax increases resulting from the reduction of any Tax attribute. Seller agrees that Buyer
is to have no liability for any Tax resulting from any action, prohibited by the preceding sentence, of the Seller Group and agrees to indemnify and hold
harmless Buyer, the Company and any Subsidiary against any such Tax and any Loss incurred by Buyer, the

Company or any Subsidiary as a result of any assertion, assessment or imposition by any Taxing Authority of any of the above-described Taxes.

          (c)  With respect to Income Tax Returns for a Tax period of the Company or any Subsidiary that ends after the Closing Date, Buyer may cause or permit
the Company or any Subsidiary to make or change any Tax election or accounting method. If it is "more likely than not" (within the meaning of Treasury
Regulation Section 1.6662-4(d)(2)) that the Tax election or accounting method used by the Company or any Subsidiary prior to the Closing was a proper
election or method, Buyer shall indemnify and hold Seller and its Affiliates harmless against any Tax resulting from such action. If the Tax election or
accounting method used by the Company or any Subsidiary prior to the Closing does not meet the "more likely than not" standard referred to in the
preceding sentence, but was supported by "substantial authority" (within the meaning of Treasury Regulation Section 1.6662-4(d)(3)), then Buyer shall
indemnify and hold harmless Seller and its Affiliates against 50 percent of any Tax resulting from such action. At the time such Return is delivered to Seller
pursuant to Section 8.03(h), Buyer shall notify Seller in writing (i) if any Tax election or accounting method in effect for the Company or any Subsidiary has
been changed, (ii) if in Buyer's view such prior election or method did not meet the "more likely than not" standard or lacked " substantial authority" and
(iii) the cost to Seller of the change of such election or method. If Seller disagrees with any position taken by Buyer in such written notice, the parties shall
proceed in good faith to resolve the matter and, if they are unable to do so within 10 business days, such dispute shall be resolved by the Accounting Referee
in accordance with Section 13.07.

          (d)  Buyer shall promptly pay or shall cause prompt payment to be made to Seller of all refunds of Taxes and interest thereon, as well as all Tax benefits
arising from the carryback of income or gains arising in a Post-Closing Tax Period against Tax attributes (except refunds of Taxes or Tax benefits (A)
resulting from the Buyer's making or changing any Tax election in conformity with Section 8.03(c) or (B) reflected on a Return that does not include Seller or
any of its Affiliates and which is attributable to carrybacks of losses or credits from a Post-Closing Tax Period to a Pre-Closing Tax Period) received by, or
credited to the Tax liability of, Buyer, any Affiliate of Buyer, the Company, or any Subsidiary attributable to (i) Income Taxes paid by Seller (or Income Tax



attributes of the Seller Group), the Company or any Subsidiary (or any predecessor or Affiliate of Seller) with respect to any Pre-Closing Tax Period, (ii)
Miscellaneous Taxes paid by Seller, the Company or any Subsidiary (or any predecessor or Affiliate of Seller) with respect to any Pre-Balance Sheet Tax
Period or (iii) penalties or additions to Tax with respect to Miscellaneous Taxes paid by Seller, the Company or any Subsidiary (or any predecessor or
Affiliate of Seller) with respect to any Pre-Closing Tax Period.

          (e)  All Transfer Taxes shall be borne by Buyer, except that the aggregate liability for any New York State Real Estate Transfer Tax or New York City
Real Property Transfer Tax shall be shared equally by Buyer and Seller and the aggregate liability, if any, for the transfer of both the Montgomery, Alabama
distribution center and the Montgomery Toy LLC membership interests shall be borne by Seller. The party that is required by applicable law to make the
filings, reports, returns or payments with respect to any Transfer Tax shall do so, and the other party shall cooperate with respect thereto as necessary. Within
a reasonable period prior to the

date on which a Transfer Tax that the parties share equally is required to be paid, the parties shall agree on the amount of such Transfer Tax and the basis on
which the amount of such Transfer Tax is to be computed and the party that is not making the payment to the Taxing Authority shall compensate the paying
party in accordance with this Section 8.03(e) prior to the date on which such Transfer Tax is required to be paid.

          (f)  Seller shall include the income of the Company and the Subsidiaries in Seller's federal consolidated Income Tax Return, and shall file all state,
foreign and local Income Tax Returns of the Company and the Subsidiaries, for all Tax periods ending on or before the Closing Date and shall be responsible
for remitting all Taxes reflected on such Income Tax Returns.

          (g)  With respect to Income Tax Returns referred to in Section 8.03(f) for the Tax period ending on the Closing Date, Buyer shall cause the Company
and the Subsidiaries to prepare and provide to Seller one or more packages of information materials as are reasonably necessary for the purpose of preparing
each such Income Tax Return (the "Tax Packages"). Each Tax Package shall be completed in all material respects in accordance with the standards that Seller
has established for its other subsidiaries. If Buyer reasonably believes that such standards differ materially from Seller's past practices for the Company and
the Subsidiaries, Buyer shall provide written notice to Seller setting forth in detail the specific differences. If within 10 business days after receipt of such
notice Seller notifies Buyer that it disagrees that such standards differ materially from Seller's past practices, Buyer and Seller will negotiate in good faith to
resolve such dispute. If Buyer and Seller fail to resolve such dispute within 10 days, such dispute shall be resolved by the Accounting Referee in accordance
with Section 13.07. If it is agreed or determined that such standards differ materially from Seller's past practices for the Company and the Subsidiaries, Seller
shall (at Seller's option) either bear all reasonable costs of preparing such Tax Packages in excess of those that would have been incurred had they been
prepared in a manner consistent with Seller's past practices for the Company and the Subsidiaries or prepare such additional materials as may be necessary at
its expense. Buyer shall use reasonable efforts to deliver the Tax Packages to Seller as soon as practicable after the Closing Date, but in no event later than the
date that is six months after the Closing Date; provided that if Seller notifies the Company that Seller wishes to devote its resources (and/or those of its
agents), at Seller's cost and expense, to facilitate the preparation of the Tax Packages on a more expedited basis, the Company and each of its Subsidiaries
shall reasonably cooperate with Seller (and shall cause their respective Affiliates, agents, auditors, representatives, officers and employees reasonably to
cooperate with Seller), at a cost and expense shared equally by Buyer and Seller, in order to prepare the Tax Packages as quickly as reasonably possible
thereafter. Within 30 days after the filing of such Income Tax Returns, Seller shall provide Buyer with copies of each separate company pro forma Income Tax
Return and any other Income Tax Return pertaining exclusively to the Company and the Subsidiaries.

          (h)   Buyer shall prepare and file, or cause to be prepared and filed, on a timely basis all Income Tax Returns required to be filed by the Company and
each Subsidiary for any Tax period of the Company or any Subsidiary that includes (but does not end on) the Closing Date and shall be responsible for
remitting all Taxes reflected on such Returns (subject to reimbursement to the extent provided in Section 8.06 below). Except as provided in Section 8.03(c),
any such Return

shall be prepared in a manner consistent with past practice and without a change of any election or any accounting method and shall be submitted by Buyer
to Seller (together with schedules, statements and, to the extent requested by Seller, supporting documentation) at least 45 days prior to the due date
(including extensions) of such Return. Seller shall have the right to review all work papers and procedures used to prepare any such Return. If Seller, within
10 business days after delivery of any such Return, notifies Buyer in writing that it objects to any items in such Return or to any position taken by Buyer in
the notification described in Section 8.03(c), the parties shall proceed in good faith to resolve the disputed items and, if they are unable to do so within 10
business days, such dispute shall be resolved by the Accounting Referee in accordance with Section 13.07; provided that if the Accounting Referee shall
determine that two or more alternative positions with respect to the matter in question are equally supported by applicable law, then, at Buyer's option, either
(i) Seller's position shall be taken on the relevant Return and Seller shall pay to Buyer any additional Tax shown on such Return resulting from such position
to the extent it relates (pursuant to Section 8.06(b)) to the Post-Closing Tax Period or (ii) Buyer's position shall be taken on the relevant Return and Buyer
shall pay to Seller any additional Tax shown on such Return resulting from such position to the extent it relates (pursuant to Section 8.06(b)) to the Pre-
Closing Tax Period; and provided further that if a disputed item is subject to the provisions of Section 8.03(c) as well as the provisions of this Section
8.03(h), the provisions of Section 8.03(c) shall govern. Upon resolution of all disputed items, the relevant Return shall be adjusted to reflect such resolution
and shall be binding upon the parties without further adjustment.

          (i)   Seller shall prepare or cause to be prepared and file or cause to be filed all Miscellaneous Tax Returns due on or before the Closing Date (taking into
account extensions) and shall be responsible for remitting all Miscellaneous Taxes reflected on such Miscellaneous Tax Returns. Seller shall deliver copies
of such Miscellaneous Tax Returns to the Company, and the Company shall retain such copies in accordance with Section 8.05. Buyer shall prepare and file
or cause to be prepared and filed in accordance with the procedures and methods set forth in Section 8.03(h) all Miscellaneous Tax Returns due after the
Closing Date (taking into account extensions) for periods which include the Pre-Closing Tax Period and shall remit all Taxes reflected on such Returns
(subject to reimbursement by Seller to the extent provided in Section 8.06 below). Buyer shall, within a reasonable period after each month end, submit to
Seller a Schedule in reasonable detail outlining the Miscellaneous Returns filed during such month which include Taxes for the Pre-Balance Sheet Tax
Period, and the amount of Taxes paid with respect to the Pre-Balance Sheet Tax Period. Seller, at its expense, may at reasonable times audit the Miscellaneous
Tax Returns including the Pre-Balance Sheet Tax Period at any time prior to June 30, 2002. If Seller, in connection with such audit, and no later than
December 31, 2002, notifies Buyer that its allocation of Miscellaneous Taxes to the Pre-Balance Sheet Tax Period is excessive, the parties shall proceed in
good faith to resolve the matter and, if they are unable to do so within 10 business days, such dispute shall be resolved by the Accounting Referee in
accordance with Section 13.07.

          (j)   Any Return prepared by Seller with respect to the Company or any Subsidiary for a Pre-Closing Tax Period, pursuant to Section 8.03(f) or (i), shall
be prepared in a manner consistent with past practice and without a change of any election or any accounting method.

          (k)   Buyer shall cause the Company and each of its Subsidiaries to close its books and prepare a general ledger trial balance for each legal entity for (i)
the period beginning January 30, 2000 and ending with the Closing Date, (ii) the accounting period ending on the Balance Sheet Date, and (iii) the final
accounting period ending with the Closing Date. All appropriate entries shall be made including, but not limited to, the allocation of overhead expenses,
intercompany sales, general and administrative expenses, management fees, intercompany service fees and inventory holding charges, and intercompany
interest expense. The general ledgers for the separate legal entities shall be provided in hard copy form as well as in an electronic format. The hard copy



general ledger for the separate legal entities shall be submitted by Buyer to Seller not later than 30 business days after the Closing Date. Seller shall have the
right to review the general ledgers for the separate legal entities to insure that they are complete and prepared in a manner consistent with prior accounting
practices. Seller, within 15 calendar days after delivery of the general ledgers for the separate legal entities, shall notify Buyer of any errors and omissions that
it finds. Buyer shall proceed in good faith to correct the errors and omissions within 10 business days. If Buyer is unable to or cannot correct such errors and
omissions, or there is a dispute as to what constitutes an error or omission, such dispute shall be resolved by the Accounting Referee in accordance with
Section 13.07. Seller, at its option, may notify the Company that Seller wishes to devote its resources (and/or those of its agents) in order to facilitate the
completion of correct and accurate general ledgers for the separate legal entities. Buyer shall reasonably cooperate with Seller so that such general ledgers
can be finalized. Once Seller has determined that the general ledgers for the separate legal entities are complete and accurate, Buyer, within 15 days of such
determination, shall provide Seller with the general ledgers in an electronic format which can be uploaded into the "Corptax." Furthermore, Buyer shall
prepare and provide to Seller tax depreciation schedules for all fixed assets owned at the Closing Date plus the computation of Tax gain or loss for all fixed
assets disposed of from January 30, 2000 to the Closing Date. Tax depreciation and book depreciation for the year shall be summarized by legal entity.
Additionally, the depreciation records for each individual asset showing date of purchase, Tax accumulated depreciation (regular, AMT, and ACE), and tax
depreciation for the 2000 Tax year (regular, AMT, and ACE) shall be provided to Seller in hard copy form no later that six months after the Closing Date.
Buyer shall make commercially reasonable good faith efforts in satisfying its obligations under this Section 8.03(k).

            8.04.  Termination of Existing Tax Sharing Agreements. Any and all existing Tax sharing agreements (written or unwritten, formal or informal)
between the Company or any Subsidiary and any member of the Seller Group shall be terminated as of the Closing Date. After such date neither the
Company, any Subsidiary, Seller nor any Affiliate of Seller shall have any further rights or liabilities thereunder.

            8.05.  Cooperation on Tax Matters. Seller and Buyer shall reasonably cooperate, and shall cause their respective Affiliates, agents, auditors,
representatives, officers and employees reasonably to cooperate, in preparing and filing all Tax Returns (including amended returns and claims for refund),
including maintaining and making available to each other all records necessary in connection with Taxes and in resolving all disputes and audits with
respect to all Tax periods. Buyer and Seller agree to retain or cause to be retained all books and records

pertinent to the Company and the Subsidiaries until the applicable period for assessment under applicable law (giving effect to any and all extensions or
waivers) has expired, except for books and records destroyed in the ordinary course of business, and to abide by or cause the abidance with all record
retention agreements entered into with any Taxing Authority. Buyer, Seller, the Company and the Subsidiaries agree to give the other reasonable written
notice prior to transferring, discarding or destroying any books relating to Tax matters prior to the expiration of such periods, and, if Seller so requests, the
Company or any Subsidiary shall allow Seller to take possession of such books and records proposed by the Company or any such Subsidiary to be
transferred, discarded or destroyed. Buyer and Seller shall cooperate with each other in the conduct of any audit or other proceedings involving the Company
or any Subsidiary for any Tax purposes (to the extent that such parties are not materially prejudiced thereby), and each shall execute and deliver such powers
of attorney and other documents as are necessary to carry out the intent of this Section 8.05. For any Income Tax Return of the Company or any Subsidiary
that Seller is responsible for filing and that requires the signature of an officer of the Company or such Subsidiary, Seller shall present a completed Income
Tax Return for the signature of an appropriate officer designated by the Company or such Subsidiary. Seller shall give such officer any support for the Tax
Return reasonably requested by such officer. The officer shall sign the return and deliver it to Seller as soon as reasonably practicable.

            8.06. Indemnification by Seller. (a)  Seller hereby indemnifies Buyer against and agrees to hold it harmless from any (i) Buyer's Tax Loss, and (ii) Tax
attributable to the Section 338(h)(10) Election, other than any Tax imposed for a Post-Closing Tax Period which is attributable to the Price Allocation;
provided that Seller shall have no liability for the payment of any Tax or Buyer's Tax Loss for which Buyer explicitly assumes ultimate responsibility
pursuant to this Article VIII.

          (b)   For purposes of this Section 8.06, in the case of any Miscellaneous Taxes that are imposed on a periodic basis and are payable for a Tax period that
includes (but does not end on) the Balance Sheet Date, the portion of such Miscellaneous Taxes related to the portion of such Tax period ending on the
Balance Sheet Date shall (i) in the case of any Miscellaneous Taxes that are reflected on Schedule 8.06(b)(i), be deemed to be the amount of such Taxes
indicated on Schedule 8.06(b)(i) as "allocated to Seller," (ii) in the case of Miscellaneous Taxes that are not reflected on Schedule 8.06(b)(i) and that are not
based upon or related to sales, gross receipts, wages, capital expenditures or expenses, be deemed to be the amount of such Miscellaneous Taxes for the entire
Tax period multiplied by a fraction the numerator of which is the number of days in the Tax period ending on the Balance Sheet Date and the denominator of
which is the number of days in the entire Tax period, and (iii) in the case of any Miscellaneous Taxes based upon or related to sales, gross receipts, wages,
capital expenditures or expenses, be deemed equal to the amount which would be payable if the relevant Tax period ended on the Balance Sheet Date;
provided that store licenses and permits (such as vendor permits, food licenses, Virginia litter license, California environmental license and so forth) shall be,
consistent with past policies and practices, allocated to such Tax period ending on the Balance Sheet Date on a cash-paid basis. Also for purposes of this
Section 8.06, in the case of any Income Taxes that are imposed on a periodic basis and are payable for a Tax period that includes (but does not end on) the
Closing Date, the portion of such Income Taxes related to the portion of such Tax period ending

on the Closing Date shall be deemed equal to the amount which would be payable if the relevant Tax period ended on the Closing Date. Any Tax credits
relating to a Tax period that begins before and ends after the Closing Date shall be taken into account as though the relevant Tax period ended on the
Closing Date. All determinations necessary to give effect to the foregoing allocations shall be made in a manner consistent with prior practice of the
Company and the Subsidiaries, provided that such prior practice is "more likely than not" (within the meaning of Treasury Regulation Section 1.6662-4(d)
(2)) a proper practice. If at least 45 days prior to the payment of any Tax subject to this Section 8.06(b) Buyer shall notify Seller in writing that in Buyer's
view such practice does not meet the "more likely than not" standard and Seller disagrees, the matter shall be resolved by the Accounting Referee in
accordance with Section 13.07 .

          (c)  Seller shall pay Buyer the amount of any Buyer's Tax Loss for which Seller is responsible pursuant to this Section 8.06 not later than 30 days after
receipt by Seller of written notice from Buyer stating that a Buyer's Tax Loss has been incurred by Buyer, any of its Affiliates or, effective after the Closing,
the Company or any Subsidiary and the amount thereof and of the indemnity payment requested, provided that if Seller objects either to the fact or amount of
liability, and the parties within such 30-day period do not resolve the dispute, the matter shall be resolved by the Accounting Referee in accordance with
Section 13.07.

          (d)  If any claim or demand for Taxes, in respect of which Buyer seeks indemnity from Seller pursuant to this Section 8.06 (other than Taxes shown as
due on a Return pursuant to Section 8.03(e), (h) or (i)), is asserted in writing against Buyer, any of its Affiliates, the Company or any Subsidiary, Buyer shall
promptly notify Seller of such claim or demand within sufficient time that would allow Seller to timely respond to such claim or demand, and shall give
Seller such information with respect thereto as Seller may reasonably request; provided that the failure to give such notice shall not relieve Seller from any
obligation hereunder except where, and solely to the extent that, such failure actually prejudices the rights of Seller. If Seller does not agree that such claim or
demand is subject to indemnification under this Section 8.06, and the parties do not resolve the dispute promptly, the matter shall be resolved by the
Accounting Referee in accordance with Section 13.07. If Seller agrees that such claim or demand is subject to indemnification under this Section 8.06, or if
the Accounting Referee so determines, Seller may discharge, at any time, its indemnification obligation by paying to Buyer the amount of the applicable



Buyer's Tax Loss, calculated on the date of such payment. Seller may, at its own expense, participate in and, upon notice to Buyer, assume the defense of any
such claim, suit, action, litigation or proceeding (including any Tax audit). If Seller assumes such defense and if the relevant claim, suit, action, litigation or
proceeding relates to a Tax period that includes (but does not end on) the Balance Sheet Date (in the case of Miscellaneous Taxes) or the Closing Date (in the
case of Income Taxes), as applicable, Buyer shall have the right (but not the duty) to participate in the defense thereof and to employ counsel, at its own
expense, separate from the counsel employed by Seller, and Seller shall not settle such claim without Buyer's prior written consent (which shall not be
unreasonably withheld). Whether or not Seller chooses to defend or prosecute any claim, all of the parties hereto shall cooperate in the defense or prosecution
thereof, to the extent that such parties are not materially prejudiced thereby. Seller shall not be liable under this Section 8.06 for (i) any Tax claimed or
demanded by any Taxing Authority, the

payment of which was made without Seller's prior written consent (which shall not be unreasonably withheld) unless Seller refused to participate in the
proceedings and assume the defense, or (ii)  any settlements entered into without the consent of Seller (which shall not be unreasonably withheld), or
resulting from any claim, suit, action, litigation or proceeding in which Seller was not permitted an opportunity to participate. Notwithstanding anything
herein to the contrary, Buyer may, at its own expense, initiate a challenge to any real property assessment relating to a Pre-Balance Sheet Tax Period.

            8.07.  Indemnification by Buyer. Buyer hereby indemnifies Seller against and agrees to hold it harmless from any Taxes and Seller's Expense for which
Buyer is responsible pursuant to Article VIII, including any Taxes and Seller's Expense resulting from a breach of representation or covenant of Buyer set
forth in Article VIII. Other than with respect to Taxes shown as due on a Return pursuant to Section 8.03(e) or (h), Seller agrees to give prompt notice to Buyer
of the assertion of any claim, or the commencement of any action or proceeding, in respect of which indemnity may be sought under this Article VIII;
provided that the failure to give such notice shall not relieve Buyer from any obligation hereunder except where, and solely to the extent that, such failure
actually prejudices the rights of Buyer. If Buyer does not agree that such claim or demand is subject to indemnification under this Section 8.07, and the
parties do not resolve the dispute promptly, the matter shall be resolved by the Accounting Referee in accordance with Section 13.07. If Buyer agrees that
such claim or demand is subject to indemnification under this Section 8.07, or if the Accounting Referee so determines, Buyer may discharge, at any time, its
indemnification obligation by paying to Seller the amount of such Taxes and Seller's Expense, calculated on the date of such payment. Buyer may participate
in and assume the defense of any such suit, action or proceeding at its own expense. If Buyer assumes such defense, Seller shall have the right (but not the
duty) to participate in the defense thereof and to employ counsel, at its own expense, separate from the counsel employed by Buyer, and Buyer shall not
settle such claim without Seller's prior written consent (which shall not be unreasonably withheld). Whether or not Seller chooses to defend or prosecute any
claim, the parties hereto shall cooperate in the defense or prosecution thereof. Buyer shall not be liable under this Section 8.07 for (i) any Tax claimed or
demanded by any Taxing Authority, the payment of which was made without Buyer's prior written consent (which shall not be unreasonably withheld) unless
Buyer refused to participate in the proceedings and assume the defense, or (ii) any settlements entered into without the consent of Buyer (which shall not be
unreasonably withheld), or resulting from any claim, suit, action, litigation or proceeding in which Buyer was not permitted an opportunity to participate.

            8.08.  Tax Treatment of Indemnity. Buyer and Seller agree that any indemnity payment under this Agreement shall be treated for all Tax and financial
reporting purposes as an adjustment to the Purchase Price.

 ARTICLE IX

EMPLOYEE BENEFITS

            9.01.  Employees. With respect to each individual who, as of the Closing Date, is employed (including Persons absent from active service by reason of
illness, disability or leave of absence, whether paid or unpaid) by the Company or any of its Subsidiaries (the PART II - OTHER INFORMATION "Transferred
Employees"), Buyer shall cause the Company or such Subsidiary to continue the employment of each Transferred Employee. Nothing in this Agreement shall
be construed to obligate Buyer, the Company or any of its Subsidiaries to continue the employment of any Transferred Employee for any period of time
following the Closing Date.

            9.02.  Seller Employee Benefit Plans. (a) Each of the Benefit Arrangements shall be terminated on the Closing Date with respect to the employees of
the Company or any of its Subsidiaries without liability to the Buyer, except such Benefit Arrangements that are maintained solely by the Company and
except as set forth on Schedule 9.02(a). Seller and/or its Affiliates shall retain and pay when due all liabilities and obligations relating to all Benefit
Arrangements through the Closing Date, except as set forth in Section 9.02(a). In particular, but not in limitation of the foregoing, the Seller shall retain and
pay when due all liabilities and obligations arising under or with respect to the Seller's Savings Plan, Supplemental Savings Plan, medical, dental, group life
insurance and long-term disability, whether or not insured, with respect to the Transferred Employees through to and including the Closing Date, except that
(i) to the extent that payments with respect to such liabilities or obligations constitute Permitted Payments or Permitted Charges, such payments shall be
taken into account for purposes of calculating Final Cash Consideration pursuant to Section 2.03 and (ii) Buyer shall pay when due, or, if previously paid by
Seller, shall promptly reimburse Seller for, all claims incurred in the ordinary course between the Balance Sheet Date and the Closing Date for self-insured
medical and dental benefits for the Transferred Employees not covered by insurance, to the extent that such amounts are not taken into account in calculating
the Final Cash Consideration; provided, that nothing contained in this Section 9.02(a) is intended to relieve the Seller and/or its Affiliates of any obligation
to provide healthcare continuation coverage with respect to which it is otherwise obligated under applicable law. No assets of Seller's Benefit Arrangements
shall be transferred to Buyer or any of its Affiliates or to any plan of Buyer or any of its Affiliates. With respect to the Seller's Savings Plan, Buyer shall make
a contribution to such Savings Plan to fund the matching contribution for eligible participants for the period from the Balance Sheet Date through to and
including the Closing Date within the period required by law.

          (b)   The Seller and its Affiliates shall take all actions reasonably necessary on or prior to the Closing to cause all participants who are employees of the
Company or its Subsidiaries to become immediately and fully vested in any and all benefits accrued under the Seller's Savings Plan, Supplemental Savings
Plan and any Benefit Arrangement that is a defined benefit plan, effective as of the Closing Date.

          (c)   With respect to the crediting of matching contributions and profit sharing contributions to the Seller's Savings Plan and the Seller's Supplemental
Savings Plan for the current plan year, the employees of the Company and its Subsidiaries on the Closing Date will be treated as having met the requirement
that such employees be employed on the last day of the current plan year.

 

          (d)      As soon as reasonably practicable following the Closing Date, the Seller shall take all actions reasonably necessary to identify and cure defects in
the Seller's Savings Plan and Seller's Supplemental Savings Plan, including, without limitation, the audit of participants' accounts and the allocation of
contributions and earnings thereto by an independent certified public accountant. Seller shall retain and pay all liabilities arising from any such defects. With
respect to the Seller's Supplemental Savings Plan, as soon as reasonably practicable after the the Closing Date, the Seller will determine the accurate account
balances allocable to the Company's employees who are participants therein, and promptly following such determination shall inform the Company in
writing of the amount allocable to each such participant. The Seller shall thereupon transfer cash to Buyer in an amount equal to the aggregate account
balances of such participants, subject only to the consent of the participants, if required, whereupon the Buyer shall credit such amounts to the accounts of



such participants in the Buyer's Supplemental Savings Plan, and the amounts shall thereafter be payable under the terms and conditions of Buyer's
Supplemental Savings Plan.

          (e)     All severance agreements and retention agreements in effect with respect to employees of the Company shall be terminated by Seller prior to the
Closing Date, and Seller shall retain and pay any liabilities or obligations arising with respect to such agreements.

          (f)      During the period in which the Transitional Services Agreement contemplated by this Agreement is in effect, Buyer agrees to cause the Company
and its Subsidiaries to provide benefits to Transferred Employees that are substantially similar in the aggregate as those benefits in effect on the Closing Date
(except equity-related compensation) provided to Transferred Employees.

            9.03.  No Third Party Beneficiaries. No provision of this Article shall create any third party beneficiary or other rights in any employee or former
employee (including any beneficiary or dependent thereof) of Seller or of any of its Affiliates or the Company or any of its Subsidiaries in respect of
continued employment (or resumed employment) with either Buyer, the Company or any of its Subsidiaries, and no provision of this Article IX shall create
any such rights in any such Persons in respect of any benefits that may be provided, directly or indirectly, under any Employee Plan or Benefit Arrangement
or any plan or arrangement which may be established by Buyer or any of its Affiliates. No provision of this Agreement shall constitute a limitation on rights
to amend, modify or terminate after the Closing Date any such plans or arrangements of Buyer, any of its Affiliates, the Company or any of its Subsidiaries.

 ARTICLE X

CONDITIONS TO CLOSING

            10.01.  Conditions to the Obligations of Each Party. The obligations of Buyer and Seller to consummate the Closing are subject to the satisfaction or
waiver of the following conditions:

 

           (a)   No provision of any applicable law or regulation and no judgment, injunction, order or decree shall prohibit the consummation of
the Closing.

           (b)   All actions by or in respect of or filings with any governmental body, agency, official or authority required to permit the
consummation of the Closing shall have been obtained

            10.02.  Conditions to Obligation of Buyer. The obligation of Buyer to consummate the Closing is subject to the satisfaction or waiver of the following
further conditions:

          (a)(i)   Seller shall have performed in all material respects all of its obligations hereunder required to be performed by it at or prior to the Closing Date
and (ii) the representations and warranties of Seller contained in this Agreement and in any certificate delivered by Seller pursuant hereto, disregarding all
qualifications and exceptions contained therein relating to materiality or Material Adverse Effect, shall be true at and as of the Closing Date, as if made at and
as of such time with only such exceptions as would not in the aggregate reasonably be expected to have a Material Adverse Effect; provided, that this clause
(ii) shall not apply to any breach by Seller of a representation or warranty contained in Article VIII with respect to any Tax for which Seller is liable from the
first dollar and without limit.

          (b)   Buyer shall have received an opinion of counsel to or counsel of Seller, dated the Closing Date covering the matters described in Exhibit C
attached hereto.

          (c)   Seller shall have (i) received all Required Consents and all consents, authorizations or approvals from the governmental agencies referred to in
Section 3.03(a), in each case in form and substance reasonably satisfactory to Buyer, and no such consent, authorization or approval shall have been revoked
and (ii) transferred or caused to be transferred to a Subsidiary of the Company the distribution center located in Montgomery, Alabama pursuant to
documentation reasonably satisfactory to Buyer.

          (d)   Buyer shall have received Employment Agreements executed by Michael Glazer, Salvatore Vasta, Robert Feldman and Thomas Alfonsi in
substantially the forms attached hereto as Exhibits D-1, D-2, D-3 and D-4, respectively.

          (e)   Buyer shall have received a Transitional Services Agreement executed by Seller in substantially the form attached hereto as Exhibit E and a
Warrantholders Agreement executed by Seller in substantially the form attached hereto as Exhibit F.

          (f)   Buyer shall have received all documents it may reasonably request relating to the existence of Seller and the authority of Seller for this Agreement,
all in form and substance reasonably satisfactory to Buyer.

          (g)   Buyer shall have obtained the Financing (or alternative financing on substantially equivalent terms and conditions), unless Buyer shall have failed
to have obtained such financing primarily as a result of Buyer's failure to pay any fees or expenses required to be paid by Buyer in connection therewith.

          (h)   Each officer and director of the Seller or any of its Affiliates (other than Michael Glazer) shall have cancelled any outstanding membership interest
options held by such officer or director in KBkids.com LLC pursuant to documentation reasonably satisfactory to Buyer.

            10.03.  Conditions to Obligation of Seller. The obligation of Seller to consummate the Closing is subject to the satisfaction of the following further
conditions:

          (a)(i)    Buyer shall have performed in all material respects all of its obligations hereunder required to be performed by it at or prior to the Closing Date,
and (ii) the representations and warranties of Buyer contained in this Agreement and in any certificate delivered by Buyer pursuant hereto shall be true in all
material respects at and as of the Closing Date, as if made at and as of such time.

          (b)   Seller shall have received an opinion of counsel to Buyer, dated the Closing Date, covering the matters described in Exhibit G.

          (c)   Buyer shall have received all consents, authorizations or approvals from governmental agencies referred to in Section 4.03, in each case in form and
substance reasonably satisfactory to Seller, and no such consent, authorization or approval shall have been revoked.

          (d)   The lenders involved in the Financing shall have transferred the Company Dividend Note Amount to Mall of America Kay-Bee Toy, Inc.; Seller



shall have received the HCC Note and the Warrants; and Buyer shall have caused to be executed and delivered a Warrantholders Agreement in the form
attached as Exhibit F.

          (e)  Seller shall have received copies of Employment Agreements executed by Michael Glazer, Salvatore Vasta, Robert Feldman and Thomas Alfonsi in
substantially the forms attached hereto as Exhibits D-1, D-2, D-3 and D-4, respectively.

          (f)   Seller shall have received a Transitional Services Agreement executed by Buyer in substantially the form attached hereto as Exhibit E.

          (g)   Seller shall have received all documents it may reasonably request relating to the existence of Buyer and the authority of Buyer for this Agreement,
all in form and substance reasonably satisfactory to Seller.

 ARTICLE XI

SURVIVAL; INDEMNIFICATION

            11.01.   Survival. The covenants, agreements, representations and warranties of the parties hereto contained in this Agreement or in any certificate
delivered pursuant to Article X shall survive the Closing and remain in full force and effect until the date that is eighteen months after the Closing Date;
provided, that (i) the covenants, agreements, representations and warranties contained in Section 3.20 and Articles VIII and IX shall survive until expiration
of the applicable statutory period of limitations (giving effect to any waiver, mitigation or extension thereof) and for 30 days thereafter, if later; (ii) the
representations and warranties contained in Section 3.21 shall survive the Closing until the date that is three years after the Closing Date; (iii) the covenants,
agreements, representations and warranties contained in Sections 5.09, 5.12, 6.05, 7.04, 7.05 and this Article XI shall survive the Closing for the term or terms
set forth therein and for 30 days thereafter; and (iv) the covenants, agreements, representations and warranties set forth in Sections 3.05, 3.06, 4.07(b), 4.10,
5.06, 6.01, 6.02, 7.01, 7.06, 7.07 and 11.05 and Article XIII shall continue in full force and effect without limit. Notwithstanding the preceding sentence, any
covenant, agreement, representation or warranty in respect of which indemnity may be sought under this Article XI shall survive the time at which it would
otherwise terminate pursuant to the preceding sentence, if notice of the inaccuracy or breach thereof giving rise to such right to indemnity shall have been
given (with reasonable specificity, in light of the facts then known) to the party against whom such indemnity may be sought prior to such time. For purposes
of the immediately preceding sentence, Buyer and Seller shall each be deemed to have given the other party adequate notice of a claim for Losses in
connection with the matters subject to indemnification pursuant to Section 11.05.

            11.02.   Indemnification. (a) Seller hereby indemnifies Buyer, its Affiliates, the Company, its Subsidiaries and their respective directors and officers
(the "Buyer Indemnitees&QUOT) against and agrees to hold them harmless from any and all Losses incurred or suffered by any Buyer Indemnitee arising out
of or relating to any breach or inaccuracy of any representation or warranty, or any breach of any covenant or agreement, made or to be performed by Seller
pursuant to this Agreement or in any certificate delivered pursuant to Article X; provided that (i) Seller shall not be liable under this Section 11.02(a) unless
the aggregate amount of Losses with respect to all matters referred to in this Section 11.02(a) exceeds $5,000,000 and then only to the extent of such excess
and (ii) Seller's maximum liability under this Section 11.02(a) shall not exceed $25,000,000. Notwithstanding the foregoing, any Losses incurred or suffered
by any Buyer Indemnitee arising out of fraud by the Seller or arising out of or relating to any breach or inaccuracy of any representation or warranty, or any
breach of any covenant or agreement, contained in Section 2.03, 2.04, 3.05, 3.06, 3.23, 5.06, 5.07, 5.08, 5.09, 5.12, 7.04, 7.07, 11.05 or 13.03 or in Article
VIII or IX shall not be subject to the limitations on Losses set forth in clauses (i) and (ii) above or in Section 11.04(b) but rather such Buyer Indemnitee shall
be entitled to recovery from the first dollar.

          (b)   Buyer hereby indemnifies Seller, its Affiliates and their respective directors and officers (the "Seller Indemnitees&QUOT) against and agrees to hold
them harmless from any and all Losses incurred or suffered by Seller arising out of or relating to any breach or inaccuracy of any representation or warranty, or
any breach of any covenant or agreement made or to be performed by the Buyer pursuant to this Agreement or in any certificate delivered pursuant to Article
X; provided that (i) Buyer shall not be liable under this Section 11.02(b) unless the aggregate amount of Seller's Losses with respect to all matters referred to
in this Section 11.02(b) exceeds $5,000,000 and then only to the extent of such excess and (ii) Buyer's maximum liability under this Section 11.02(b) shall
not exceed $25,000,000. Notwithstanding the foregoing, any Losses incurred or suffered by any Seller Indemnitee arising out of fraud by the Buyer or arising
out of or relating to any breach or inaccuracy of any representation or warranty, or any breach of any covenant or agreement, contained in Section 2.03, 2.04,
4.05, 4.07(b), 4.10, 6.04, 7.04, 7.06, 7.07, 11.05 or 13.03 or in Article VIII or IX shall not be subject to the limitations on Losses set forth in clauses (i) and (ii)
above or in Section 11.04(b) but rather such Seller Indemnitee shall be entitled to recovery from the first dollar.

          (c)   For purposes of clarification, the parties acknowledge and agree that this Section 11.02 shall be enforced in accordance with its terms and that any
indemnification claim for breach of the covenants contained in this Section 11.02 shall not be subject to the limitations on Losses set forth in clauses (i) and
(ii) of Section 11.02(a) or Section 11.02(b), as the case may be, or Section 11.04(b).

          (d)   For purposes of indemnification under this Section 11.02, any limitation or qualification as to materiality set forth in each representation and
warranty shall be disregarded in determining the accuracy of such representation or warranty, it being the intention of the parties that the limitations
contained in Sections 11.02(a)(i) and 11.02(b)(i) substitute for any such limitation or qualification as to materiality.

            11.03.  Procedures; Exclusivity.   (a)  Promptly after the receipt by any party seeking indemnification under Section 11.02 (the "Indemnified
Party&QUOT) of notice of the commencement of any action, claim, suit or proceeding (each an "Action&QUOT) against such Indemnified Party by a third
party (other than any Action relating to Taxes or any Tax Return, as to which the provisions of Article VIII shall control), such Indemnified Party shall, if a
claim with respect thereto is or may be made against any party (an "Indemnifying Party&QUOT) pursuant to Section 11.02 or (except as set forth therein)
Section 11.05, give such Indemnifying Party written notice of such Action. The failure to give such notice shall not relieve any Indemnifying Party from any
obligation hereunder except where, and solely to the extent that, such failure actually prejudices the rights of such Indemnifying Party. Such Indemnifying
Party shall the right to defend such Action, at such Indemnifying Party's expense and with counsel of its choice reasonably satisfactory to the Indemnified
Party, provided that the Indemnifying Party (i) delivers written notice to the Indemnified Party within ten days of receipt of notice of such Action pursuant to
the first sentence of this Section 11.03(a) stating that it is assuming the defense of such Action and acknowledges full responsibility for all Losses arising
from or

related to such Action and (ii) conducts the defense of such Action in a commercially reasonable manner. If the Indemnifying Party assumes the defense of
such Action, the Indemnifying Party shall conduct such defense in a commercially reasonable manner through judgment or settlement in accordance with this
Section 11.03, and the Indemnified Party shall reasonably cooperate in such defense to the extent the Indemnified Party is not prejudiced thereby. So long as
the Indemnifying Party is conducting the defense of such Action as provided in the previous sentence, the Indemnified Party may participate in the defense of
such Action by retaining separate counsel at its sole cost and expense, and neither the Indemnifying Party nor the Indemnified Party will consent to the entry
of any judgment or enter into any settlement with respect to such Action without the prior written consent of the other, which consent shall not be
unreasonably withheld, delayed or conditioned. In the event the Indemnifying Party does not or ceases to conduct the defense of such Action as provided in
this Section 11.03, (x) the Indemnified Party may defend against, and consent to the entry of any judgment or enter into any settlement with respect to, such



Action in any manner it may reasonably deem to be appropriate; provided, that the Indemnified Party shall not consent to the entry of any judgement or enter
into any settlement with respect to such Action without the prior written consent of the Indemnifying Party, which consent shall not be unreasonably
withheld, delayed or conditioned; (y) subject to the limitations set forth in this Article XI, the Indemnifying Party will reimburse the Indemnified Party
promptly and periodically for its costs and expenses in connection with such Action and (z) subject to the limitations set forth in this Article XI, the
Indemnifying Party will remain responsible for any other Losses the Indemnified Party may suffer as a result of such Action. If the Indemnified Party or the
Indemnifying Party presents to the other party any proposed entry of judgment or settlement to which the other party does not consent within ten business
days, the non-consenting party shall, and hereby agrees to, indemnify the proposing party against all Losses relating to such Action to the extent in excess of
the amount of such Losses based upon the proposed settlement. The indemnification provided by the immediately preceding sentence shall be in addition to
that provided by the other provisions of this Article XI, shall be from the first dollar and shall not be subject to the limitations on Losses set forth in Sections
11.02(a) or (b) or Section 11.04(b).

          (b)  After the Closing, this Article XI will provide the exclusive remedy for any breach or inaccuracy of any representation or warranty, or breach of any
covenant or other agreement (other than those contained in Sections 2.03, 2.04, 5.05, 5.06, 5.09, 5.10, 6.01, 6.02, 6.04, 7.01, 13.06, 13.07 and 13.12 and
Articles VIII and IX) set forth in this Agreement or in the certificates delivered pursuant to Article X hereof or other claim based upon this Agreement.
Without limiting the generality of the foregoing, Buyer and, effective at the Closing, the Company and its Subsidiaries, hereby waive all rights for
contribution or any other rights or recovery (except as otherwise provided in Section 11.02) with respect to any Losses arising under or relating to
Environmental Laws, whether now or hereafter in effect, that it might have by statute or otherwise against Seller or any of its Affiliates. Notwithstanding the
foregoing, neither Buyer nor Seller waives any rights it may have to make a claim alleging fraud by the other party, and each party may pursue any rights
available to it at law or in equity with respect to any such claim.

          (c)  For purposes of clarification, the parties acknowledge and agree that this Section 11.03 shall be enforced in accordance with its terms and that any
indemnification claim for breach of the covenants contained in this Section 11.03 shall not be subject to the limitations on Losses set forth in clauses (i) and
(ii) of Section 11.02(a) or Section 11.02(b), as the case may be, or Section 11.04(b).

            11.04.  Limitation of Indemnification. Notwithstanding the foregoing provisions of this Article XI, an Indemnifying Party's obligation to indemnify an
Indemnified Party under Article XI shall be subject to the following additional limitations:

         (a)   No indemnification shall be required to be made by Buyer or Seller to the extent that the Losses incurred or suffered by the
Indemnified Party have been taken into account in connection with the determination of Final Cash Consideration.

         (b)   No indemnification shall be required to be made by Buyer or Seller with respect to any claim for indemnity which individually is less
than $10,000 but only up to an aggregate maximum amount of $250,000 for all such claims.

         (c)   The Losses required to be paid by the Indemnifying Party pursuant to this Article XI shall be reduced to the extent of any amounts
actually received by the Indemnified Party or any of its Affiliates after the Closing Date pursuant to the terms of any insurance policies
covering such Losses.

         (d)   Each of the parties agrees that to the extent the other party indemnifies it from any claim for Losses, the Indemnified Party shall
assign its rights to such claim to the demnifying Party to the extent of any amounts actually received by the Indemnified Party from the
Indemnifying Party.

          (e)   To avoid double recovery, the Losses required to be paid by the Indemnifying Party pursuant to this Article XI shall be reduced by
any amounts of such Losses actually paid by the Indemnifying Party pursuant to Article VIII or Article IX.

            11.05.  Other Indemnification.  (a)  Seller hereby indemnifies each Buyer Indemnitee against and agrees to hold them harmless from any and all Losses
arising out of or related to (i) any matter which is or may be alleged in the KB Store No. 1013 Litigation and (ii) the matters set forth in Appendix III from the
first dollar and without limitation as to amount.

          (b)  Subject to Section 11.05(d), Seller hereby indemnifies each Buyer Indemnitee against and agrees to hold each of them harmless from any and all
Losses arising out of or related to any matter which is or may be alleged in the Shared Lawsuits.

          (c)  Buyer shall control the defense of the Shared Lawsuits, and Seller shall be entitled to participate in the defense of the Shared Lawsuits at its own
expense; provided, that Buyer

shall obtain the prior written consent of Seller (which consent shall not be unreasonably withheld, delayed or conditioned) before entering into any
settlement or entry of judgment with respect to such matters. If the Buyer presents to the Seller any proposed entry of judgment or settlement relating to a
Shared Lawsuit to which the Seller does not consent within ten business days, the Seller shall, and hereby agrees to, indemnify the Buyer from all Losses
relating to such Shared Lawsuit to the extent in excess of the amount of such Losses based upon the proposed settlement. Each party shall cooperate, and
cause their respective Affiliates (including for this purpose, in the case of Buyer after the Closing, the Company and its Subsidiaries) to cooperate in the
defense or prosecution of such matters and shall furnish or cause to be furnished such records, information and testimony and attend such conferences,
discovery proceedings, hearings, trials or appeals as may be reasonably requested in connection therewith to the extent the Indemnified Party is not
prejudiced thereby.

          (d)   The amount of any Losses payable under this Section 11.05 with respect to any matter which is or may be alleged in the Shared Lawsuits shall be
allocated as follows: (i) Seller shall bear that portion of the total Losses incurred or suffered in connection with any matter with is or may be alleged in such
Shared Lawsuit equal to the total amount of Losses with respect to any matter which is or may be alleged in such Shared Lawsuit multiplied by a fraction (x)
the denominator of which is the total number of days during the period commencing on May 5, 1996 and ending on the date on which the alleged wrongful
action or conduct upon which damages are based ceases or ceased (or the date of settlement or final judgment if such conduct or action does not cease) and
(y) the numerator of which is the number of days during the period commencing on May 5, 1996 and ending on the Closing Date or, if earlier, the date on
which such alleged wrongful action or conduct ceased and (ii) Buyer shall bear the remainder of such total Losses.

          (e)   Buyer hereby indemnifies each Seller Indemnitee against and agrees to hold it harmless from any and all Losses arising out of or related to the
matters set forth in Appendix IV from the first dollar and without limitation as to amount.

          (f)   Seller hereby indemnifies each Buyer Indemnitee against and agrees to hold it harmless from any and all Losses arising out of general liability
claims arising from or related to all acts, occurrences or conditions prior to or on the Balance Sheet Date, whether or not insured; provided, that Seller's
indemnification obligations pursuant to this Section 11.05(f) shall not in any event exceed $7,000,000.



          (g)   For purposes of clarification, the parties hereto acknowledge and agree that the indemnities provided in this Section 11.05 (i) are in addition to, and
not in limitation of, the indemnities provided by Section 11.02; (ii) are not subject to the limitations on Losses set forth in Section 11.02(a) and Section
11.02(b), respectively, or Section 11.04(b); and (iii) in the case of the Shared Lawsuits, are not subject to the procedures set forth in Section 11.03.

 ARTICLE XII

TERMINATION

            12.01.  Grounds for Termination. This Agreement may be terminated at any time prior to the Closing:

          (i)    by mutual written agreement of Seller and Buyer;

          (ii)   by either Seller or Buyer if the Closing shall not have been consummated on or before January 15, 2001;

          (iii)  by either Seller or Buyer if consummation of the transactions contemplated hereby would violate any nonappealable final order,
decree or judgment of any court or governmental body having competent jurisdiction; or

          (iv)  by Seller pursuant to Section 5.08.

          The party desiring to terminate this Agreement pursuant to clauses (ii) or (iii) shall give notice of such termination to the other party.

            12.02.   Effect of Termination. If this Agreement is terminated as permitted by Section 12.01, such termination shall be without liability of either party
(or any shareholder, director, officer, employee, agent, consultant or representative of such party) to the other party to this Agreement; provided that no such
termination shall relieve any party of liability for the willful failure of either party to fulfill a condition to the performance of the obligations of the other
party or to perform a covenant of this Agreement or for a willful breach of this Agreement, such party shall be fully liable for any and all Losses incurred or
suffered by the other party as a result of such failure or breach. The provisions of Sections 5.08, 6.01, 12.02, 12.03, 13.03, 13.05, 13.06, 13.09 and 13.10 shall
survive any termination hereof pursuant to Section 12.01.

            12.03.   Termination Fee. In the event that Seller terminates this Agreement pursuant to Section 5.08, Seller shall immediately pay to Buyer an amount
in cash equal to the aggregate fees and expenses actually incurred by Buyer in connection with the transactions contemplated by this Agreement up to a
maximum amount of $2,000,000. Furthermore, following termination of this Agreement pursuant to Section 5.08, in the event that, at any time prior to
November 30, 2001, Seller or any of its Affiliates or the Company or any of its Subsidiaries shall have entered into a definitive agreement with respect to, or
shall have consummated, a transaction in connection with any Acquisition Proposal, then immediately prior to, or as a condition of, consummation of such
transaction, the Seller shall pay to Buyer an amount in cash equal to 3.5% of the aggregate purchase price of such transaction (including, without limitation,
the assumption of any debt and the fair market value of any securities) less any amounts previously paid to Buyer pursuant to the preceding sentence. Any
amounts due under this Section 12.03 shall be in the nature of liquidated damages and not in the nature of a

penalty. Notwithstanding anything in this Agreement to the contrary, the provisions of this Section 12.03 shall be the sole and exclusive remedy of Buyer
following termination of this Agreement pursuant to Section 5.08.

 ARTICLE XIII

MISCELLANEOUS

           13.01.  Notices. Any notice, request or other communication hereunder shall be in writing and shall be deemed duly given (i) immediately upon
confirmation of receipt by facsimile or telecopy, (ii) one business day following the date sent when sent by overnight delivery and (iii) five business days
following the date mailed when mailed by registered or certified mail return receipt requested and postage prepaid to the following addresses:

          if to Buyer, to:

                    KB Acquisition Corp. 
                    Two Copley Place 
                    Boston, MA 02116 
                    Attention: Robert F. White 
                                   Matthew S. Levin 
                    Telecopy: (617) 572-3274

                    with a copy to:

                    Ropes & Gray 
                    One International Place 
                    Boston, MA 02110-2640 
                    Attention: R. Newcomb Stillwell 
                    Telecopy: (617) 951-7050

          if to Seller, to:

                    Consolidated Stores Corporation (Ohio) 
                    300 Phillipi Road 
                    P.O. Box 28512 
                    Columbus, OH 43228-0512 
                    Attention: Albert J. Bell 
                                   Vice Chairman and Chief Administrative Officer 
                    Telecopy: (614) 278-6527 
                              and 
                    Attention: Charles W. Haubiel II 
                                   Vice President and General Counsel 
                    Telecopy: (614) 278-7127



                    with a copy to:

                    Vorys, Sater, Seymour and Pease LLP 
                    52 E. Gay Street 
                    Columbus, OH 43215 
                    Attention: Ronald A. Robins, Jr. 
                    Telecopy: (614) 719-4926

          Any party may send any notice, request or other communication hereunder to the intended recipient at the address set forth above for such recipient
using any other means (including personal delivery, expedited courier, messenger service, telex, ordinary mail or electronic mail), but no such notice, request,
demand, claim or other communication shall be deemed to have been duly given unless and until it actually is received by the intended party or a duly
authorized agent thereof. Any party may change the address to which notices, requests and other communications hereunder are to be delivered by giving the
other party notice in the manner herein set forth.

            13.02.  Amendments; No Waivers. (a) Any provision of this Agreement may be amended or waived if, and only if, such amendment or waiver is in
writing and signed, in the case of an amendment, by Buyer and Seller, or in the case of a waiver, by the party against whom the waiver is to be effective.

          (b)   No failure or delay by either party in exercising any right, power or privilege hereunder shall operate as a waiver thereof nor shall any single or
partial exercise thereof preclude any other or further exercise thereof or the exercise of any other right, power or privilege. The rights and remedies herein
provided shall be cumulative and not exclusive of any rights or remedies provided by law.

            13.03.  Expenses. Except as otherwise provided herein, all costs and expenses incurred in connection with this Agreement shall be paid by the party
incurring such cost or expense;

provided, that, if the transactions contemplated hereby are consummated, all expenses of the Company and its Subsidiaries incurred prior to the Closing Date
shall be deemed to be expenses of, and shall be paid by, the Seller.

            13.04.  Successors and Assigns. The provisions of this Agreement shall be binding upon and inure to the benefit of the parties hereto and their
respective successors and assigns; provided that neither party may assign, delegate or otherwise transfer any of its rights or obligations under this Agreement
without the consent of the other party hereto except that (i) Buyer may transfer or assign, in whole or from time to time in part to one or more of its wholly-
owned Subsidiaries, the right to purchase all or a portion of the Shares and (ii) Buyer may make a collateral assignment of its rights hereunder to its senior
lenders, but no such transfer or assignment will relieve Buyer of its obligations hereunder.

            13.05.  Governing Law. This Agreement shall be construed in accordance with and governed by the law of the State of Delaware, without regard to the
conflicts of law rules of such state.

            13.06.  Jurisdiction. Except as otherwise expressly provided in this Agreement, any suit, action or proceeding seeking to enforce any provision of, or
based on any matter arising out of or in connection with, this Agreement or the transactions contemplated hereby shall only be brought in the United States
District Court for the Southern District of Ohio or any other Ohio state court sitting in Franklin County, Ohio, and each of the parties hereby consents, on
behalf of itself and its Affiliates, to the jurisdiction of such courts (and of the appropriate appellate courts therefrom) in any such suit, action or proceeding
and irrevocably waives, to the fullest extent permitted by law, any objection which it may now or hereafter have to the laying of the venue of any such suit,
action or proceeding in any such court or than any such suit, action or proceeding which is brought in any such court has been brought in an inconvenient
forum. In addition, each party hereby irrevocably waives, to the fullest extent permitted by law, any right to a jury trial in connection with any suit, action or
proceeding seeking to enforce any provision of, or based on any matter arising out of or in connection with, this Agreement or the transactions contemplated
hereby.

            13.07.  Arbitration. Notwithstanding Section 13.06, any matter that may be made the subject of an Arbitration under Article II or Article VIII may only
be resolved by means of an Arbitration conducted pursuant to this Section 13.07. Any request for Arbitration shall be made in writing to the New York, New
York office of Arthur Anderson or, in the event such firm declines to serve, to the New York, New York office of such other independent accounting firm of
recognized national standing that may be selected mutually by Buyer and Seller. The firm to which such request is made shall, upon agreeing in writing to
conduct the Arbitration in question in accordance with the terms of this Agreement, be the " Accounting Referee" under this Agreement. The Arbitration shall
be conducted under the auspices of the Accounting Referee and, except to the extent said rules conflict with the terms of this Section 13.07, shall be
conducted in accordance with the Commercial Arbitration Rules of the American Arbitration Association. The Accounting Referee shall provide to the
parties the

names and resumes of at least three partners of the Accounting Referee who are willing to serve as the individual responsible for conducting the Arbitration
(the "Arbitrator"). If the parties are unable after good faith negotiation to agree upon and select one of the individuals so identified to act as the Arbitrator,
then each party shall have the right to deliver to the Accounting Referee a confidential communication striking no more than one of the individuals
previously identified as a potential Arbitrator. The Accounting Referee shall then proceed to select the Arbitrator from among the previously identified
individuals who have not been stricken from consideration. Upon being selected, the Arbitrator shall conduct the Arbitration in question; shall determine the
matter at issue in the Arbitration and shall set forth such determination in a written ruling, which ruling shall be rendered within 30 days of the date on which
the Arbitrator was selected and shall be delivered to the parties in accordance with the terms of Section 13.01 of this Agreement. The ruling of the Arbitrator
shall be final, binding and conclusive on the parties; shall have the legal effect of an arbitral award and shall be subject only to the judicial review permitted
by the Federal Arbitration Act. Judgment on the ruling of the Arbitrator may be entered and enforced in any court having jurisdiction over the parties or their
assets. The fees and disbursements of the Accounting Referee shall be allocated between the parties in the same proportion that the aggregate amount
submitted to the Accounting Referee that is unsuccessfully disputed by each such party (as finally determined by the Accounting Referee) bears to the total
amount so submitted.

            13.08.   Counterparts; Effectiveness. This Agreement may be signed in any number of counterparts, each of which shall be an original, with the same
effect as if the signatures thereto and hereto were upon the same instrument. This Agreement shall become effective when each party hereto shall have
received a counterpart hereof signed by the other party hereto.

            13.09.   Third Party Beneficiaries. No provision of this Agreement is intended to confer upon any Person other than the parties hereto any rights or
remedies hereunder.

           13.10.   Entire Agreement. This Agreement constitutes the entire agreement between the parties with respect to the subject matter hereof and supersedes
all prior agreements, understandings and negotiations, both written and oral, between the parties with respect to the subject matter of this Agreement, as well



as the Confidentiality Agreement dated as of July 24, 2000 and the letter of intent dated November 14, 2000. No representation, inducement, promise,
understanding, condition or warranty not set forth herein or in the agreements or documents delivered in connection herewith has been made or relied upon
by either party hereto. Neither this Agreement nor any provision hereof is intended to confer upon Person other than the parties hereto any rights or remedies
hereunder.

           13.11.  Validity of Provisions. Should any provision of this Agreement be declared by any court of competent jurisdiction to be invalid or
unenforceable, the remaining provisions shall not be affected thereby. If any provision of this Agreement shall be held to be partially invalid and
unenforceable, then that portion which is not held to be invalid or unenforceable shall be deemed enforceable to the maximum extent permitted by law.

            13.12.   Further Assurances. At any time and from time to time, each party hereto, without further consideration, shall cooperate, take such further
action and execute and deliver such further instruments and documents as may be reasonably requested by any other party in order to carry out the provisions
and purposes of this Agreement.

            13.13.   Captions. The captions herein are included for convenience of reference only and shall be ignored in the construction or interpretation hereof.

[Signature page to follow]

 

          IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be duly executed by their respective authorized officers as of the day and
year first above written.

 

KB ACQUISITION CORP.
   

By:    /s/ Matthew Levin   

Name: Matthew Levin
Title: Vice President

 
 CONSOLIDATED STORES CORPORATION
  
By:    /s/ Albert J. Bell      

Name: Albert J. Bell
Title: Vice Chairman
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Appendix II

Permitted Payments and Permitted Charges and Required Credits 

A.     Definition of Permitted Payments and Permitted Charges

           "Permitted Payments" and "Permitted Charges" shall include only the items set forth under the following headings, in each case if paid by wire or
settlement of presented check in customary amounts and intervals in the ordinary course of business. Such items so paid directly by the Company and its
Subsidiaries are referred to as "Permitted Payments" and such items so paid by the Seller on behalf of the Company and its Subsidiaries or so charged by the
Seller with respect to the Company and its Subsidiaries are referred to as "Permitted Charges."

(1) Transactions relating to Rent:
(a) Rent – Straight, Percentage, Escalating–Stores & Warehouses
(b) Real Estate Taxes
(c) CAM – comprising charges from the Landlord for HVAC, advertising and storage
(d) Property Tax
(e) Prepaid Sales Tax

(2) Transactions relating to Insurance:
(a) Invoices for settlements of self insured medical and dental claims (EBMC Charges) 

– to extent claims or charges relate to Post-Balance Sheet Date occurrences not 
covered by insurance

   
(b) Invoices for settlements of workers compensation claims – to extent claims or 

charges relate to Post-Balance Sheet Date occurrences not covered by insurance
  
(c) Invoices for settlements of general liability claims – to extent claims or charges 

relate to Post-Balance Sheet Date occurrences not covered by insurance

(d) Invoices for pro-rated share of workers compensation and general liability 
insurance premiums – to extent premiums relates to coverage of Post-Balance 
Sheet Date occurrences

(3) Transactions relating to Tax-related Items:
(a) Payments to Tax authorities by or on behalf of the Company and its Subsidiaries 

relating to Post-Balance Sheet Tax Period Miscellaneous Taxes (excluding 
penalties and additions to Tax).

    
     (b) Payments to Tax authorities by or on behalf of the Company and its Subsidiaries 

relating to Pre-Balance Sheet Tax Period Miscellaneous Taxes to the extent 
reflected on the Balance Sheet.

(4)     Miscellaneous Payments:

 



(a) Store Supplies purchased by the Company and its Subsidiaries from the CNS supply
    
 (b) Royalty payments to KB Holding company—the funds are wired to KB, then wired back to 

CNS (so long as net impact is zero)

(5)     Transactions relating to Treasury:

 (a) Cash funding for foreign wires of the Company and its Subsidiaries – KB inventory purchases

  (b) Cash funding for lines of credit of the Company and its Subsidiaries – KB inventory purchases

  (c) Cash funding for main account of the Company and its Subsidiaries when stores cash is less than 
AP expense

  (d) Garnishments for child support paid by CNS on behalf of the Company and its Subsidiaries

(6)     Transactions relating to KB employees and the operation of the Montgomery KB Warehouse:

 (a) Payroll – hourly and salary

  (b) Payroll taxes

  (c) Payroll taxes

  (d) Garnishments for child support paid by CNS on behalf of the Company and its Subsidiaries

(7)     Transactions relating to invoices paid by the Seller on behalf of the Company and its Subsidiaries:

  (a) Professional – Legal, Auditors to extent not related to the acquisition or related transactions

  (b) Utilities - Phone and Electric invoices

  (c) Corporate Plane (only for actual KB usage)

  (d) Monthly Administrative Charge for 401K Participants – Fifth/Third Bank – to extent related to 
Post-Balance Sheet Date monthly periods

(8) Miscellaneous Allocations:

      (a) Service charge for AP processing by Capital Retail System, Inc.

  (b) Pro rata monthly asset protection charge of $150,000

  (c) Pro rata monthly general office charge of $291,667

  (d) Corporate planes dry lease expense, but only for actual KB usage

  (e) Intercompany charge for items purchased by the Company and its Subsidiaries from the 
Wisconsin Toy division of Seller (including the 5% surcharge)

 

 

B.      Definition of Required Credits.

           "Required Credits" shall include the following:

(a) Cash received for credit card sales
(b) Cash received from main account of the Company and its Subsidiaries when store cash is greater than 

AP expense
(c) Purchase of inventory by WI Toy from the Company and its Subsidiaries
(d) All distributions received from the Company or any of its Subsidiaries
(e) All transactions relating to checks or cash received by Seller or its Affiliates on behalf of the Company 

or any of its Subsidiaries including but not limited to:

Retribution
Vending Income (a portion of the check is allocated to KB)
Refunds from landlords
Rent Abatements
Supplies Rebates
Marine Toys for Tots—purchases are made on account at KB stores, then Seller receives the 
               payment for the purchase.

     (f) All cash or checks received by the Company or any of its Subsidiaries

Appendix III 
Matters to be Indemnified by Seller

1.  Any Losses arising out of or related to any Event of Default under the Note Agreement dated as of March 1, 1990 between Kay-Bee Toy and Hobby Shops,
Inc. and Allstate Life Insurance Company prior to the Closing.

2.  Any Losses associated with obtaining good standing status for BrainPlay.com, Inc.

Appendix IV 
Matters to be Indemnified by Buyer

1.  Any Losses arising out of the guarantee by Seller of the obligations of the Company or any of its Subsidiaries to Nintendo.

2.  Any Losses arising out of or related to any "civil action" taken by or on behalf of Buyer, the Company or any of its Subsidiaries or Affiliates after the



Closing Date with respect to shoplifting or similar incidents occurring prior to the Closing Date.
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PRESS RELEASE  
FOR IMMEDIATE RELEASE Contact:  Joe R. Cooper 

Vice President Treasurer 
614-278-6622

CONSOLIDATED STORES CORPORATION CLOSES ON THE SALE OF K*B TOYS TO BAIN CAPITAL, INC.

Columbus, Ohio - December 8, 2000 - Consolidated Stores Corporation (NYSE: CNS) announced today it has completed the sale of its K*B Toys Division to
an affiliate of Bain Capital, Inc. Gross proceeds totaled approximately $305 million, consisting primarily of $258 million in cash, a note with a face amount
of $45 million, and a warrant to acquire common stock of the buyer. The buyer purchased the business in conjunction with K*B management, who will be
retained to lead K*B. Consolidated will record an after-tax loss on the disposal of the discontinued operation of $407 million, which will be reflected in the
company's third quarter filing with the Securities and Exchange Commission.

Commenting on the closing of the sale, Albert J. Bell, who as Vice Chairman and Chief Administrative Officer headed the divestiture effort stated, "We are
pleased to have completed this transaction. One of our objectives was to find a buyer for K*B Toys who recognizes its strengths and unique niche within the
retail toy industry, and we believe Bain Capital meets that objective. Our Board and management continue to believe this separation of our Closeout and Toy
businesses will enhance the focus of each entity, allowing each company to anticipate and respond to market conditions faster and more effectively while
pursuing future growth."

Michael J. Potter, Chairman and Chief Executive Officer stated, "This sale is an important step forward in the strategic repositioning of our company. With
the divestiture of K*B, we are now able to focus on a single closeout business model, which represents our core competency. As the country's largest closeout
retailer, we believe we are uniquely positioned to grow our business well into the future."

Mr. Potter added, "We believe that this restructuring will improve our operating and debt ratios and should provide greater predictability and consistency to
our earnings stream. By eliminating the seasonality of the K*B toy business, we believe that we can immediately return to profitability in all four quarters
and generate positive free cash flow each year."

Mr. Potter concluded, "We are the market leader in an extremely profitable retailing niche. All of us at Consolidated are looking forward to the coming years
with a great deal of energy and confidence."

 

[LOGO]

Shareholder Relations Department 
300 Phillipi Road 
P.O. Box 28512 

Columbus, Ohio 43228-0512 
Phone: (614) 278-6622   Fax: (614) 278-6666 

E-mail: aschmidt@cnstores.com

Consolidated Stores Corporation is a leading value retailer specializing in closeout merchandise. Following the divestiture of its K*B Toy division, the
company operates a total 1,285 closeout stores operating as ODD LOTS, BIG LOTS, BIG LOTS FURNITURE, PlC 'N' SAVE and MAC FRUGAL'S
BARGAINS.CLOSE-OUTS. Wholesale operations are conducted through CONSOLIDATED INTERNATIONAL and WISCONSIN TOY.

Safe harbor statement under the private securities litigation reform act of 1995: All forward-looking statements made by the Company involve material
risks and uncertainties and are subject to change based on various important factors which may be beyond the Company's control. Accordingly, the
Company's future performance and financiaI results may differ materially from those expressed or implied in any such forward-looking statements. Such
factors include, but are not limited to, those described in the Company's filings with the Securities and Exchange Commission. The Company does not
undertake to publicly update or revise its forward-looking statements even if experience or future changes make it clear that any projected results expressed
or implied therein will not be realized.
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<ARTICLE> 5
<LEGEND>
THIS SCHEDULE CONTAINS SUMMARY FINANCIAL DATA EXTRACTED FROM CONSOLIDATED STORES
CORPORATION AND SUBSIDIARIES CONDENSED CONSOLIDATED FINANCIAL STATEMENTS FILED
IN FORM 10-Q AS OF OCTOBER 28, 2000, AND THE THIRTY-NINE WEEK PERIOD THEN ENDED,
AND IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.
</LEGEND>
       
                                     
<PERIOD-TYPE>                   3-MOS
<FISCAL-YEAR-END>                          FEB-03-2001
<PERIOD-START>                             JAN-30-2000
<PERIOD-END>                               OCT-28-2000
<CASH>                                          47,502
<SECURITIES>                                         0
<RECEIVABLES>                                        0
<ALLOWANCES>                                         0
<INVENTORY>                                    970,235
<CURRENT-ASSETS>                             1,388,928
<PP&E>                                         913,027
<DEPRECIATION>                                 438,870
<TOTAL-ASSETS>                               2,115,881
<CURRENT-LIABILITIES>                          587,427
<BONDS>                                        592,302
<PREFERRED-MANDATORY>                                0
<PREFERRED>                                          0
<COMMON>                                         1,115
<OTHER-SE>                                     828,444
<TOTAL-LIABILITY-AND-EQUITY>                 2,115,881
<SALES>                                      2,165,152
<TOTAL-REVENUES>                             2,165,152
<CGS>                                        1,250,375
<TOTAL-COSTS>                                1,250,375
<OTHER-EXPENSES>                                     0
<LOSS-PROVISION>                                     0
<INTEREST-EXPENSE>                              16,254
<INCOME-PRETAX>                                 49,869
<INCOME-TAX>                                    19,698
<INCOME-CONTINUING>                             30,171
<DISCONTINUED>                               (506,045)
<EXTRAORDINARY>                                      0
<CHANGES>                                            0
<NET-INCOME>                                 (475,874)
<EPS-BASIC>                                     (4.28)
<EPS-DILUTED>                                   (4.23)
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