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CONSOLIDATED STATEMENTS OF OPERATIONS

2007 2006 2005
{in mitlions, except per share amounts)
SAlBS L« ettt e e e e $ 5,437 $5.750 $5,653
Costs and expenses
Costofsales ..o e 4,017 4014 3,944
Selling, general and administrative expenses. . ... ... ... ialaL .. 1,176 3,163 1129
Depreciation and amortizalion ... .. v eeen i innrennenernnesnnsn 166 175 171
Impairment charges and stare closing program costs. .o v ve e e vnnnn.. . 128 17 —_
Intarestexpanse, Nel. .. ... . i i i e e 1 3 10
5488 5,372 5,254
02T o 1 {1} {14} (6}
5487 5,358 5,248
{Loss) Income from continuing operations before income taxes. ........ (50} 392 405
Income tax {benefity expense .. .. ... ... i {59} 145 142
Income from continuingoperations . ... ... ...oi it 49 247 263
Income on disposal of discontinued operations,
net of income tax expense (benefit} of $1, $1, and ${3), respectively .. 2 3 1
Cumulative effect of accounting change,
netof incometax benefitof §— . . o i i — 1 o
Retincome .. ... . i i i it a e 5 5 $ 251 § 264
Basic earnings per share:
Income from continuing operations .. ... ..o o it $ 0.32 3 1.59 § 1.70
Income from discontinued operations ... ..ovui i iievnenennnn. 0.0t 0.02 0.
Cumulative effect of accounting change. . ... v i i — 0.01 o
NEt INCOMEB. 4ttt vt vt e saaes st i anns $ 0.33 $ 1.62 $ 171
Diluted earnings per share:
Income from continuing operations . .....ovvunerrienasananan $ 0.32 $ 1.58 $ 1.67
Income from discontinged operations ... ... ... o o it 0.01 0.02 0.1
Cumutative effect of accounting change.. v .o v i e ivrrnnennnns — e —
T 1700011 1T YA $ 0.33 $ 1.60 $ 1.68

Sea Accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS

2007 2006

(ir mitlions)

ASSETS
Current assets
Cashand cash eqUivalanTS L. uuu s vne s i s i asanarnnrnonrrrainnns § 488 $ 221
Short-Lerm invastmEnts o ...t in et st e ir s ra i ra i aaa s 5 249
Mercharndise INVeMEOrIES . Lot ettt ir et e e et ma i et 1281 1303
Othercumentassets. .o o eiir it et e 290 261
2,064 2034
Propertyandequipment, net . .. ... ... .. 521 654
8y i - TS P I 243 109
GoodWIll . . i i ettt 266 264
Intangibleassets, net, ... .. .o i e e g6 105
013 L1 - 58 83
§ 3,248 $ 3,249
LIABILITIES AND SHAREHOGLDERS” EQUITY
Current liabilities
ACCOUNTS PAVABLE . 4 o oot ot ittt ittt $ 233 $ 256
Accrued and other Habilities . ... .o i i i i e e 268 246
{urrent portion of long-term debt and obligations uncer capital leases.. ......... . - 14
501 516
Long-term debt and obligations undercapitatleases ... .. .......oociiiiiiiieii bral 220
Other Habilities, ..o oo i v v i ie e ce e ianamanrrrarrascaanaran s e araarans 255 a8
Total Habilities . . ..o v s e it i ey e G77 954
Shareholders” eguity. . .. ... .. ..o e 2271 _ 2285
5 3,248 $ 3249

See Accompanying Notes te Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

2007 2006 2005
(in mitlions)
From Operating Activities
T o+ P $ 51 0§ 251§ 264
Adiustments to reconcile net income to net cash provided by operating
activities of continuing operations:
Income on disposal of discontinued operations, netoftax .................. €2} (3) (1)
Non-cash impairment charges and store closing programcoests ... ............ 124 17 —
Cumulative effect of accounting change netoftax. ... ... ... ... .. . ... e H o
Bepreciation and amortization . ..ot iur it i i i i i e 166 175 7
Share-based compensation expense ... ..o i i i i 16 10 b
Deferred THEOME XS © ittt it ie e ot teteaesassnassnrssaesnnaeenns (129) 21 24
Change in assets and Uabilities:
Merchandise Inventorias . ..ot it it et iaaas e iaaaaanas 55 (38) {111)
Accounts payable and otheraccruals . ... oottt i e i e (36) (103) 4
Qualified pension plan cortributions ... .. ..o L i — (68) (26)
INCOIME TAXES. . vt v cresennrsassnsrcnnrnnnnenssarsrarsnnaras — {3) {8}
L0 1T 44 (69} 16
Net cash provided by cperating activities of continuing eperations. .. ... o e s 283 189 348
From Investing Activities
ACGUISTEIONS & vttt er ettt ie e i ie e s s s — — 1
Gain from lease termination. . .. oo o v i i e e 1 4 —
Gain from iNSUraNCe FECOVETTES L. ittt it i ne e arar s s 1 4 3
Purchases of short-term investments. . ... ... it i i iraan s (1378 (1992} (2798}
Sales of short-Lerm INVESEMENTS .ot ti s rsracnrerrreninrseserorens 1,620 2,041 2,167
Capital expenditires . oo u vt i vt {148} {165) {155)
Proceads from investmantand nota. ... .. ot it i e e 21 p— —
Net cash provided by {used in} investing activities of continuing operations. ...... 17 (108) (182)
From Financing Activities
Reductioninlong-termdebt ... o oo {7} (86) (35)
Repaymeantofcapitallease . oo it i e (14} 1 —
Dividends paid on common stock. . ou vttt i v i i e (77 {61) {49}
Tesuance of common stock. ... ittt i i it 9 9 12
Treasury stock reissued under employeestock plans, . ..o o ve e, — 3 2
Purchase of treasuiy Shars - . .ttt i in s cerara e ararrann {50) (8) {35)
Tax benefit on stock cOMpPensation .. .vur i ir it i iininanasasnnasnnnns 1 2 —
Net cash used in financing activities of continuing operations ...........o. .. (138) (142) {105)
Net Cash Used In operating activities of Discontinued Operations. ............. — (&) -
Effect of Exchange Rate Fluctuations on Cash and Cash Equivalents. ............ 5 1 2
Net Change in Cash and Cash Equivalents ... ... ... iiniviiinninanannns 267 (68) &4
Cash and Cash Equivalents at BeginningofYear .. ..... ... ... .. o i nnn 221 289 225
Cash and Cash EquivalentsatEndofYear ..........coiivivivivincncnanaan $ 488 3§ 221 0§ 289
Cash Paid During the Year:
117 R g $ 18 §$ 20 3 2
THCOMEERYES v et e ene s v at oo sn i tse e rar e oteanennrbonsnnnnns $ 52 § 133 3§ 93

See Accompanying Notes to Consolidated Financial Statements,
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Property and Fquinment

Property and equipment are recorded at cost, less accumulated depreciation and amortization. Significant
additions and improvements to property and equipment are capitaiized. Maintenance and repairs are charged to
current operations as incurred. Major renewals or replacements that substantiatly extend the useful life of an asset are
capitalized and depreciated. Owned property and equipment {s depreciated on a straight-line basis over the estimated
useful lives of the assets: maximum of 50 years for buiidings and 3 to 10 years for furedture, fixtures and equipment.
Property and equipment under capital leases and improvements to leased premises are generally amortized on a
straight-line hasis over the shorter of the estimated useful life of the asset or the remaining lease term. Capitalized
software reflacts certain costs related to software developed for internal use that are capitatized and amortized.
After substantial completion of the project, the costs are amortized on a straight-line basis over a 2 to 7 year period,
Capitalized software, net of accumulated amortization, is included in property and eguipment and was §22 million at
February 2, 2008 and $29 million ai. February 3, 2007,

Recoverability of Long-Lived Assets

Inaccordancawith SFAS No. 144, “Accounting forthe Impairmentor DisposalofLong-Lived Assets™ {"SFAS No. 144"),
an impairment loss is recognized whengver events or changes in circumstances indicate that the carrying amounts of
long-lived tangible and intangible assets with finite lives may not be recoverable. Management’s policy in determining
whether an impairment indicator exists, a triggering event, comprises measurable operating performance criteria at
the division level, as weli as qualitative measures. The Company considers historical performance and future estimated
results, which are predominately identified from the Company’s three-yearstrategic plans, in its evaluation of potential
store-level impairment and then compares the carrying amount of the asset with the estimated future cash flows
expected to result from the use of the asset. If the carrying amount of the asset exceeds the estimated expected
undiscounted future cash flows, the Company measures the amount of the impairment by comparing the carrying
amount of the asset with its estimated fair value. The estimation of fair value is measured by discounting expected
future cash flows at the Company’s weighted-average cost of capital. The Company estimates fair value based on the
best information avaitable using estimates, judgments and projections as considered necessary.

Goodwiil and Infangible Assets

The Company accounts for goodwill and other intangibles in accordance with SFAS No. 142, “Goodwilt and Other
Intangible Assets,” which requires that goodwill and intangible assets with indefinite lives be reviewed for impairment
if impairment indicators arise and, at a minimum, annuatly,

The Company performs its annual impairment review as of the beginning of each fiscal year. The fair value of
each reporting unit is determined using a combination of market and discounted cash flow approaches. During the
third and fourth quarters of 2007, the Company performed reviews of its U.S. Athletic stores’ goodwill, as a result of
the SFAS No. 144 racoverahility analysis. Thase analyses did not resu{t in an impairment charge. Separable intangible
assets that are deemed to have finite tves will continue to be amortized over their estimated useful lives. Intangible
assets with finite Lives primarily reflect lease acquisition costs and are amortized over the lease term.

Derivative Financial Instruments

All derivative financial instruments are recorded in the Consolidated Balance Sheets at their fair values. Changes
in fair values of derivatives are recorded each period in earnings, other comprehensive gain or loss, or as a hasis
adjustment to the underlying hedged item, depending on whether a darivative is designated and effective as part of
a hedge transaction. The effactive portion of the gain or loss on the hedging derivative instrument is reported as a
component of other comprehensive income/loss aras a basis adjustment to the underlying hedged item and reclassified
to earnings in the peried in which the hedged item affects earnings.

The effective portion of the gain or toss on hedges of foreign net investments is generally not reclassified to
sarmings unkess the netinvestment is disposed of. To the extent derivatives do not qualify as hedges, orare ineffactive,
their changes in fair value are recorded in earnings immediately, which may subject the Company to increased earnings
volatitity. The charges in the fair value of the Company’s hedges of net investments in various foreign subsidiaries is
computed using the spot method.
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Accounting for Legses

The Company recognizes rent expense for operating leases as of the possession date for store leases or the
commencement of the agreement for a non-store (ease, Rental expense, inclusive of rent folidays, concessions and
tenant altowances are recognized over the leasa term on a straight-line basis, Contingent payments based upon sales
and future increases determined by inflation related indices cannot be estimated af the inception of the lease and
accordingly, are charged to operations as incurred.

Foreign Currency Translation

Thefunctionat currency of the Company’s international operations is the applicable local currency. The translation
of the appticable foreign currency into U.S, dotlars is performed for balance sheet accounts using current exchange
rates in effect at the balance sheet date and for revenue and expense accounts using the weighted-average rates of
exchange prevailing during the year. The unearned gains and losses resulting from such translation are included as a
separate component of accumulated other comprehensive loss within shareholders” equity.

Recent Accounfing Pronouncements Not Previously Discussed Herein

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements” {“SFAS Ne. 1577) which is effective
for fiscal years beginning after November 15, 2007 and for interim periods within those years. This statement defines
fair value, establishes a framework for measuring fair vaiue and expands the related disclosure requirements. However,
the FASB issued FASB Staff Positions (“FSP™) 157-1 and 157-2. FSP 157-1 amends SFAS No. 157 to exclude FASB No. 13,
“Accounting for Leases,” and its related interpretive accounting pronouncements that address leasing transactions,
while FSP-2 delays the effective date of SFAS No. 157 for all nonfinancial assets and nonfinancial Habilities, except
those that are recognized or disclosed at fzir value in the financial statements on a recurring basis, until fiscal years
beginning after November 15, 2008. The Company does not beliave that this standard wilt significantly affect the
Company's financial position or results of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities—Including an Amendment of FASB Statement No. 115" This statement permits, but does not require,
entities to measure many financial instrumants at fair value. The objective is to provide entities with an opportunity to
mitigate volatility in reported earnings caused by measuring related assets and labilities differently without having to
apply complex hedge accounting provisions. The Company does not believe that this standard will significantly affect
the Company's financial positien orresults of operations.

In December 2007, the FASB issued SFAS No. 141 {Revised 2007), “Business Combinations,” (“SFAS No. 141(R}").
This standard wilt significantly change the accounting for business combinations, Under SFAS No. 141(R}, an acquiring
entity will he required to recognize all the assets acquired and liabilities assumed in a transaction at the acquisition-
date fair value with limited exceptions. SFAS Mo, 14%(R} also includes a substantial number of new disclosure
requirements. SFAS No. 141{R) appHes prospectively to business combinations for which the acquisition date is on or
after the beginning of the first annual reporting period beginning en or after December 15, 2008.

In December 2007, the FASE issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements
- An Amendment of ARE Ng. 517 {“SFAS No. 160™), which establishes new accounting and reporting standards for the
noncentroliing interest in a subsidiary and for the deconsclidation of & subsidiary, Specifically, this statement requires
the recognition of a noncontroling interest (minority intarest) as equity in the consolidated financial statements and
separate from the parent’s equity. SFAS No, 160 is effective for fiscal years, and interim pericds within those fiscal
years, beginning on or after December 15, 2008, This standard does not currently affect the Campany.

2. Impairment of Long-Lived Assets and Store Llosing Program

During 2007, the Company concluded that triggering events had occurred atits .S, retail storedivisions, comprising
Foot Locker, Lady Foot tocker, Kids Foot Locker, Foataction, and Champs Sports. Accordingly, the Company evaluated
the long-lived assets of those operations for impairment and recorded ncn-cash impairment charges of $117 milkion
primarily to write-down tong-lived assets such as store fixtures and leasehold improvements for 1,395 stores at the
Company’s U.S. store operations pursuant fo SFAS No. 144,
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9. Propertyand Equipment, Net

2007 2006
{in miltions)
37T T 1 $§ 3 $ 3
Buildings:
Owned ....oovvvvnnes Sereraaes e aararaaiaaaarararaarean 30 30
Furniture, fixtures and equipment:
0= A 1,17 1,139
T T — 14
1,150 1,186
Less: accumulated depreciation ... . i {5033 (870)
247 318
Alterations to leased and owned buildings,
net of accumulatedameortization ........ ... i e 274 338
§ 521 § 654

13. Accrued and Gther Liabilities

2007 2006
{in miltions)

Pansion and postretirement benefits ... i e s $ 4 $ 4
INCENtIVE BONMUSES | oottt e i it iaiaaniman s a e 5 12
Other payroll and payroll related costs, excluding taxes ... oo i as 52 46
Taxes other than TrComMe fAXES « oot rin i e i vt v e smamamimaaae i varans 44 46
Property and equipment. o oo s 23 24
Customer depositstd L L. L e 34 33
TnCome taxas Payable. . .. vr st i e i s 7 2
Fairvalue of derivative contracts oL oo i i e e e e e 2
Current deferred tax labilities ... oo vvin oo ess e 13 4
SALES TELUTTI TESEIVE . o it it in s ma s vammcae e e e caasaaaasranaaranreesoy 4 4
Current portion of repositioning and restructuring reserves ..o innss —_— 1
Current portion of reserve for discontinued operations. . ...ooovnniiven s 14 3
Other 0perating CostS . oo v it i e 68 _ 55

$268  §246

(1) Customer deposits include unredeemed gift cards and certificates, merchandisa eredits and, deferred revenue related to undelivered
merchandise, inciuding tayaway sales.



