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makes the Clover® brewer, a state-of-the-art single-cup brewing system that allows us to serve the best cup of
brewed coffee available anywhere. Our customers also told us they are looking to Starbucks for more in the health
and weliness space, and in response, we launched our nutritious Vivanno™ Nourishing Blends and extended our
breakfast platform with choices like Perfect Oatmeal, one of our most successful food introductions ever.

Not surprisingly, our customers have asked us to reward their loyalty and provide value, and we did just that through
our Starbucks Rewards program. Value continues to be key to meeting the needs of our customers, and we have our
sights set on more ways to provide it—all while not diminishing our brand, which stands for quaiity above all else. .

Our customers have consistently expressed that they want to be part of something bigger. And to that end, we
worked difigently to tell the world exactly what kind of company Starbucks is, and has always been. We launched
Starbucks™ Shared Planet;” our platform for delivering on commitments to the ethical sourcing of coffee,

the environment and the communities we serve, We established significant partnerships with Fair Trade and
(PRODUCT) RED™-both names that influence consumer purchasing behavior in a significant way. We did ali of
this not just because it’s the right thing to do, but because it's good business.

Our stores, the iconic third place for meeting friends and family, enjoying a quiet moment alone with a book

or simply finding a familiar place in a strange city, were also a focus this year, but in a different way. We have
taken a more disciplined approach to managing our existing portfolio, and we committed to closing approximately
600 underperforming company-operated stores in the U.S. and 61 stores in Australia. We entered into fiscal 2009
with a more rigorous and disciplined approach to managing our store portfolio,

During last year’s annual meeting of shareholders, | outlined our Transformation Agenda, a blueprint for Starbucks to
return to its roots: a focus on partners, coffee, customers and the Starbucks Experience. We were beginning to feel
the effects of what we now know to be a recession, and we were building a strategy to withstand a difficult economy.

Today | can say, with pride in the management team and in cur more than 160,000 partners, that we aggressively
delivered on that agenda. And while we did not know how severe the economic downturn would become, we
immediately took a hard look at our business and what it would take to weather that storm. We made some very
difficult decisions during the process, and undoubtedty we will need to make more. I'm confident, however, that
these actions, combined with our sharp focus on transformation, will help ensure that we emerge from the current
economic environment positioned to defiver on our commitment to shareholders for sustainable, long-term growth.

t remain passionately enthusiastic about our company's future. You have my personal commitment that we will make
you proud of how our continued dedication to the heritage and the tradition of Starbucks delivers value to everyone
we touch—that we are a company you can trust and believe in—even in these difficuit times.

On behalf of the Starbucks leadership team, | would like to thank our shareholders, our customers, aur business
partners, the farmers and suppliers who grow our coffee, and especially our partners for their support and belief
in our future.

Warm regards,

AR5l

Howard Schultz
chairman, president and chief executive officer
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Dear Shareholders,

When we brought 10,000 partners together in New Orleans last October, Starbucks was at a crossroads.
We had just completed a very difficult fiscal 2008, and after 16 years of continuous growth as a public
company, we were for the first time talking about slowing growth, store closures and cost reductions.
Consumer confidence was approaching all-time lows, and both Wall Street and Main Street were reeling.

In the face of these challenges, we made what many believed to be a controversial decision to invest in our
people. For me, the decision was obvious. The core of our brand and of our success for more than three
decades has been our partners. Our future growth depends on them, and on staying true to the values that
made Starbucks the world-class brand it is today.

At our Leadership Conference, we asked our partners to make a commitment to doing business in a new
way. (What you see on the cover of this report is the Commitment Wall—which 10,000 partners from all over
North America signed.) We asked them to operate their stores as if they
were their own businesses, to deliver an experience that would engage
our customers and to get involved with their communities as never
before. We also introduced them to new tools and technology we knew
they needed to meet these objectives. Most important, we reenergized
our partners and sent themn back to their stores to deliver results.

Qur store partners are now better equipped to operate in a different
environment, with a renewed focus on what has defined Starbucks

for all these years: our coffee, our customers, our stores and the
communities we serve. Sfarbucks, too, is ready for the realities of
today's difficult business environment, with a relentless focus on
rematining true to who we are and on our responsibility to shareholders.

While the year presented us—along with most other retailers—with
significant challenges, it also gave us the best evidence yet that
the Starbucks brand remains relevant and powerful, and that our
customers remain loyal and invested in our success. In spite of the economy, as | write this, Starbucks
business fundamentais are strong: we have more than 160,000 partners whe handle approximately 50 million
transactions every week in our nearly 17,000 stores in 49 countrigs, We generate strong cash flow and have
salid liquidity, and we are executing rigorous cost-containment initiatives to improve our bottom line.

We have a differentiated and diversified revenue mix, including consumer packaged goods (CPG) and
foodservice and licensed stores businesses, as well as the Seattle’s Best Coffee brand. Our profitable CPG
business is expanding internationally, and the ready-to-drink piece of that business is steadily gaining market
share around the world. Customers purchased nearly half a million Starbucks Gold Cards and more than

5 million Starbucks Cards at Costco during the holiday season. They have loaded a record number of dollars
on their traditional Starbucks Cards, and we expect to see the results of this throughout fiscal 2009. All of this
gives me confidence that Starbucks—unlike many other retailers—has what it takes to endure as a vitat part
of the fabric of every community and neighborhood where we do business.

In fiscal 2008, we invested in the Starbucks Experience and what we know our customers are looking
for when they visit our stores. We put a significant emphasis on coffee—starting with the launch of
Pike Place™ Roast, our new everyday hrewed coffee. This emphasis included the introduction of the
Starbucks Mastrena;” our new, lower-profile espresso machines, and the purchase of the company that
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PART I

Item 1. Business
General

Starbucks Corporation was formed in 1985 and today is the world’s leading roaster and retailer of specialty coffee.
Starbucks (together with its subsidiaries, “Starbucks” or the “Company”) purchases and roasts high-quality whole
bean coffees and sells them, along with fresh, rich-brewed coffees, Italian-style espresso beverages, cold blended
beverages, a variety of complementary food items, a selection of premium teas, and coffee-related accessories and
equipment, primarily through Company-operated retail stores. Starbucks also sells coffee and tea products and
licenses its trademark through other channels such as licensed retail stores and, through certain of its equity
investees and licensees, Starbucks produces and sells a variety of ready-to-drink beverages. All channels outside the
Company-operated retail stores are collectively known as specialty operations.

The Company’s objective is to establish Starbucks as one of the most recognized and respected brands in the world.
To achieve this goal, the Company plans to continue disciplined expansion of its retail operations, to grow its
specialty operations and to selectively pursue other opportunities by introducing new products and developing new
channels of distribution. :

Segment Financial Information

Starbucks has three reportable operating segments, with each segment providing the indicated percentage of total
net revenues for fiscal year ended September 28, 2008 (“fiscal 2008”): United States (76%), International {20%;)
and Global Consumer Products Group (“CPG”) (4%). The United States and International segments both include
Company-operated retail stores and certain components of specialty operations. Specialty operations within the
United States includes licensed retail stores, foodservice accounts and other initiatives related to the Company’s
core business. International specialty operations primarity consists of retail store licensing operations in more than
30 countries and foodservice accounts in Canada and the United Kingdom (“UK”). The International segment’s
largest markets, based on number of retail stores, currently are Canada, Japan and the UK. The CPG segment
includes packaged coffee and tea as well as branded products sold worldwide through channels such as grocery
stores, warechouse clubs and convenience stores, and operates primarily through joint ventures and licensing
arrangements with large consumer products business partners. This operating model leverages the business
partners’ existing infrastructures and as a result, the CPG segment reflects relatively lower revenues, a modest
cost structure, and a resulting higher operating margin, compared to the Company’s other two reporting segments,
which consist primarily of retail stores.

Financial information about Starbucks segments is included in Note 18 to the consolidated financial statements
included in Item 8 of this Annual Report on Form 10-K (“10-K™ or “Report™).




Revenue Components

The following table shows the Company’s revenue components as a percentage of total net revenues and related
specialty revenues for the fiscal year ended September 28, 2008:

%o of % of
Total Net Specialty
Revenues Revenues Revenues
Company-operated retail . ... ... ... ..t . _84%
Specialty:

Licensing: ] .
Retail stores . . ... ... . e e 8% 48%
Packaged coffeeand tea. .. . ...... ... . ... ... ... ... 3% 21%
Branded products. . . . ... .. e e e _ 1% 4%

Total licensing. . .. ... e e e 12% 73%

Foodservice and other: _

Foodservice. . .. ... ... . . e 4%  25%
Other initlatives . . . .. ... i i e e <% _ 2%
Total foodservice andother . . ........ ... ... .. .. i 4% 2%
Total specialty . ... ... .. e _16% 100%
Total MEE TEVEMLES . . . o v\t et v et et e e e e e e et e e et e e 100%

Company-operated Retail Stores

The Company’s retail goal is to become the leading retailer and brand of coffee in each of its target markets by
selting the finest quality coffee and related products and by providing each customer a unique Starbucks
Experience. The Starbucks Experience, or third place beyond home and work, is built upon superior customer
service as well as clean and well-maintained Company-operated retail stores that reflect the personalities of the
communities in which they operate, thereby building a high degree of customer loyalty.

Starbucks strategy for expanding its retail business is to increase its market share by selectively opening additional
stores in existing markets and opening stores in new markets to support its long term strategic objectives. As
described in more detail in Management’s Discussion and Analysis in this 10-K, the Company committed in June
2008 to close approximately 600 underperforming Company-operated stores in the US. The decision was an
integral part of its transformation strategy, first announced in January 2008, and was a result of a rigorous evaluation
of the US Company-operated store portfolio. The store closures were initiated in the fourth quarter of fiscal 2008
and are expected to be completed by the end of fiscal 2009.

Starbucks Company-operated retail stores accounted for 84% of total net revenues during fiscal 2008.




The following table summarizes total Company-operated retail store data for the periods indicated: .

Net Stores Opened
(Closed) During the

Fiscal Year Ended'” Stores Open as of
Sep 28, 2008  Sep 30, 2007  Sep 28, 2008  Sep 30, 2007
United States . .. .....ovveevnnnnnnn.. 445 1,065 7,238 6,793
International:
Canada®™ .. ... ... ... .. ... 104 97 731 627
United Kingdom . ... .............. 84 66 664 580
China.............coivviin.. 37 42 178 141
Germany. .. .....ocvuerrennenenas 27 36 131 104
Thailand . . . ..................... 24 18 127 103
Singapore .. ...... i 12 8 57 45
Australia® ... L 64) 4 23 87
Other .......... ... ... oo, 12 N __68 __ 56
Total International .................. 236 286 1,979 1,743
Total Company-operated. . . ............. 681 1,351 9,217 8,536

() Store openings are reported net of closures.

2 Of the approximately 600 stores selected for closure, 205 stores were closed in fiscal 2008.

@ Store data has been adjusted for the fiscal 2008 acquisition of assets and development rights for the Company’s
Quebec and Atlantic Canada operations by reclassifying historical information from Licensed stores to
Company-operated stores. '

@ Starbucks restructured its Australia market by closing 61 stores in August 2008.

Starbucks retail stores are typically located in high-traffic, high-visibility locations. Because the Company can vary
the size and format, its stores are located in or near a variety of settings, including downtown and suburban retail
centers, office buildings and university campuses. While the Company selectively locates stores in shopping malls,
it focuses on locations that provide convenient access for both pedestrians and drivers. The Company atso locates *
retail stores in select rural and off-highway locations to serve a broader array of customers outside major
metropolitan markets. To provide a greater degree of access and convenience for nonpedestrian customers, the
Company has continued to expand development of drive-thru retail stores. At the end of fiscal 2008, the Company
operated approximately 2,800 drive-thru locations, compared to approximately 2,300 at the end of fiscal 2007,
representing approximately 35% and 31%, respectively, of Company-operated stores in the US and Canada
combined.

All Starbucks stores offer a choice of regular and decaffeinated coffee beverages, a broad selection of Italian-style
espresso beverages, cold blended beverages, iced shaken refreshment beverages, a selection of premium teas and
distinctively packaged roasted whole bean coffees. Starbucks stores also offer a variety of fresh food items,
including several healthy choice selections. Food items include pastries, prepared breakfast and lunch sandwiches,
and salads as well as sodas, juices, and bottled water. Starbucks continues to expand its food warming program in
the United States and Canada, with approximately half of these stores as of September 28, 2008 providing warm
food items, primarily breakfast sandwiches. A range of coffee-making equipment and accessories are also sold in
the stores. Each Starbucks store varies its product mix depending upon the size of the store and its location. Larger
stores carry a broad selection of the Company’s whole bean coffees in various sizes and types of packaging, as well
as coffee and espresso-making equipment and accessories. Smaller Starbucks stores and kiosks typically sell a full
line of coffee beverages, a limited selection of whole bean coffees and a few accessories such as travel tumblers and
logo mugs.




Retail sales mix by product type for Company-operated stores was as follows:

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007 Oct 1, 2006
Beverages. .. ... . e e 76% 75% 7%
Food.. ... ... . 17% 17% 15%
Coffee-making equipment and other merchandise. . .. ... .. 4% 5% 5%
Whole beancoffees. .. ... ... ... . .. ... _ 3% 3% 3%

TOL. . ottt e . 100% 100% 100%

Specialty Operations

Specialty operations strive to develop the Company’s brands outside the Company-operated retail store environ-
ment through a number of channels. Starbucks strategy is to reach customers where they work, travel, shop and dine
by establishing relationships with prominent third parties that share the Company’s values and commitment to
quality. These relationships take various forms, including licensing arrangements, foodservice accounts and other
initiatives related to the Company’s core businesses. In certain situations, Starbucks has an equity ownership
interest in licensee operations. During fiscal 2008, specialty revenues (which include royalties and fees from
licensees, as well as product sales derived from specialty operations) accounted for 16% of total net revenues.

Licensing — Retuail stores

In its licensed retail store operations, the Company leverages the expertise of its local partners and shares Starbucks
operating and store development experience. Licensee partners provide improved and, at times, the only access to
desirable retail space. Most licensees are prominent retailers with in-depth market knowledge and access. As part of
these arrangements, Starbucks receives license fees and royalties and sells coffee, tea and related products for resale
in licensed locations. Employees working in licensed retail focations are required to follow Starbucks detailed store
operating procedures and attend training classes similar to those given to employees in Company-operated stores.

During fiscal 2008, 438 Starbucks licensed retail stores were opened in the United States and, as of September 28,
2008, the Company’s US licensees operated 4,329 stores. During fiscal 2008, 550 Internaticnal licensed stores were
opened. At September 28, 2008, the Comipany’s International operating segment had a total of 3,134 licensed retail
stores. Product sales to and royalty and license fee revenues from US and International licensed retail stores
accounted for 48% of specialty revenues in fiscal 2008.

At fiscal year end 2008, Starbucks total licensed retail stores by region and specific location were as follows:

Asia Pacific Europe/Middle East/Africa Americas

Japan .............. 814 Turkey ............. 107 United States. . . ...... 4,329
China .............. 269 Spain .............. 76 Mexico............. 241
South Korea ......... 254 Greece ............. 76 Canada............. 231
Taiwan ............. 221 United Arab Emirates .. 69 Other .............. 44
Philippines .......... 150 Saudi Arabia. ........ 65
Malaysia............ 113 Kuwait . ............ 57
Indonesia ........... 69 France.............. 46
New Zealand. . ....... 43 Switzerland . .. ....... 42

o Other .............. 147 -
Total............... 1,933 Total . .............. 685 Total............... 4,845

|

Licensing — Packaged coffee and tea

Through a licensing relationship with Kraft Foods, Inc. (“Kraft”), the Company sells a seiection of Starbucks and
Seattle’s Best Coffee branded packaged coffees and Tazo® teas in grocery and warehouse club stores throughout the
United States. Kraft manages all distribution, marketing, advertising and promotion of these products.
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The Company sells packaged coffee and tea internationally both directly to warehouse club customers, such as
Costco, and through a licensing relationship with Kraft in Canada and the UK.

By the end of fiscal 2008, the Company’s coffees and teas were available in approximately 37,000 grocery and
warehouse club stores, with 33,000 in the United States and 4,000 in International markets. Revenues from this
category comprised 21% of specialty revenues in fiscal 2008.

Licensing — Branded products

The Company licenses the rights to produce and market Starbucks branded products through several partnerships
both domestically and internationally. Significant licensing agreements include:

» The North American Coffee Partnership, a joint venture with the Pepsi-Cola Company in which Starbucks is
a 50% equity investor, manufactures and markets ready-to-drink beverages, including bottled Frappuccino®
beverages and Starbucks DoubleShot® espresso drinks;

* licensing agreements for the manufacturing, marketing and distribution of Starbucks Discoveries®, a ready-
to-drink chilled cup coffee beverage, in Japan and South Korea;

+ a licensing agreement established in August 2008 with Unilever and Pepsi-Cola Company for the man-
ufacturing, marketing and distribution of Starbucks super-premium Tazo® Tea ready-to-drink beverages in
the US and Canada; and

+ the International Coffee Partnership, another joint venture with the Pepsi-Cola Company, to manufacture,
market and distribute ready-to-drink beverages internationally which currently includes bottled
Frappuccino® beverages in China and Mexico.

Collectively, the revenues from these branded products accounted for 4% of specialty revenues in fiscal 2008.

Foodservice

The Company sells whole bean and ground coffees, including the Starbucks and Seattle’s Best Coffee brands, as
well as a selection of premium Tazo® teas and other related products, to institutional foodservice companies that
service business and industry, education, healthcare, office coffee distributors, hotels, restaurants, airlines and other
retailers. The majority of the Company’s direct accounts are through national breadline distribution networks with
SYSCO Corporation and US Foodservice™. Starbucks foodservice sales, customer service and support resources
are aligned with those of SYSCO Corporation and US Foodservice.

The Company’s total foodservice operations had over 19,000 accounts, primarily in the US, at fiscal year end 2008.
Revenues from foodservice accounts comprised 25% of total specialty revenues in fiscal 2008,

Product Supply

Starbucks is committed to selling only the finest whole bean coffees and coffee beverages. To ensure compliance
with its rigorous coffee standards, Starbucks controls its coffee purchasing, roasting and packaging, and the
distribution of coffee used in its operations. The Company purchases green coffee beans from coffee-producing
regions around the world and custom roasts them to its exacting standards for its many blends and single origin
coffees.

The supply and price of coffee are subject to significant volatility. Although most coffee trades in the commodity
market, high-altitude arabica coffee of the quality sought by the Company tends to trade on a negotiated basis at a
substantial premium above commodity coffee prices, depending upon the supply and demand at the time of
purchase. Supply and price can be affected by multiple factors in the producing countries, including weather,
political and economic conditions. In addition, green coffee prices have been affected in the past, and may be
affected in the future, by the actions of certain organizations and associations that have historically attempted to
influence prices of green coffee through agreements establishing export quotas or by restricting coffee supplies.

To help ensure sustainability and future supply of high-quality green coffees in Central America and to reinforce the
Company’s leadership role in the coffee industry, Starbucks operates the Starbucks Coffee Agronomy Company
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S.R.L., a wholly owned subsidiary located in Costa Rica. Staffed with agronomists and sustainability experts, this
first-of-its-kind Farmer Support Center is designed to proactively respond to changes in coffee producing countries
that impact farmers and the supply of green coffee. During fiscal 2008, the Company expanded this sustainability
program to Africa by establishing a Farmer Support Center in Rwanda.

The Company buys coffee using fixed-price and price-to-be-fixed purchase commitments, depending on market
conditions, to secure an adequate supply of quality green coffee. Due to volatility in green coffee commodity prices,
the Company has historically used fixed-price purchase contracts in order to bring greater certainty to its cost of
sales in future periods and promote sustainability by paying an equitable price to coffee producers. When green
coffee commodity prices are high for sustained periods of time, the Company is less likely to enter into fixed-price
contracts on favorable terms and more likely to increase the use of price-to-be-fixed contracts to meet its demand for
coffee. These types of contracts state the quality, quantity and delivery periods and fix the price relative to a green
coffee commodity benchmark, but allow the benchmark price to be established after contract signing. An increased
use of price-to-be-fixed contracts instead of fixed-price contracts decreases the predictability of coffee costs in
future periods until the price of green coffee becomes “fixed” by either Starbucks or the seller.

During fiscal 2008 Starbucks more than doubled its volume of price-to-be-fixed purchase commitments when
compared to fiscal 2007, as a result of higher green coffee commodity prices. During fiscal 2008, “C” coffee
commodity prices traded on the New York Board of Trade within a price range of $1.18 to $1.67 per pound and
prices were, on average, approximately 20% higher than fiscal 2007 and 25% higher than fiscal 2006.

As of September 28, 2008, the Company had $583 million of purchase commitments which, together with existing
inventory, is expected to provide an adequate supply of green coffee through calendar 2009. Based on expected
coffee delivery dates, approximately 86%, 9% and 5% of these purchase commitments will be received by
Starbucks in fiscal years 2009, 2010 and 2011 and later, respectively. Additionally, approximately $246 million of
these purchase commitments are price-to-be-fixed contracts, most of which will be received by Starbucks during
fiscal 2009.

The Company depends upon its relationships with coffee producers, outside trading companies and exporters for its
supply of green coffee. The Company believes, based on relationships established with its suppliers, the risk of non-
delivery on such purchase commitments is remote.

In addition to coffee, the Company also purchases significant amounts of dairy products, particularly fluid milk, to
support the needs of its Company-operated retail stores. Dairy expense for the US segment represents a large
majority of the Company’s total dairy expense; therefore significant changes in US dairy prices can have a material
impact on total dairy expense. The US segment’s dairy costs, which closely follow the monthly Class I fluid milk
base price as calculated by the US Department of Agriculture, can change significantly in the short term. The
Company’s US dairy costs remained higher throughout most of fiscal 2008 compared to fiscal 2007, adversely
affecting the US segment’s and the Company’s profitability. In the United States, the Company purchases
substantially all of its fluid milk requirements from three dairy suppliers. The Company believes, based on
relationships established with these suppliers, that the risk of non-delivery of enough fluid milk to support its US
retail business is remote. ‘

The Company also purchases a broad range of paper and plastic products, such as cups, lids, cutlery, napkins,
straws, shopping bags and corrugated paper boxes from several companies to support the needs of its retail stores as
well as its manufacturing and distribution operations. The cost of these materials is dependent in part upon
commodity paper and plastic resin costs, but the Company believes it mitigates the effect of short-term raw material
price fluctuations through strategic relationships with key suppliers.

Products other than whole bean coffees and coffee beverages sold in Starbucks retail stores are obtained through a
number of different channels. Beverage ingredients, other than coffee and milk, including leaf teas and the
Company’s selection of ready-to-drink beverages, are purchased from several specialty manufacturers, usually
under long-term supply contracts. Food products, such as fresh pastries, breakfast sandwiches and lunch items, are
generally purchased from both regional and local sources. Coffee-making equipment, such as drip and coffee press
coffeermakers, espresso machines and coffee grinders, are generally purchased directly from their manufacturers.
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Coffee-related accessories, including items bearing the Company’s logos and trademarks, are produced and
distributed through contracts with a number of different suppliers.

Competition

The Company’s primary competitors for coffee beverage sales are quick-service restaurants and specialty coffee
shops. In almost all markets in which the Company does business, there are numerous competitors in the specialty
coffee beverage business, and management expects this situation to continue. The Company believes that its
customers choose among specialty coffee retailers primarily on the basis of product quality, service and conve-
nience, as well as price. Starbucks has been experiencing significantly greater direct competition from large
competitors in the United States quick-service restaurant sector, some of whom have substantially greater financial,
marketing and operating resources than the Company. Starbucks also faces well-established competitors in many
International markets and increased competition in the US ready-to-drink coffee beverage market.

The Company’s whole bean coffees compete directly against specialty coffees sold through supermarkets, specialty
retailers and a growing number of specialty coffee stores. Both the Company’s whole bean coffees and its coffee
beverages compete indirectly against all other coffees on the market. Starbucks specialty operations face significant
competition from established wholesale and mail order suppliers, some of whom have greater financial and
marketing resources than the Company.

Starbucks also faces intense competition from both restaurants and other specialty retailers for prime retail Jocations
and qualified personnel to operate both new and existing stores.

Patents, Trademarks, Copyrights and Domain Names

The Company owns and/or has applied to register numerous trademarks and service marks in the United States and
in many additional countries throughout the world. Rights to the trademarks and service marks in the United States
are generally held by a wholly owned affiliate of the Company and are used by the Company under license. Some of
the Company’s trademarks, including Starbucks, the Starbucks logo, Frappuccino, Seattle’s Best Coffee and Tazo
are of material importance to the Company. The duration of trademark registrations varies from country to country.
However, trademarks are generally valid and may be renewed indefinitely as long as they are in use and/or their
registrations are properly maintained.

The Company owns numerous copyrights for items such as product packaging, promotional materials, in-store
graphics and training materials. The Company also holds patents on certain products, systems and designs. In
addition, the Company has registered and maintains numerous Internet domain names, including “Starbucks.com”
and “Starbucks.net.”

Research and Development

Starbucks research and development efforts are led by the Research and Development department. This team is
responsible for the technical development of food and beverage products and new equipment. The Company spent
approximately $7.2 million, $7.0 million and $6.5 million during fiscal 2008, 2007 and 2006, respectively, on
technical research and development activities, in addition to customary product testing and product and process
improvements in all areas of its business.

Seasonality and Quarterly Results

The Company’s business is subject to seasonal fluctuations, including fluctuations resulting from the holiday
season. The Company’s cash flows from operations are considerably higher in the fiscal first quarter than the
remainder of the year. This is largely driven by cash received as Starbucks Cards are purchased and loaded during
the holiday season, Since revenues from the Starbucks Card are recognized upon redemption and not when
purchased, seasonal fluctuations on the consolidated statements of eamings are much less pronounced. Quarterly
results are affected by the timing of the opening of new stores, and the Company's growth may conceal the impact of
other seasonal influences. For these reasons, results for any quarter are not necessarily indicative of the results that
may be achieved for the full fiscal year,




Employees

The Company employed approximately 176,000 people worldwide as of September 28, 2008. In the United States,
Starbucks employed approximately 143,000 people, with 136,000 in Company-operated rerail stores and the
remainder in the Company’s administrative and regional offices, and store development, roasting and warehousing
operations. Approximately 33,000 employees were employed outside of the United States, with 32,000 in
Company-operated retail stores and the remainder in the Company’s regional support facilities and roasting
and warehousing operations. The number of the Company’s employees represented by unions is immaterial.
Starbucks believes its current relations with its employees are good.

Available Information

Starbucks 10-K reports, along with all other reports and amendments filed with or furnished to the Securities and
Exchange Commission (“SEC”}, are publicly available free of charge on the Investor Relations section of Starbucks
website at http:/finvestor.starbucks.com or at www.sec.gov as soon as reasonably practicable after these materials
are filed with or furnished to the SEC. The Company’s corporate governance policies, ethics code and Board of
Directors’ committee charters are also posted within this section of the website. The information on the Company’s
website is not part of this or any other report Starbucks files with, or furnishes to, the SEC.

Global Responsibility

Starbucks is committed to being a deeply responsible company in the communities where it does business around
the world, The Company’s focus is on ethically sourcing high-quality coffee, reducing its environmental impacts
and contributing positively to communities. Starbucks Global Responsibility strategy and commitunents are integral
to the Company’s overall business strategy. As a result, Starbucks believes it delivers benefits to the Company and
its stakeholders, including employees, business partners, customers, suppliers, shareholders, community members
and others. For an overview of Starbucks Global Responsibility strategy and commitments, please see Starbucks
fiscal 2008 Global Responsibility Report, which will be available online at www.starbucks.com/sharedplanet in
April 2009,

Item 1A. Risk Factors

Starbucks is including this Cautionary Statement to make applicable and take advantage of the safe harbor
provisions of the Private Securities Litigation Reform Act of 1995 (the “Act”) for forward-looking statements. This
10-K includes forward-looking statements within the meaning of the Act. Forward-looking statements can be
identified by the fact that they do not relate strictly to historical or current facts. They often include words such as
“believes,” “expects,” “anticipates,” “estimates,” “intends,” *‘plans,” “seeks” or words of similar meaning, or future
or conditional verbs, such as “will,” “should,” “could,” “may,” “aims,” “intends,” or “projects.” A forward-looking
statement is neither a prediction nor a guarantee of future events or circumstances, and those future events or
circumstances may not occur. [nvestors should not place undue reliance on the forward-looking statements, which
speak only as of the date of this Report. These forward-looking statements are all based on currently available
operating, financial and competitive information and are subject to various risks and uncertainties. The Company’s
actval future results and trends may differ materially depending on a variety of factors, including, but not limited to,

the risks and uncertainties discussed below.

LI REEY LAY

* Failure to meet market expectations for Starbucks financial performance will likely adversely affect the
market price of Starbucks stock.

The Company’s failure to meet market expectations going forward, particularly with respect to comparable store
sales, net revenues, operating margins, and earnings per share, will likely result in a decline in the market price of
Starbucks stock.




* The Company may not be successful in implementing important new strategic initiatives, which may have
o material adverse impact on its business and financial results.

In fiscal 2008, the Company undertook the development and implementation of several imporiant strategic
initiatives as part of a transformation strategy designed to drive long-term shareholder value and improve Starbucks
results of operations, including:

» improving the current state of the US business by refocusing on the customer experience in the stores, new
products and store design elements, and new training and tools for the Company’s store partners to help them
give customers a superior experience;

- slowing the Company’s pace of US store openings and closing a number of underperforming US store
locations, enabling Starbucks to renew its focus on its store-level unit economics;

* re-igniting the emotional attachment with customers and restoring the connections customers have with
Starbucks® coffee, brand, people and stores; and

* re-aligning Starbucks organization and streamlining the management to better support customer-focused
initiatives and reallocating resources to key value drivers.

There can be no assurance that the Company will be able to successfully implement its new strategic initiatives or
that its transformation plan will result in improved results of operations. If the Company does not successfully
implement its new strategic initiatives, or if its transformation plan does not achieve its intended results, the
Company may experience a material adverse impact on its business and financial results.

o Starbucks is subject to a number of significant risks that might cause the Company’s actual results to vary
materially from its forecasts, targets, plans, or projections, including:

« lower customer traffic or average value per transaction, which negatively impacts comparable store sales, net
revenues, operating income, operating margins and earnings per share, due to: '

» the impact of initiatives by competitors and increased competition generally;

» lack of customer acceptance of new products or price increases necessary to cover costs of new products
and/or higher input costs;

» unfavorable general economic conditions in the markets in which Starbucks operates, including, but not
limited to, downturns in the housing market, higher interest rates, higher unemployment rates, lower
disposable income due to higher energy or other consumer costs, lower consumer confidence, and other
events or factors that adversely affect consumer spending, including the ongoing global financial crises;

« customers trading down to lower priced products within Starbucks, and/or shifting to competitors with
lower priced products;

» declines in general consumer demand for specialty coffee products; or

« adverse impacts due to negative publicity regarding the Company’s business practices or the health effects
of consuming its products;

« cost increases that are either wholly or partially beyond the Company’s control, such as:

« commodity costs for commodities that cannot be effectively hedged, such as fluid milk, and to a lesser
extent, high- quality arabica coffee (See also the discussion on page 6 under “Product Supply™);

« labor costs such as increased health care costs, general market wage levels and worker’s compensation
insurance costs;

+ litigation against Starbucks, particularly class action litigation;

» construction costs associated with new store openings;
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+ information technology costs and other logistical resources necessary to maintain and support the global
growth of the Company’s business; and

* delays in store openings for reasons beyond the Company’s control, or a lack of desirable real estate
locations available for lease at reasonable rates, either of which could keep the Company from meeting
annual store opening targets and, in turn, negatively impact net revenues, operating income and earnings per
share;

* any material interruption in the Company’s supply chain beyond its control, such as material interruption of
roasted coffee supply due to the casualty loss of any of the Company’s roasting plants or the failures of third-
party suppliers, or interruptions in service by common carriers that ship goods within the Company’s
distribution channels; and

e the impact on Starbucks business of factors such as labor discord, war, terrorism (including incidents
targeting Starbucks), political instability in certain markets and natural disasters.

» The global economic crisis could adversely affect the Company’s business and financial results and have
a material adverse affect on Starbucks liquidity and capital resources.

As the recent global financial crisis has broadened and intensified, other sectors of the economy have been
adversely impacted and a severe global recession now appears likely. As a retailer that is dependent upon consumer
discretionary spending, the Company will face an extremely challenging fiscal 2009 because Starbucks customers
may have less money for discretionary purchases as aresult of job losses, foreclosures, bankruptcies, reduced access
to credit and sharply falling home prices. Any resulting decreases in customer traffic or average value per
transaction will negatively impact the Company’s financial performance as reduced revenues result in sales de-
teveraging which creates downward pressure on margins. Additionally, many of the effects and consequences of the
global financial crisis and a broader global economic downturn are currently unknown; any one or all of them could
potentially have a material adverse effect on the Company’s liquidity and capital resources, including Starbucks
ability 10 issue commercial paper and to raise additional capital if needed, the ability of banks to honor draws on
Starbucks credit facility, or otherwise negatively impact the Company’s business and financial results.

 Starbucks is highly dependent on the financial performance of its United States operating segment.

The Company’s financial performance is highly dependent on its United States operating segment, which
comprised 76% of consoclidated total net revenues in fiscal 2008. The Company experienced a substantial
down-turn in traffic in its US stores in fiscal 2008, which adversely affected the operating results of the US
segment and the Company as a whole. If the US segment is unable to improve its financial performance, the
Company’s business and financial results will continue to be adversely affected.

* Starbucks may not fully realize the anticipated positive impacts to future financial results from the
restructuring measures announced in July 2008,

In July 2008, the Company announced several restructuring measures as part of the Company’s multi-faceted plan
to transform its business and improve results of operations, including a plan to close approximately 600 under-
performing Company-operated stores in the US market, a restructuring of the Australia market, and certain
leadership and non-store organization changes. There can be no assurance that the Company will fully realize the
anticipated positive impacts to future financial results from these restructuring measures, The estimated costs and
charges associated with the US store closures are based on management’s assumptions and projections and may
vary materially based on various factors, including the timing of store closures, the outcome of negotiations with
landlords and other third parties, the Company’s ability to place affected partners (employees) into available
positions at other Starbucks stores, and other changes in management’s assumptions and projections. As a result of
these events and circumstances, delays and unexpected costs may occur, which could result in the Company not
fully realizing the anticipated positive impact to the Company’s future financial results from such US store closures.
Further, to the extent that the Company is unable to improve its financial performance in fiscal 2009, further
restructuring measures may be required in the future.
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« Starbucks is increasingly dependent on the success of its International operating segment in order to
achieve its growth targets.

The Company’s future growth will increasingly depend on the growth and sustained profitability of its International
operating segment. Some or all of the Company’s International market business units (“MBUs"). which Starbucks
generally defines by the countries or regions in which they operate, may not be successful in their operations or in
achieving expected growth, which ultimately requires achieving consistent, stable net revenues and earnings. The
performance of the Internationai operating segment may be adversely affected by economic downturns in one or
more of the Company’s large MBUs. Additionally, some factors that will be critical to the success of International
MBUs are different than those affecting the Company’s US stores and licensees. Tastes naturally vary by region, and
consumers in new international markets into which Starbucks and its licensees expand may not embrace Starbucks
products to the same extent as consumers in the Company’s existing markets. Occupancy costs and store operating
expenses are also sometimes higher internationally than in the United States due to higher rents for prime store
locations or costs of compliance with country-specific regulatory requirements. Because many of the Company’s
International operations are in an early phase of development, operating expenses as a percentage of related
revenues are often higher compared to US operations. The Company’s International operations are also subject to
additional inherent risks of conducting business abroad, such as:

+ foreign currency exchange rate fluctuations;

» changes or uncertainties in economic, legal, regulatory, social and political conditions in the Company’s
markets;

» interpretation and application of laws and regulations;

» restrictive actions of foreign or United States governmental authorities affecting trade and foreign invest-
ment, including protective measures such as export and customs duties and tariffs and restrictions on the
level of foreign ownership;

* import or other business licensing requirements;

« the enforceability of intellectual property and contract rights;

limitations on the repatriation of funds and foreign currency exchange restrictions;

in developing economies, the growth rate in the portion of the population achieving targeted levels of
disposable income may not be as fast as the Company forecasts,

- difficulty in staffing, developing and managing foreign operations, including ensuring the consistency of
product quality and service, due to distance, language and cultural differences; and

« local laws that make it more expensive and complex 10 negotiate with, retain or terminate employees.

Moreover, many of the foregoing risks are particularly acute in developing counties, which are important to the
Company’s long-term growth prospects.

o Starbucks International segment is highly dependent on the financial performance of its Canada, Japan
and UK markets; any significant increases in costs or significant declines in net revenues or profit contri-
bution from one or more of these markets could have a material adverse impact on the results of opera-
tiens of the International segment.

Starbucks Canada, Japan and UK markets account for a significant portion of the net revenues and profit
contribution of the Company’s International operating segment. Any significant decline in the financial perfor-
mance of one of these key markets may have a material adverse impact on the results of operations of the entire
Starbucks International segment, if not partially or fully offset by positive financial performance from the other two
major markets.
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*» Starbucks faces intense competition in the specialty coffee market,

A description of the general competitive conditions in which Starbucks operates appears on page 7 under
“Competition.” In the United States, the continued focus by one or more large competitors in the quick-service
restaurant sector on selling high-quality specialty coffee beverages at a low cost has attracted Starbucks customers
and could, if the numbers become large enough, adversely affect the Company’s sales and results of operations.
Similarly, continved competition from well-established competitors in international markets could hinder growth
and adversely affect the Company’s sales and results of operations in those markets. Increased competition from
large competitors with significant resources in the United States packaged coffee and tea, and ready-to-drink coffee
beverage market could adversely affect the profitability of the CPG segment and the Company’s results of
operations. Given its premium brand, Starbucks may be impacted more severely than its competiiors by customers
trading down to lower priced coffee beverages and related products.

* The Company’s success depends substantially on the value of the Starbucks brand.

Starbucks believes it has built an excellent reputation globally for the quality of its products, for delivery of a
consistently positive consumer experience and for its corporate social responsibility programs. The Starbucks brand
has been highly rated in several global brand vaiue studies. Management believes it must preserve and grow the
value of the Starbucks brand to be successful in the future, particularly outside of North America, where the
Starbucks brand is less well-known. Brand value is based in part on consumer perceptions as to a variety of
subjective qualities. Even isolated business incidents that erode consumer trust, particularly if the incidents receive
considerable publicity or result in litigation, can significantly reduce brand value. Consumer demand for the
Company’s products and its brand equity could diminish significamly if Starbucks fails to preserve the quality of its
products, is perceived to act in an unethical or socially irresponsible manner or fails to deliver a consistently positive
consumer experience in each of its markets.

» The loss of key personnel or difficulties recruiting and retaining qualified personnel could jeopardize the
Company’s ability to meet its financial targets.

The Company’s success depends substantially on the contributions and abilities of key executives and other
cemployees, and on its ability to recruit and retain high quality employees to work in and manage Starbucks stores.
Starbucks must continue to recruit, retain and motivate management and other employees sufficient to maintain its
current business and support its projected growth. A loss of key employees or a significant shortage of high quality
store employees could jeopardize the Company’s ability to meet its financial targets.

o The Company’s business depends in large part on the success of its business partners and suppliers, and
the Company’s brand and reputation may be harmed by actions taken by third parties that are outside of
the Company’s control.

The Company’s business strategy, including its plans for new stores, foodservice, branded products and other
initiatives, relies significantly on a variety of licensee and partnership relationships, particularly in its International
markets. Licensees are often authorized to use the Starbucks logo and provide Starbucks-branded beverages, food
and other products directly to custorners. The Company provides training and support to, and monitors the
operations of, these business partners, but the product quality and service they deliver to Starbucks customers may
be diminished by any number of factors beyond the Company’s control. Management believes customers expect the
same quality of products and service from the Company’s licensees as they do from Starbucks and the Company
strives to ensure customers have the same experience whether they visit a Company-operated or licensed store. Any
shortcoming of a Starbucks business partner, particularly an issue affecting the quality of the service experience or
the safety of beverages or food, may be attributed by customers to Starbucks, thus damaging the Company’s
reputation and brand value and potentially affecting the results of operations.

* Effectively managing the Company’s growth is challenging.

Effectively managing growth can be challenging, particularly as Starbucks expands into new markets interna-
tionally, where it must balance the need for flexibility and a degree of autonomy for local management with
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consistency with the Company’s goals, philosophy and standards. Significant growth can make it increasingly
difficult to ensure a consistent supply of high quality raw materials, to locate and hire sufficient numbers of key
employees to meet the Company’s financial targets, to maintain an effective system of internal controls for a
globally dispersed enterprise and to train employees woridwide to deliver a consistently high quality product and
customer experience.

» Adverse public or medical opinions about the health effects of consuming the Company’s products, as well
as reports of incidents involving food-borne illnesses or food tampering, whether or not accurate, could
harm its business.

Some Starbucks products contain caffeine, dairy products, sugar and other active compounds, the health effects of
which are the subject of increasing public scrutiny, including the suggestion that excessive consumption of caffeine,
dairy products, sugar and other active compounds can lead to a variety of adverse health effects. There has also been
greater public awareness that sedentary lifestyles, combined with excessive consumption of high-calorie foods,
have led to a rapidly rising rate of obesity. Particularly in the United States, there is increasing consumer awareness
of health risks, including obesity, due in part to increasing publicity and attention from health organizations, as well
as increased consumer litigation based on alleged adverse health impacts of consumption of various food products.
While Starbucks has a variety of healthy choice beverage and food items, including items that are low in caffeine
and calories, an unfavorable report on the health effects of caffeine or other compounds present in the Company’s
products, or negative publicity or litigation arising from other health risks such as obesity, could significantly reduce
the demand for the Company’s beverages and food products.

Similarly. instances or reports, whether true or not, of unclean water supply, food-borne illnesses and food
tampering have in the past severely injured the reputations of companies in the food processing, grocery and quick-
service restaurant sectors and could in the future affect the Company as well. Any report linking Starbucks to the use
of unclean water, food-borne illnesses or food tampering could damage its brand value, immediately and severely
hurt sales of its beverages and food products, and possibly lead to product liability claims. Clean water is critical to
the preparation of specialty coffee beverages. The Company’s ability to ensure a clean water supply to its stores is
limited, particularly in some International locations. If customers become ill from food-borne illnesses, the
Company could also be forced to temporarily close some stores. In addition, instances of food-borne illnesses or
food tampering, even those occurring solely at the restaurants or stores of competitors, could, by resulting in
negative publicity about the foodservice industry, adversely affect Starbucks sales on a regional or global basis. A
decrease in customer traffic as a result of these health concerns or negative publicity, or as a result of a temporary
closure of any of the Company’s stores, could materially harm the Company's business and results of operations.

* A regional or global health pandemic could severely affect Starbucks business.

A health pandemic is a disease that spreads rapidly and widely by infection and affects many individuals in an area
or population at the same time. If a regional or global health pandemic were to occur, depending upon its duration
and severity, the Company’s business could be severely affected. Starbucks has positioned itself as a third place
between home and work where people can gather together for human connection. Customers might avoid public
gathering places in the event of a health pandemic, and local, regional or national governments might limit or ban
public gatherings to halt or delay the spread of disease. A regional or global health pandemic might also adversely
impact the Company’s business by disrupting or delaying production and delivery of materials and products in its
supply-chain and by causing staffing shortages in its stores. The impact of a health pandemic on Starbucks might be
disproportionately greater than on other companies that depend less on the gathering of people together for the sale,
use or license of their products and services.

s Increased leverage and/or increases in interest rates may harm the Company’s financial condition and
results of operations.

As of September 28, 2008, Starbucks had approximately $5.1 billion in minimum future rental payments under non-
cancelable operating leases and $3.2 billion of total liabilities on a consolidated basis. Included in total liabilities are
aggregate principal indebtedness of $713 million under outstanding commercial paper and revolving credit facility
borrowings, and $550 million under ten-year notes maturing in August 2017. Future increases in the Company’s
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level of financial obligations, if any, would have several important effects on the Company’s future operations, such
as:

* additional cash requirements to support the payment of rents and interest on outstanding indebtedness;

* possible increased vulnerability to adverse changes in general economic and industry conditions, as well as
to competitive pressure;

* possible limitations on the Company’s ability to obtain additional financing for working capital, capital
expenditures, general corporate and other purposes; and

» possible limitations on the Company’s flexibility in planning for, or reacting to, changes in its business and
its industry.

The Company’s ability to satisfy its lease obligations and make payments of principal and interest on its
indebtedness depends on its future performance, which will be subject to general economic conditions, industry
cycles and financial, business and other factors affecting its consolidated operations, many of which are beyond the
Company’s control. If Starbucks is unable to generate sufficient cash flow from operations in the future to satisfy its
financial obligations, it may be required, among other things:

« to seek additional financing in the debt or equity markets;
* 1o refinance or restructure all or a portion of its indebtedness;
* to sell selected assets; or

* to reduce or delay planned capital or operating expenditures.

Such measures might not be sufficient to enable Starbucks to satisfy its financial obligations. In addition, any such
financing, refinancing or sale of assets might not be available on economically favorable terms.

An increase in leverage could lead to deterioration in Starbucks credit ratings. A reduction in its credit ratings,
regardless of the cause, could limit the Company’s availability of additional financing and increase its cost of
obtaining financing.

» Starbucks relies heavily on information technology in its operations, and any material failure, inadequacy,
interruption or security failure of that technology could harm the Company’s ability to effectively operate
its business. ‘

Starbucks relies heavily on information technology systems across its operations, including for management of its
supply chain, point-of-sale processing in its stores, and various other processes and transactions. The Company’s
ability 10 effectively manage its business and coordinate the production, distribution and sale of its products depends
significantly on the reliability and capacity of these systems. The failvre of these systems to operate cffectively,
problems with transitioning to upgraded or replacement systems, or a breach in security of these systems could
cause delays in product sales and reduced efficiency of the Company’s operations, and significant capital
investments could be required 1o remediate the problem.

» Failure of the Company to comply with applicable laws and regulations could harm its business and
financial results.

Starbucks policies and procedures are designed to comply with all applicable laws and regulations, including those
imposed by the SEC, NASDAQ, and foreign countries, as well as applicable labor laws. Additional legal and
regulatory requirements, such as those arising under the Sarbanes-Oxley Act of 2002, together with the fact that
foreign laws occasionatly conflict with domestic laws, increase the complexity of the regulatory environment in
which the Company operates and the related cost of compliance. Failure to comply with the various laws and
regulations may result in damage to Starbucks reputation, civil and criminal liability, fines and penalties, increased
cost of regulatory compliance and restatements of the Company’s financial statements.

If any of the risks and uncertainties described in the cautionary factors described above actualiy occurs, Starbucks
business, financial condition and results of operations could be materially and adversely affected. The factors listed
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above are not exhaustive. Other sections of this 10-K include additional factors that could materially and adversely
impact Starbucks business, financial condition and results of operations. Moreover, Starbucks operates in a very
competitive and rapidly changing environment. New factors emerge from time to time and it is not possible for
management to predict the impact of all these factors on Starbucks business, financial condition or results of
operation or the extent to which any factor, or combination of factors, may cause actual results to differ materially
from those contained in any forward-looking statements. Given these risks and uncertainties, investors should not
rely on forward-iooking statements as a prediction of actual results. Any or all of the forward-looking statements
contained in this 10-K and any other public statement made by Starbucks or its management may turn out to be
incorrect. Starbucks expressly disclaims any obligation to update or revise any forward-looking statements, whether
as a result of new information, future events or otherwise.

Item 1B. Unresolved Staff Comments

Not applicable.

Item 2. Properties

The following table shows properties used by Starbucks in connection with its roasting and distribution operations:

Approximate Size Owned or

Location in Square Feet Leased Purpose

Kent, WA .......... .. ... ... 332,000 Owned  Roasting and distribution
Kent, WA .. ............... ... .. 285,000 Leased Warehouse

Renton, WA . .......... ... ... ... 125,000 Leased Warehouse

York County, PA-. .. ... [P 450,000 Owned  Roasting and distribution
York County, PA ... ............... 298,000 Owned  Warehouse

York County, PA .. ................ 231,000 Leased  Warehouse

Carson Valley, NV................. ’ 360,000 Owned Roasting and distribution
Sandy Run, SC ................... 117,000 Owned  Roasting and distribution
Portland, OR .. ................... 68,000 Leased Warehouse

Basildon, United Kingdom. .. ........ 142,000 Leased Warehouse and distribution
Amsterdam, Netherlands ............ 97,000 Leased Roasting and distribution

The Company leases approximately 1.0 million square feet of office space in Seattie, Washington for corporate
administrative purposes. Also in Seattle, Washington, the Company owns a 205,000 square foot office building with
an adjacent 36,000 square foot plot of land, which is currently under development. The Company is no longer
occupying the office building and is currently considering various options for both the building and the adjacent
land, including sublease and sale.

As of September 28, 2008, Starbucks had more than 9,000 Company-operated retail stores. The Company also
leases space in approximately 170 additional locations for regional, district and other administrative offices,
training facilities and storage, not including certain seasonal retai] storage locations.

Item 3. Legal Proceedings

See discussion of Legal Proceedings in Note 17 to the consolidated financial statements included in Item 8 of this
Report.

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

" No matters were submitted to a vote of security holders during the fiscal fourth quarter of 2008,
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Executive officers of the registrant

The executive officers of the Company are as follows:

Name Age Position

Howard Schultz. . ................. 55 chairman, president and chief executive officer

Cliff Burrows . ................... 44  president, Starbucks Coffee US

Martin Coles . . ........... ... ...... 53 * president, Starbucks Coffee International

Gerardo L Lopez. .. ............... 49  senior vice president; president, Global Consumer
Products, Foodservice and Seattle’s Best Coffee

Arthur Rubinfeld. ................. 55 president, Global Development

Peter J.Bocian .. ................. 54  executive vice president, chief financial officer and
chief administrative officer

Troy Alstead .. . .................. 45  executive vice president, chief financial officer and
chief administrative officer (designate)

PaulaE.Boggs . .................. 49 executive vice president, general counsel and
secretary

Michelle Gass ... ................. 40 executive vice president, Marketing and Category
{designate)

Peter D. Gibbons. .. ............... 47 executive vice president, Global Supply Chain
Operations

Dorothy . Kim ... ........ ... ..... 46 executive vice president, Global Strategy, Office of
the ceo

Chet Kuchinad ................... 49  executive vice president, Partner Resources

Howard Schultz is the founder of Starbucks and serves as the Company’s chairman, president and chief executive

officer. Mr. Schultz has served as chairman of the board since the Company’s inception in 1985 and he resumed his
role as president and chief executive officer in January 2008. From June 2000 to February 2005, Mr. Schultz held the
title of chief global strategist. From November 1985 to June 2000, he served as chief executive officer. From
November 1985 to June 1994, Mr. Schultz also served as president.

Cliff Burrows joined Starbucks in April 2001 and has served as president, Starbucks Coffee US since March 2008.
Mr. Burrows served as president, Europe, Middle East and Africa (EMEA) from April 2006 to March 2008. He
served as vice president and managing director, UK prior to April 2006, Prior to joining Starbucks, Mr. Burrows
served in various management positions with Habitat Designs Limited, a furniture and housewares retailer.

Martin P. Coles joined Starbucks in April 2004 as president, Starbucks Coffee International, and, in July 2008,
reassumed this role, after having served as chief operating officer from September 2007 to July 2008. Prior to
joining Starbucks, Mr. Coles served as an executive vice president of Reebok International, Ltd. a sports and fitness
products company, from December 2001 to February 2004, Prior to joining Reebok International, Ltd., Mr. Coles
held several executive level management sales and operations positions with NIKE Inc., Letsbuyit.com and
Gateway, Inc.

Gerardo I. Lopez joined Starbucks in October 2004 as senior vice president; president, Global Consumer Products
and became senior vice president; president, Global Consumer Products, Foodservice and Seattle’s Best Coffee in
November 2007. Prior to joining Starbucks, Mr. Lopez was president of the Handleman Entertainment Resources
division of Handleman Company from November 2001 to September 2004 and was senior vice president and
general manager from May 2000 to November 2001. Prior to that, Mr. Lopez held a variety of executive
management positions with Frito-Lay, Inc., Pepsi-Cola Company and The Procter & Gamble Company.

Arthur Rubinfeld rejoined Starbucks in February 2008 as president, Global Development. Mr. Rubinfeld also serves
as president of AIRVISION LLC, an advisory firm specializing in brand positioning that he founded in June 2002.
From March 2006 to February 2008, Mr. Rubinfeld served as executive vice president, Corporate Strategy and chief
development officer at Potbelly Sandwich Works. Prior to 2002, Mr. Rubinfeld held several positions in Store
Development at Starbucks.
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Peter J. Bocian joined Starbucks as executive vice president and chief financial officer designate in May 2007 and
became executive vice president, chief financial officer and chief administrative officer in October 2007. As
previously announced Mr. Bocian will resign as executive vice president, chief financial officer and chief
administrative officer at the end of November 2008. Prior to joining Starbucks, Mr. Bocian worked at NCR
Corporation a technology and services company. From 2004 to May 2007, Mr. Bocian served as NCR’s senior vice
president and chief financial officer. From 2003 to 2004, he served as NCR’s vice president, finance and interim
chief financial officer. From 2002 to 2003, Mr. Bocian was the chief financial officer of NCR’s Retail and Financial
Group, covering four business units and from 1999 to 2002, he served as the chief financial officer of NCR's Retail
Solutions Division.

Troy Alstead joined Starbucks in 1992 and currently serves as the Company’s senior vice president, Global Finance,
a position he has held since September 2007. As previously announced, Mr. Alstead will succeed Mr. Bocian as
executive vice president, chief financial officer and chief administrative officer at the end of November 2008.
Mr. Alstead previously served as chief operating officer, Starbucks Greater China from April 2008 to September
2008, senior vice president, Corporate Finance from September 2004 to August 2007, interim president, Starbucks
Europe/Middle East/Africa from April 2003 through August 2004, and senior vice president, Starbucks Coffee
International from March 2003 through March 2004. Mr. Alstead served in a number of other senior positions with
Starbucks prior to 2004 :

Paula E. Boggs joined Starbucks in September 2002 as executive vice president, general counse! and secretary. Prior
to joining Starbucks, Ms. Boggs served as vice president, legal, for products, operations and information technology
at Dell Computer Corporation from 1997 to 2002. From 1995 to 1997, Ms. Boggs was a partner with the law firm of
Preston Gates & Ellis (now K&L Gates). Ms. Boggs served in several roles at the Pentagon, White House and US
Department of Justice between 1984 and 1993.

Michelle Gass joined Starbucks in 1996 and has served as the Company’s senior vice president, Marketing and
Category since July 2008. As previously announced, Ms. Gass will assume the role of executive vice president,
Marketing and Category beginning December 1, 2008. Ms. Gass previously served as senior vice president, Global
Strategy, Office of the ceo from January 2008 to July 2008, senior vice president, Global Product and Brand from
August 2007 to January 2008, senior vice president, U.S. Category Management from May 2004 to August 2007
and vice president, U.S. Category Management from October 2003 to April 2004. Ms. Gass served in a number of
other positions with Starbucks prior to 2003,

Peter D. Gibbons joined Starbucks in February 2007 and has served as executive vice president, Global Supply
Chain Operations since July 2008. From February 2007 to July 2008, Mr. Gibbons served as senior vice president,
Global Manufacturing Operations. From March 1999 to February 2007, Mr. Gibbons was executive vice president,
Supply Chain, of The Glidden Company, a subsidiary of ICI Americas, Inc.

Dorothy J. Kim joined Starbucks in November 1995 and has served as executive vice president, Global Strategy,
Office of the ceo since July 2008. From December 2004 to July 2008, Ms. Kim served as executive vice president,
Supply Chain Operations. From April 2003 to December 2004, Ms. Kim served as senior vice president, Global
Logistics, Planning and Procurement. Prior to April 2003, Ms. Kim served in various executive roles in Supply
Chain and Coffee Operations and also held several positions in retail planning and operations.

Chet Kuchinad joined Starbucks in Apri! 2003 and has served as executive vice president, Partner Resources since
January 2008. Mr. Kuchinad served as senior vice president, Total Pay from April 2003 to January 2008. Prior to
joining Starbucks, Mr. Kuchinad held a number of positions in the field of human resources with NIKE, Inc,
McDonald’s Corporation and Towers Perrin,

There are no family relationships among any directors or executive ofticers of the Company.
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PART I
Item 5. Market for the Registrant’s Common Equity, Related Shareholder Matters and Issuer Purchases
of Equity Securities
SHAREHOLDER INFORMATION
MARKET INFORMATION AND DIVIDEND POLICY

The Company’s common stock is traded on the NASDAQ Global Select Market (“"NASDAQ™), under the symbol
“SBUX.” The following table shows the quarterly high and low closing sale prices per share of the Company’s
common stock as reported by NASDAQ for each quarter during the last two fiscal years:

_High _low

September 28, 2008:
Fourth Quarter .. ... .. .. i it ettt e e 51692  $13.58
Third QUarer . . . ... o e e et e e 18.60 15.66
Second QUarer. . . . ..ottt e e e e 2047 16.80
First QUarter . . e e 26.84 20.03

September 30, 2007:
Fourth Quarter . ... ...................... e e $28.29  $2587
Third QUAER « . . o\ oo e e e e e e e e e 31.84  25.54
Second QUAaITBL. . .. ittt et e e e e e 36.29 29.32
FITSt QUAMET . . . . ot e s ettt e e e et e e e e e e e 39.43  33.62

As of November 13, 2008, the Company had approximately 21,000 shareholders of record. Starbucks has never paid
any dividends on its common stock and does not currently anticipate paying a cash dividend in the near future.

ISSUER PURCHASES OF EQUITY SECURITIES

The Company did not repurchase any shares during the fourth quarter of fiscal 2008. As of the end of the quarter, the
maximum number of shares that may yet be purchased under publicly announced stock repurchase plans was
6,272,128 shares.




Performance Comparison Graph

The following graph depicts the Company’s total return to sharcholders from September 28, 2003 through
September 28, 2008, relative to the performance of the Standard & Poor’s 500 Index, the NASDAQ Composite
[ndex, and the Standard & Poor’s 500 Consumer Discretionary Sector, a peer group that includes Starbucks. All
indices shown in the graph have been reset to a base of 100 as of September 28, 2003, and assume an investment of
$100 on that date and the reinvestment of dividends paid since that date. Starbucks has never paid a dividend on its
common stock. The stock price performance shown in the graph is not necessarily indicative of future price
performance.

$250

—B— Starbucks Corporation
—— S&P 500
—&— NASDAQ Composite
$200 4 -—-o—S&P Consumer Discretionary
$150
$100 f
$50
$0 1 1 ! L
9/28/2003 10/3/2004 10/2/2005 10/1/2006 9/30/2007 9/28/2008
9/28103 10/3/04 10/2/05 10/1/06 9/30/07 9/28/08
Starbucks Corporation $100.00 | $159.69 | $169.43 | $230.30 | $177.21 { $101.18
S&P 500 $100.00 | $113.87 | $127.82 | $141.62 | $164.90 | $128.66
NASDAQ Composite : $100.00 | $107.74 | $123.03 | $131.60 | $158.88 | $119.05
S&P Consumer Discretionary $100.00 | $114.15 | $119.91 | $130.53 | $138.80 | 5107.69
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Item 6. Selected Financial Data
In millions, except earnings per share and store information

The following selected financial data are derived from the consolidated financial statements of the Company. The
data below should be read in conjunction with “Management’s Discussion and Analysis of Financial Condition and
Results of Operations,” “Risk Factors,” and the Company’s consolidated financial statements and notes. In
particular, see Note 1 to the consolidated financial statements included in Item 8 of this Report for a description
of accounting changes that materially affect the comparability of the data presented below.

Sep 28, Sep 30, Oct 1, Oct 2, Oct 3,
. 2008 2007 2006 2005 2004
As of and for the Fiscal Year Ended” (52 Wks) (52 Wks) (52 Wks) (52 Wks) (53 Wks)
RESULTS OF OPERATIONS
Net revenues:
Company-operated retail . ................ $ 87719 $79983 86,5831 $5391.9 $44574
Specialty:
Licensing. ... ... oo iiun... 1,171.6 1,026.3 860.6 673.0 565.8
Foodservice andother ................. 439.5 386.9 343.2 304.4 271.0
Total specialty. . .......... ... .. ....... 1.611.1 1.413.2 1,203.8 9774 836.8
Total net revenues . .. .. ... ... ... ... $10,383.0 $9411.5 §7,786.9 $6,369.3 $5,294.2
Operating income®. ... ... ... ... .. ..., $ 5039 $1.0539 § 8940 § 7805 $ 6065
Earnings before cumulative effect of change in
accounting principle . ............ ... .... 3155 672.6 581.5 494 .4 3889
Cumulative effect of accounting change for
FINd47, netoftaxes. . ................... —_ 17.2

Neteamings ... ..ot n e, $ 3155 § 6726 $ 5643 § 4944 § 3889
Earnings per common share before cumulative

effect of change in accounting principle —

diluted (“"EPS™) .. .. .. ... ... L. $§ 043 % 08 § 073 § 061 § o047
Cumulative effect of accounting change for

FIN 47, net of taxes — per common share . . .. — — 0.02 — —
Net earnings per common share —diluted . . . . .. $ 043 $ 087 $ 071 §$ 061l 35 047
Cash dividends pershare . . . ................ — — — — —
Net cash provided by operating activities . ... ... $ 1,258.7  $1,331.2  $1,131.6 § 9229 § 8629
Capital expenditures (net additions to property,

plant and equipment) . .. ... ... ........... $ 98435 31,0803 § 7712 § 6433 $ 4169
BALANCE SHEET
Working capital (deficio®. ................. $ 4417y $(459.1) $ (4058 $ (17.7) $ 6046
Total assets . . . .ot te 5.672.6 53439 4,428.9 3,513.7 3,386.3
Short-term borrowings. . ... ... .., 713.0 710.3 700.0 271.0 —
Long-term debt (including current portion)® . . . . 550.3 550.9 2.7 3.6 4.4
Shareholders’ equity ... ................... $ 24909 $2,284.1 $2,228.5 $2,090.3 $2,469.9
STORE INFORMATION
Percentage change in comparable store sales"™

United States. ... ... .. .o oL (5% 4% 7% 9% 1%

International ............ ... ... ... ..... 2% 7% 8% 6% 0%

Consolidated . . . ....................... (3)% 5% 7% 8% 10%
Stores opened during the year (net of closures):

United States

Company — operated stores . ... ......... 445 1.065 810 580 521

Licensed stores . ..................... 438 723 733 596 417
International®

Company — operated stores . . .. ......... 236 286 240 177 160

Licensed stores .. .................... 550 497 416 319 246

Total .. ..., .. ... 1,669 2,571 2,199 1,672 1,344
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Sep 28, Sep 30, Oct 1, Oct 2, Oct 3,

2008 2007 2006 2005 2004
As of and for the Fiscal Year Ended" (52 Wks) (52 Wks) (52 Wks) {52 Wks) (53 Wks)
Stores open at year end:
United States
Company-operated stores ... ........ ... 7,238 6,793 5,128 4918 4,338
Licensed SIOTES . . v v i v i m e m e ca s anenns 4,329 3,801 3,168 2,435 1,839
International®
Company-operated stores . .. ......... ... 1.979 1,743 1,457 1,217 1,040
Licensed StOTES . . . . o v v ee v v vienennsnn 3,134 2,584 2,087 1,671 1,352
Total .. ........... I, e 16,680 15,011 - 12,440 10,241 8,569

(4} The Company’s fiscal year eﬁds on the Sunday closest to September 30.

® Fiscal 2008 results include pretax restructuring charges of $266.9 million.

® Working capital deficits were primarily due to increased current liabilities from short term borrowings.
) In August 2007, the Company issued $550 million of 10-year notes.

Y Includes only Starbucks Company-operated retail stores open 13 months or longer. Comparable store sales
percentage for fiscal 2004 excludes the extra sales week.

(6} [nternational store information has been adjusted for the fiscal 2008 acquisition of assets and development rights
for the Company’s Quebec and Atlantic Canada Operations by reclassifying historical information from
Licensed stores to Company-operated stores.
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tem 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
General

Starbucks Corporation’s fiscal year ends on the Sunday closest to September 30. Some fiscal years include
53 weeks. The fiscal years ended on September 28, 2008, September 30, 2007 and October 1, 2006 all included
52 wecks. All references to store counts, including data for new store openings, are reported net of related store
closures, unless otherwise noted.

Management Overview
Fiscal 2008 — The Year in Review

Throughout fiscal 2008, Starbucks continued to experience declining comparable store sales in its US stores,
primarily due to lower customer traffic. With the US segment representing 76% of consolidated revenues, the
impact of this decline on the Company’s financial results for fiscal 2008 was significant. For fiscal year 2008
comparable store sales declined 5% in the US, with a declining trend over the course of the year, ending with a
decline of 8% in the fourth quarter. The Company also experienced declining comparable sales in Canada and the
UK, its two largest Company-operated International markets, primarily due to lower traffic. The Company believes
that the weaker traffic has been caused by a number of ongoing factors in the global economies that have negatively
impacted consumers’ discretionary spending, as well as factors within the Company’s control with respect to the
pace of store openings in the US and store level execution. In the US, the economic factors included the higher cost
of such basic consumer staples as gas and food, rising levels of unemployment and personal debt, reduced access to
consumer credit, and lower home values as well as increased foreclosure activity in certain areas of the country
(California and Florida) where Starbucks has a high concentration of Company-operated stores. These develop-
ments combined with recent and ongoing unprecedented shocks to the global financial system and capital markets
have all contributed to sharp declines in consumer confidence in the US.

Starbucks business is highly sensitive to increases and decreases in customer traffic. Increased customer visits
create sales leverage, meaning that fixed expenses, such as occupancy costs, are spread across a greater revenue
base, thereby improving operating margins. But the reverse is also true — sales de-leveraging creates downward
pressure on marging. The softness in US revenues during fiscal 2008 impacted nearly all consolidated and US
segment operating expense line items when viewed as a percentage of sales.

Since January 2008, when Company founder Howard Schultz reassumed the role of president and chief executive
officer in addition 1o his role as chairman, Starbucks has taken steps to address the deterioration in the US retail
environment and address its global support structure. These included the development and implementation of
several important strategic initiatives as part of a transformation strategy designed to reinvigorate the Starbucks
Experience for the Company’s customers, increase customer traffic in its US stores, reduce infrastructure expenses,
and improve the Company’s results of operations. These significant actions have been designed to structure the
Company’s business for long-term profitable growth.

As a result of the continued weak economy and decreased customer traftic, as well as the costs associated with the
store closures and other actions in its transformation strategy, the Company’s fiscal 2008 results were negatively
impacted in the following ways:

* Consolidated operating income was $503.9 million in fiscal 2008, and operating margin for the year was
4.9% compared with 11.2% in the prior year. Approximately 260 basis points of the decrease in operating
margin was a result of restructuring charges, primarily related to the significant US store closures. Softness
in US revennes along with higher cost of sales including occupancy costs and store operating expenses were
also significant drivers in the margin decline.

= EPS for fiscal 2008 was $0.43, compared to EPS of $0.87 per share earned in the prior year. Restructuring
charges and costs associated with the execution of the transformation agenda impacted EPS by approx-
imately 3$0.28 per share in fiscal 2008.
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Significant Actions Taken in Fiscal 2008

The more significant actions taken by Starbucks in fiscal 2008 to transform and reinvigorate its business included:

« A plan to close approximately 600 underperforming Company-operated stores in the US market, of which
205 were closed as of fiscal year-end with the remaining stores to be closed by the end of fiscal 2009,

« Restructuring the Company’s Australia business by closing 61 Company-operated stores, focusing on the
remaining 23 stores in three key metro areas;

» Reducing approximately 1,000 open and filled positions within the Company’s leadership structure and its
non-store organization, to rationalize its infrastructure for the reduced number of stores; and

« Introducing new beverage platforms designed to reinvigorate the Starbucks beverage offerings, new
breakfast food offerings and bakery and chilled foods, including health and wellness choices, and a
new, everyday brewed coffee, Pike Place™ Roast, which returned the Company to the practice of grinding
whole beans in stores and brewing every 30 minutes to provide customers with the freshest coffee possible.

Fiscal 2009 — The View Ahead

Management expects the Company to continue to face a very difficult economic environment throughout fiscal
2009, both in the US and internationally, including in its two largest Company-operaied markets of Canada and the
UK. As the gtobal financial crisis has broadened and intensified, other sectors of the global economy have been
adversely impacted and a severe global recession of uncertain length now appears likely. As a retailer that is
dependent upon consumer discretionary spending, the Company expects to face an extremely challenging fiscal
2009 because of these economic conditions. Accordingly, Starbucks expects to report negative comparable store
sales for fiscal 2009. Additionally, the Company’s earnings for fiscal 2009 will be impacted by lease termination
and severance costs from the US and Australia store closures, totaling up to an estimated $0.12 of EPS for fiscal
2009. The Company estimates that the combination of the US and Australia store closures and head count
reductions will result in a pre-tax benefit to operating income of approximately $200 million to $210 million in
fiscal 2009, which equates to approximately $0.17 to $0.18 of EPS.

Starbucks plans to be disciplined in its approach to new store openings, in both Company-operated and licensed
markets, and adjust as needed in response to further worsening in the global economy. Starbucks fiscal 2009 US
store opening target is approximately a negative 20 net new stores, which includes a nearly 225 Company-operated
store decline and approximately 205 net new licensed stores. Internationally, Starbucks is planning to open
approximately 700 net new stores in fiscal 2009, two-thirds of which are expected to be licensed, as it factors in the
current global economic climate, with a more cautious approach in the UK and western Europe.

Operating Segment Overview
Starbucks has three reportable operating segments: United States, International and CPG.

The United States and International segments both include Company-operated retail stores, licensed retail stores
and foodservice operations. Licensed stores frequently have a higher operating margin than Company-operated
stores. Under the licensed modet, Starbucks receives a reduced share of the total store revenues, but this is more than
offset by the reduction in its share of costs as these are primarily borne by the licensee. The International segment
has a higher relative share of licensed stores versus Company-operated compared to the US segment; however, the
US segment has been operating significantly longer than the International segment and has developed deeper
awareness of, and attachment to, the Starbucks brand and stores among its customer base. As a result, the more
mature US segment has significantly more stores, and higher total revenues than the International segment. Average
sales per store are also higher in the US due to various factors including length of time in market and local income
levels. Further, certain market costs, particularly occupancy costs, are lower in the US segment compared to the
average for the International segment, which comprises a more diverse group of operations. As a result of the
relative strength of the brand in the US segment, the number of stores, the higher unit volumes, and the lower market
costs, the US segment, despite its higher relative percentage of Company-operated stores, has a higher operating
margin, excluding restructuring costs, than the less-developed International segment.
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The Company’s International store base continues to increase and Starbucks has been achieving a growing
contribution from established international markets while at the same time investing in emerging markets, such as
China, Brazil and Russia. The Company’s newer international markets require a more extensive support organi-
zation, relative to the current levels of revenue and operating income.

The CPG segment includes packaged coffee and tea as well as branded products operations worldwide. The CPG
segment operates primarily through joint ventures and licensing arrangements with large consumer products
business partners, most significantly The North American Coffee Partnership with the Pepsi-Cola Company for
distribution of ready-to-drink beverages, and with Kraft Foods Inc. for distribution of packaged coffees and teas.
This operating model allows the CPG segment to leverage the business partners’ existing infrastructures and to
extend the Starbucks brand in an efficient way. Most of the customer revenues from the ready-to-drink and
packaged coffee channels are recognized as revenues by the joint venture or licensed business partner, not by the
CPG segment, and the proportionate share of the results of the Company’s joint ventures are included on a net basis
in “Income from equity investees” on the consolidated statements of earnings. As a result, the CPG segment reflects
relatively lower revenues, a modest cost structure, and a resulting higher operating margin, compared to the
Company’s other two reporting segments, which consist primarily of retail stores.

Expenses pertaining to corporate administrative functions that support the operating segments but are not
specifically attributable to or managed by any segment are not included in the reported financial results of the
operating segments. These unallocated corporate expenses include certain general and administrative expenses,
related depreciation and amortization expenses, restructuring charges and amounts included in “Interest income and
other, net” and “Interest expense” on the consolidated statements of earnings.

Acquisitions

See Note 2 to the consolidated financial statements in this 10-K,

RESULTS OF OPERATIONS — FISCAL 2008 COMPARED TO FISCAL 2007

Consolidated results of operations (in millions):

Sep 28, Sep 30, Sep 28,  Sep 30,
Fiscal Year Ended 2008 2007 % Change 2008 2007
% of Total Net
Revenues
STATEMENTS OF EARNINGS DATA
Net revenues:
Company-operated retail. . ................... 387719  $79983 9.7% 84.5% 85.0%
Specialty:
Licensing . . ... 1,171.6 1,026.3 14.2 11.3 10.9
Foodservice and other, . . .................. 439.5 386.9 136 4.2 4.1
Total specialty . ....... ... . ... ... ... ... .. 1,611.1 1,413.2 14.0 15.5 15.0
Total net revenues ... .............ouviuunnn, $10,383.0 $9.411.5 10.3%  100.0% 100.0%

Net revenues for the fiscal year ended 2008 increased due to growth in both Company-operated retail revenues and
specialty operations.

During fiscal 2008, Starbucks derived 84% of total net revenues from its Company-operated retail stores. Company-
operated retail revenues increased, primarily attributable to the opening of 681 new Company-operated retail stores
in the last 12 months, offset by negative 3% comparable store sales for the same period. Revenue growth was slower
than in previous years due to a combination of declining comparable store sales and a decrease in the number of net
new stores opened during fiscal 2008, The weakness, in consolidated comparable store sales was driven by the US
segment, which posted a comparable store sales decline of 5% for the year. Partially offsetting this was 2%
comparable store sales growth in the International segment. Within fiscal 2008, consolidated quarterly revenue
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growth decelerated each quarter and comparable store sales declined each quarter, reflecting the ongoing
challenging economic conditions in the US,

The Company derived the remaining 16% of total net revenues from channels outside the Company-operated retail
stores, collectively known as specialty operations. Licensing revenues, which are derived from retail store licensing
arrangements as well as grocery, warehouse club and certain other branded-product operations, increased primarily
due to higher product sales and royalty revenues from the opening of 988 new licensed retail stores in the last
12 months. The increase in Foodservice and other revenues was primarily driven by growth in new and existing
accounts in the US foodservice business.

For fiscal 2009, the Company expects total revenues to be relatively flat compared to fiscal 2008, with variations
driven by the level of comparable store sales.

Sep 28, Sep 30, Sep 28, Sep 30,
Fiscal Year Ended 2008 2007 % Change 2008 2007
%o of Total Net
. Revenues
Cost of sales including occupancy costs . .......... $4,645.3  $3,999.1 16.2%  447%  42.5%
Store operating expenses'’, . ... ... Lo 3,7451  3,2159 16.5 36.1 34.2
Other operating expenses'™® . ... ... ........ 330.1 2042 122 3.2 3.1
Depreciation and amortization expenses .. ......... 549.3 467.2 17.6 5.3 50
General and administrative expenses. . ... ......... 456.0 489.2 (6.8) 4.4 52
Restructuring charges. . ... ....... .. .. .. ., 266.9 — nm 2.6 o
Total operating eXpenses . ...........uvarouen-- 9,992.7 8,465.6 18.0 96.2 89.9
Income from equity investees ... ................ 113.6 108.0 52 11 L1
Operating income . . ...................... . % 5039  $1,0539 (52.)% 49% 11.2%

) As a percentage of related Company-operated retail revenues, store operating expenses were 42.7% and 40.2%
for the fiscal years ended September 28, 2008 and September 30, 2007, respectively.

@ As a percentage of related total specialty revenues, other operating expenses were 20.5% and 20.8% for the
fiscal years ended September 28, 2008 and September 30, 2007, respectively.

As discussed in the Management Overview section above, many of the Company’s operating expenses are fixed in
nature. As a result, the softness in US revenues during fiscal 2008 impacted nearly all consolidated and US segment
operating expense line items when viewed as a percentage of sales, and pressured operating margins.

Cost of sales including occupancy costs increased primarily due to higher distribution costs and higher rent
expenses as a percentage of revenues. Store operating expenses as a percentage of Company-operated retail
revenues increased primarily due to higher payroll expenditures as a percentage of revenues coupled with
impairment provisions in the US business, primarily driven by the slowdown in projected store openings.
Depreciation and amortization expenses increased primarily due to the opening of 681 new Company-operated
retail stores in the last 12 months. General and administrative expenses decreased primarily due to lower payroll-
related expenses. Restructuring charges include asset impairment, lease exit and severance costs. These costs are
associated with the closure of underperforming stores in the US and Australia, and the rationalization of the
Company'’s leadership structure and non-store organization. See Note 3 to the consolidated financial statements for
further discussion.
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Operating margin compression was primarily due to lower revenues; in addition, restructuring charges accounted
for approximately 40% of the decrease.

: Sep 28, Sep 30, Sep 28,  Sep 30,
Fiscal Year Ended 2008 2007 % Change 2008 2007
% of Total Net
Revenues
Interest income and other, net. .............. . $ 90 % 404 71.N% 01%  04%
Interest €Xpense . .. ... ...t e (53.4) (38.0) 40.5 (0.5) (0.4)
Earnings before income taxes .. ................. 439.5 1,056.3 (56.5) 4.4 11.2
INCOmE taxes ... .. .. vttt e 144.0 383.7 (62.5) 1.4 4.1
Netearnings . ........... ... . ... it viur-- $3155 § 672.6 831)% 30% 11%

Interest income and other net, decreased due primarily to unrealized market value losses on the Company’s trading
securities portfolio. As described in more detail in Note 4 to the consolidated financiai statements, the trading
securities approximate a portion of the Company’s liability under its Management Deferred Compensation Plan
(“MDCP”). The MDCP liability also increases and decreases with changes in investment performance, with this
offsetting impact recorded in “General and administrative expenses” on the consolidated statements of earnings.
Interest expense increased due to the Company’s issuance of $550 million of 10-year 6.25% Senior Notes in August
of fiscal 2007,

Income taxes for the fiscal year ended 2008 resulted in an effective tax rate of 31.3% compared to 36.3% for fiscal
2007. The lower rate is due to the higher proportion of income earned in foreign jurisdictions which have lower tax
rates, as well as an increase in the domestic manufacturing deduction for manufacturing activities in the US.

Operating Segments

Segment information is prepared on the same basis that the Company’s management reviews financial information
for operational decision-making purposes. Starbucks has three reportable operating segments: United States,
Internationat and CPG. “Unallocated Corporate™ includes expenses pertaining to corporate administrative functions
that support the operating segments but are not specifically attributable to or managed by any segment and are not
included in the reported financial results of the operating segments. Operating income represents earnings before
“Interest income and other, net,” “Interest expense™ and “Income taxes.” The following tables summarize the
Company’s results of operations by segment for fiscal 2008 and 2007 (in millions).

United States

The United States operating segment sells coffee and other beverages, complementary food, whole bean coffees,
and coffee brewing equipment and merchandise primarily through Company-operated retail stores. Speciaity
operations within the United States include licensed retail stores, foodservice accounts and other initiatives refated
to the Company's core business.

Sep 28, Sep 30, Sep 28, Sep 30,
Fiscal Year Ended 2008 2007 % Change 2008 2007

As a % of US Total
Net Revenues

Net revenues:

Company-operated retatl .. ..................... $6,997.7  $6,560.9 6.7% 88.7% 89.3%
Specialty: '
Licensing . . ........ .. ... 504.2 439.1 14.8 6.4 6.0
Foodservice and other. . . ................... 385.1 349.0 10.3 49 47
Towab specialty .. ..... ... .. ... ... .. ... 889.3 788.1 12.8 3 167
Total net revenues ... ........... ... ... ... ..... $7,887.0 $7,349.0 1.3% 100.,0% 100.0%



Company-operated retail revenues increased primarily due to the opening of 445 new Company-operated retail
stores in the last 12 months, partially offset by a 5% decrease in comparable store sales for fiscal 2008. The US
Company-operated retail business continued to experience deteriorating trends in transactions during the year,
driven by the US economic slowdown.

Licensing revenues increased primarily due to higher product sales and royalty revenues as a result of opening 438
new licensed retail stores in the last 12 months. Foodservice and other revenues increased primarily due to growth in
new and existing foodservice accounts.

Sep 28, Sep 30, Sep 28, Sep 30,
Fiscal Year Ended 2008 2007 % Change 2008 2007

As a % of US Total
Net Revenues

Cost of sales including occupancy costs . ........... $3,371.7  $2,956.2 141%  428% 402%
Store operating expenses(” ...................... 3,081.0 2,684.2 14.8 39.1 36.5
Other operating expenses'® . ... ................ 219.6 204.8 7.2 28 2.8
Depreciation and amortization expenses . .. ......... 401.7 348.2 15.4 5.1 4.7
General and administrative expenses. .. ............ 727 85.9 (15.4) 0.9 1.2
Restructuring charges. . ... ... ..o 210.9 — nm 21 =
Total operating expenses .. ........-...ccvenoa 7,357.6 6,279.3 17.2 933 B5.4
Income from equity investees. . .............. .. .. (1.3) 0.8 nm = =
Operating income. .. ..................... .. § 5281 $1,070.5 (50.% 67% 14.6%

(" As a percentage of related Company-operated retail revenues, store operating expenses were 44.0% and 40.9%
for the fiscal years ended September 28, 2008 and September 30, 2007, respectively.

@ As a percentage of related total specialty revenues, other operating expenses were 24.7% and 26.0% for the
fiscal years ended September 28, 2008 and September 30, 2007, respectively.

Operating margin contracted significantly primarily due to restructuring charges incurred and to softer revenues due
to weak traffic, as well as higher cost of sales including occupancy costs and higher store operating expenses as a
percentage of revenues. Restructuring charges of $210.9 million had a 270 basis point impact on the operating
margin. The increase in cost of sales including occupancy costs was primarily due to higher distribution costs and
higher rent expenses as a percentage of revenues. Higher store operating expenses was dug to the softer sales, higher
payroll-related expenditures, and charges from canceling future store sites and asset impairments,

International

The International operating segment sells coffee and other beverages, complementary food, whole bean coffees,
and coffee brewing equipment and merchandise through Company-operated retail stores in Canada, the UK and
nine other markets. Specialty operations primarily include retail store licensing operations in nearly forty other
countries and foodservice accounts, primarily in Canada and Japan. The Company’s International store base
continues to increase and Starbucks expects to achieve a growing contribution from established areas of the business
while at the same time investing in emerging markets and channels. Many of the Company’s International
operations are in early stages of development that require a more extensive support organization, relative to the
current levels of revenue and operating income, than in the United States. This continuing investment is part of the
Company’s tong-term, balanced plan for profitable growth.
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Sep 28, Sep 30, Sep 28,  Sep 30,
Fiscal Year Ended 2008 2007 % Change 2008 2007
: Asa % of
International
Total Net Revenues

Net revenues:

Company-operated retail ....................... $1,774.2 . 31,4374 23.4% 84.3% 84.7%
Specialty:
Licensing. ... ... ... ... i, 274.8 2209 244 13.1 13.0
Foodservice and other ... .................... 54.4 37.9 43.5 2.6 2.2
Total specialty .. ...... ... .. ... o, 329.2 258.8 27.2 15.7 15.3
Total net revenues . . ......................... $2,103.4  $1,696.2 24.0%  100.0% 100.0%

Company-operated retail revenues increased due to the opening of 236 new Company-operated retail stores in the
last 12 months, favorable foreign currency exchange rates, primarily on the Canadian dollar, and comparable store
sales growth of 2% for fiscal 2008. In the fourth quarter of fiscal 2008, Company-operated retail revenues grew at a
slower rate year-over-year of 12% and comparable store sales were flat compared to the same quarter in fiscal 2007,
both driven by slowdowns in the UK and Canada, due to the weakening global economy.

Specialty revenues increased primarily due to higher product sales and royalty revenues from opening 550 new
licensed retail stores in the last 12 months.

Sep 28, Sep 30, Sep 28, Sep 30,
Fiscal Year Ended 2008 2007 % Change 2008 2007
Asa % of

International
Total Net Revenues

Cost of sales including occupancy costs ... ......... $1,0540 § 8246 27.8% 50.1% 48.6%
Store operating expenses'’’. . ... ... ... 664.1 531.7 24.9 316 31.3
Other operating expenses™ .. ................... 88.5 69.9 26.6 42 4.1
Depreciation and amortization expenses . . .......... 108.8 84.2 29.2 5.2 5.0
General and administrative expenses. . . ... ......... 113.0 93.8 20.5 54 5.3
Restructuring charges. .. ................ ... .... 19.2 — nm 0.9 e
Total operating expenses ...............-...... 2,047.6 1,604.2 27.6 97.3 94.6
Income from equity investees. . .................. 54.2 45.7 18.6 2.6 27
Operating income. . . ....................... $ 1100 $ 1377 20.)% 52% 8.1%

1 As a percentage of related Company-operated retail revenues, store operating expenses were 37.4% and 37.0%
for the fiscal years ended September 28, 2008 and September 30, 2007, respectively.

2 As a percentage of related total specialty revenues, other operating expenses were 26.9% and 27.0% for the
fiscal years ended September 28, 2008 and September 30, 2007, respectively.

Operating margin decreased primarily due to higher cost of sales including occupancy costs driven by continued
expansion of lunch and warming programs in Canada, higher distribution costs, and higher building maintenance
expense due to store renovation activities. In addition, restructuring charges of $19.2 million recognized in fiscal
2008 had a 90 basis point impact on the operating margin, nearly all due to the closure of 61 Company-operated
stores in Australia.

Global Consumer Products Group

The CPG operating segment sells a selection of whole bean and ground coffees and premium Tazo® teas through
licensing arrangements in United States and international markets. CPG also produces and sells a variety of ready-
to-drink beverages through its joint ventures and marketing and distribution agreements.
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Sep 28, Sep 30, Sep 28,  Sep 30,
Fiscal Year Ended 2008 2007 % Change 2008 2007
As a % of CPG

Total Net Revenues

Net revenues: .
LiCensing - - - oo v e $392.6 $366.3 7.2% 100.0% 100.0%

Total specialty ... ........ ... ... .. ......... 392.6 366.3 7.2 100.0  100.0

Total net revenues increased primarily due to higher royalties and product sales in the international ready-to-drink
business and increased sales of US packaged tea and International club packaged coffee.

Sep 28, Sep 30, - Sep 28,  Sep M,
Fiscal Year Ended 2008 2007 % Change 2008 2007

As a % of CPG
Total Net Revenues

Costofsales. ... .oouvureen e $219.6 32183 0.6% 559% 59.6%
Other operating eXPenses. . ... ..vov v ranearesoons 220 19.5 12.8 5.6 53
Depreciation and amertization expenses. . ............. — 0.1 — — —
General and administrative expenses . ................ 6.4 6.3 1.6 1.6 1.7
Total operating eXpenses . .. ......co..vivian et 248.0 2442 1.6 63.2 66.7
Income from equity investees . ..................... 60.7 61.5 (L.3) 153 16.8
Operating income .. ......... .. .. .. .. 0o $205.3 $183.6 11.8% 523% 50.1%

l|

Growth of operating margin was primarily due to lower cost of sales as a percentage of related revenues, partially
offset by lower income from equity investees. Lower cost of sales was primarily due to a sales mix shift to more
profitable products,

Unallocated Corporate

Unatlocated corporate expenses pertain to corporate administrative functions that support, but are not specifically
attributable to the Company’s operating segments.

Sep 28, Sep 30, Sep 28, Sep 30,
Fiscal Year Ended 2608 2007 % Change 2008 2007
As a % of Total Net
Revenues
Depreciation and amortization expenses. .. ........... $ 388 § 347 11.8% 0.4% 0.4%
General and administrative expenses . . .............. 263.9 303.2 (13.0) 2.5 32
Restructuring charges .. ... ...ty 36.8 — nm 0.4 —
Operatingloss . .. ........................... $(339.5) $(337.9) 0.5% (3% (3.6)%

Total unallocated corporate expenses remained relatively flat due to lower payroll-related expenditures, which were
offset by restructuring charges incurred for corporate office facilities that were no longer occupied by the Company
due to the reduction in positions within Starbucks leadership structure and non-store organization.
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RESULTS OF OPERATIONS — FISCAL 2007 COMPARED TO FISCAL 2006

Consolidated Results of Operations (in millions):

Sep 30, Oct 1, Sep 30, Oct 1,
Fiscal Year Ended 2007 T 2006 % Change 2007 2006
% of Total Net
Revenues
STATEMENTS OF EARNINGS DATA
Net revenues:
Company-operated retail . .. ................... $7,998.3  $6,583.1 21.5% 85.0% 84.5%
Specialty:
Licensing . . ... .. e 1,026.3 860.6 193 10.9 11.1
Foodservice andother . . .................... 386.9 343.2 12.7 4.1 4.4
Total specialty .. ... ... ... .. .. .. .. . . . ... 1,413.2 1,203.8 17.4 15.0 15.5
Total net revenues. . . ..., ..................... $9.411.5 $7,786.9 20.9% 100.0% 100.0%

Net revenues for the fiscal year ended 2007 increased from fiscal 2006, driven by increases in both Company-
operated retail revenues and specialty operations.

During the fiscal year ended 2007, Starbucks derived 85% of total net revenues from its Company-operated retail
stores. Company-operated retail revenues increased primarily due to the opening of 1,342 new Company-operated
retail stores in the last 12 months and comparable store sales growth of 5% for the fiscal year ended 2007. The
increase in comparable store sales was due to a 4% increase in the average value per transaction and a 1% increase in
the number of customer transactions.

The Company derived the remaining 15% of total net revenues from channels outside the Company-operated retail
stores, collectively known as specialty operations. Licensing revenues, which are derived from retail store licensing
arrangements as well as grocery, warehouse club and certain other branded-product operations, increased primarily
due to higher product sales and royalty revenues from the opening of 1,229 new licensed retail stores in the last
12 months and a 20% increase in licensing revenues from the Company’s CPG business. Foodservice and other
revenues increased due to growth in new and existing accounts in the US foodservice business.

Sep 30, Oct 1, Sep 30, Oct 1,
Fiscal Year Ended 2007 2006 % Change 2007 2006
% of Total Net
__ Revenues
Cost of sales including occupancy costs. .. .......... $3,999.1  $3,178.8 25.8% 42.5% 40.8%
Store operating expenses™ ... ... .. ... 3,215.9 2,687.8 19.6 34.2 345
Other operating expenses'™® . . .................... 294.2 253.7 16.0 3.1 33
Depreciation and amortization expenses. .. .......... 467.2 3872 20.7 5.0 5.0
General and administrative expenses . .............. 489.2 4794 20 52 62
Total operating expenses . . ................... .. 84656 6,986.9 21.2 899 89.7
Income from equily investees . ................... 108.0 94.0 14.9 A1 12
Operating income ., .. ... ........ ... .......... $1,053.9 $ 894.0. 17.9% 11.2% 11.5%

M Asa percentage of related Company-operated retail revenues, store operating expenses were 40.2% and 40.8%
for the fiscal years ended September 30, 2007 and October 1, 2006, respectively.

@) As a percentage of related total specialty revenues, other operating expenses were 20.8% and 21.1% for the

fiscal years ended September 30, 2007 and October 1, 2006, respectively.
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Cost of sales including occupancy costs increased primarily due to a shift in sales mix to higher cost products, the
rise in distribution costs, higher rent expense and higher dairy costs. Dairy expense for the US segment represents
approximately 75% of the total Company’s dairy expense. For the US segment the average dairy costs per gallon
rose 10% in fiscal 2007 compared to fiscal 2006, resulting in approximately $20 million of additional expense.

Store operating expenses as a percentage of Company-operated retail revenues decreased primarily due to higher
provisions for incentive compensation in the prior year due to exceptionally strong performance as well as leverage
on regional overhead costs in fiscal 2007. Other operating expenses decreased primarily as a result of controlled
discretionary spending in fiscal 2007, Depreciation and amortization expenses increased primarily due to the
opening of 1,342 new Company-operated retail stores in the last 12 months. General and administrative expenses
increased primarily due to higher payroll-related expenditures in support of continued global growth, offset in part
by unusually high charitable contributions in fiscal 2006. Income from equity investees increased primarily due to
higher equity income from international investees.

Operating margin compression was due to higher costs of sales and occupancy costs as a percentage of total net
revenues due to a shift in sales to higher cost products and higher distribution costs, rent expense and dairy costs.
These cost pressures were offset in part by leveraging general and administrative expenses, store operating
expenses, and other operating expenses as a percentage of total net revenues.

Sep 30, Oct 1, Sep 30, Oct 1,
Fiscal Year Ended 2007 2006 % Change 2007 2006
% of Total Net
Revenues
Interest income and other, net. ... ... ... ... . $ 404 § 207 95.2% 04% 0.3%
Interest @Xpense . .. ... i e (38.0) (8.4) nm 04  {0.1)
Earnings before income taxes. . ... ...... ... ... ... 1,056.3 906.3 16.6 11.2 1.6
Income taxes . ... ...t i e 383.7 324.8 18.1 41 42
Earnings before cumulative effect of change in accounting
principle .. ... .. ... e e 672.6 58L.5 15.7 7.1 7.5
Cumulative effect of accounting change for FIN 47, net of
TAXES 4 v v e vt e e e s — 17.2 nm - 0.3
Netearmings..... ... ... ... iiiiiinnin s $ 672.6 $564.3 19.2% 71% 1.2%

[nterest income and other, net, increased due Lo a higher amount of income recognized on unredeemed stored value
card and gift certificate balances in fiscal 2007 compared to fiscal 2006. Interest expense increased due to a higher
level of borrowings outstanding, which included the $550 million of Senior Notes issued in August 2007.

Income taxes for the fiscal year ended 2007 resulted in an effective tax rate of 36.3%, compared to 35.8% for fiscal
2006.
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Operating Segments (in millions):

United States

Sep 30, Oct 1, % Sep 30, Oct 1,
Fiscal Year Ended 2007 2006 Change 2007 2006

Asa % of US Total
Net Revenues

Net revenues:

Company-operated retail ... ..................... $6,560.9  $5,495.2 194% 89.3% 88.9%
Specialty:
Licensing ....... ... . . 439.1 369.1 19.0 6.0 6.0
Foodserviceandother . . ... ... ... ... . ...... 349.0 314.2 11,1 4.7 5.1
Total specialty . . ... .. ... ... ... 788.1 683.3 153 10.7 11.1
Total net revenues. . ............................ $7,349.0  $6,178.5 189% 100.0% 100.0%

. Company-operated retail revenues increased primarily due to the opening of 1,065 new Company-operated retail
stores in the last 12 months and comparable store sales growth of 4% for fiscal 2007, nearly all resulting from an
increase in the average value per transaction. The US Company-operated retail business experienced deteriorating
trends in transactions late in the year, driven by, management believes, the US economic slowdown combined with
two price increases in US retail stores implemented in fiscal 2007.

Licensing revenues increased primarily due to higher product sales and royalty revenues as a result of opening 723
new licensed reiail stores in the last 12 months. Foodservice and other revenues increased primarily due to growth in
new and existing foodservice accounts.

Sep 30, Oct 1, %o Sep 30, Oct 1,
Fiscal Year Ended 2007 2006 Change 2007 2006
Asa % of US
Total Net
Revenues
_Cost of sales including occupancy costs. . ............. $2,956.2 $2,3745 245% 402% 384%
Store operating expenses'” . ... ... ... ... ... 2,6842 22800 177 365 369
Other operating expenses™ ... ......... . ... ... ... 204.8 190.6 7.4 2.8 3.1
Depreciation and amortization expenses. ... ........... 348.2 2846 223 4.7 4.6
General and administrative expenses . ................ 859 938 (8.4) 1.2 1.5
Total operating eXpenses .. .................. 6,279.3 5,223.5 20.2 854 84.5
Income from equity investees .. ............... ... .. 0.8 0.2 nm = =
Operating income. .. ...................... $1,070.5 $ 955.2 121% 14.6% 15.5%

||
|

) As a percentage of related Company-operated retail revenues, store operating expenses were 40.9% and 41.5%

for the fiscal years ended September 30, 2007 and October 1, 2006, respectively.

@ Asa percentage of related total specialty revenues, other operating expenses were 26.0% and 27.9% for the

fiscal years ended September 30, 2007 and October 1, 2006, respectively.

Operating margin decreased due to higher cost of sales including occupancy costs, primarily due to a shift in sales
mix to higher cost products such as food and merchandise, higher distribution costs, higher rent expense and higher
dairy costs. Partially offsetting these were lower store operating expenses, lower general and administrative
expenses, and lower other operating expenses as a percentage of total net revenues. The decline in store operating
expenses as a percentage of total net revenues was primarily due to higher provisions for incentive compensation in
the prior year as well as leverage on regional overhead costs in fiscal 2007. General and administrative expenses
were lower primarily due to decreased salary and related benefits expense as well as lower professional fees. The
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decline in other operating expenses as a percentage of total net revenues was primarily due to controlied
discretionary spending in the current year.

International
Sep 30, Oct 1, %o Sep 30, Oct 1,
Fiscal Year Ended . 2007 2006 Change 2007 2006
As a % of
International
Total Net
Revenues
Net revenues:
Company-operated retail . ......... ... ........... $1,437.4 $1,087.9 32.1%  84.7% 83.5%
Specialty:
Licensing ........ ... i, 2209 186.0 18.8 13.0 14.3
Foodservice and other . . . .. .. ... ... ... ... ...... 379 29.0 30.7 2.2 22
Total specialty .. ... ... .. i 258.8 2150 204 15.3 16.5
Total met revenues. . .. ... ... .......c.uiniunn... $1,696.2 $1,302.9 30.2% 100.0% 100.0%

Company-operated retail revenues increased due to the opening of 277 new Company-operated retail stores in the
last 12 months, comparable store sales growth of 7% for fiscal 2007 and favorable foreign currency exchange for the
British pound sterling. The increase in comparable store sales resulted from a 5% increase in the number of
customer transactions coupled with a 2% increase in the average value per transaction.

Total specialty revenues increased primarily due to higher product sales and royalty revenues from opening 506 new
licensed retail stores in the last 12 months. ’ '

Sep 30, Oct 1, %o Sep 30, Oct 1,
Fiscal Year Ended 2007 2006 Change 2007 2006
Asa % of
International
Total Net
Revenues
Cost of sales including occupancy costs. . ............. $ 8246 $ 6250 319% 48.6% 48.0%
Store operating expenses'’’ ... ... ... iiiiia.. 5317 407.8 304 31.3 313
Other operating expenses™ . ... ... . ... ..o, 69.9 50.9 37.3 4.1 39
Depreciation and amortization expenses. . ............. 842 668 260 5.0 5.1
General and administrative expenses . ................ 93.8 78.3 19.8 55 60
Total operating expenses ... .........oveuen.. 1,604.2 1,228.8 305 94.6 94.3
Income from equity investees . .................. ... 45.7 344 329 27 26
Operating income. . ....................... $ 1377 $ 1085 269% _8.1% _83%

' As a percentage of related Company-operated retail revenues, store operating expenses were 37.0% and 37.5%
for the fiscal years ended September 30, 2007 and October 1, 2006, respectively.

2 As a percentage of related total specialty revenues, other operating expenses were 27.0% and 23.7% for the
fiscal years ended September 30, 2007 and October 1, 2006, respectively.

Operating margin decreased primarily due to higher cost of sales including occupancy costs due in part to a shift in
sales mix to higher cost products such as food and merchandise and higher distribution costs. Partially offsetting this
increase was lower general and administrative expenses as a percentage of total net revenues.
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Global Consumer Products Group

Sep 30, Oct 1, % Sep 30, Oct 1,
Fiscal Year Ended 2007 2006 Change 2007 2006
As a % of CPG

Total Net

Revenues

Net revenues:
Specialty;
Licensing . . . ... i e e $366.3  $305.5 199% 100.0% 100.0%

Total specialty . . ............................ 366.3 305.5 19.9 100.0  100.0

Total net revenues increased primarily due to increased sales of US packaged coffee and tea as well as increased
product sales and royalties in the international ready-to-drink business.

Sep 30, Oct 1, % Sep 30, Oct 1,
Fiscal Year Ended 2007 2006 Change 2007 2006
Asa % of CPG
Total Net
Revenues
Costof sales .......... P $2183  $179.3 21.8% 59.6% 58.7%
Other operating expenses . .............. i .. 19.5 12.2 59.8 33 4.0
Depreciation and amortization expenses .. ............... 0.1 0.1 — — —
General and administrative eXpenses . .. ... ..., ........ 6.3 6.4 (0.2) BN 21
Total operating expenses . ......... ... ... 244.2 198.0 233 66.7 64.8
Income from equity investees . . ... .. e 61.5 59.4 35 16.8 194
Operating income .. ......................... $183.6 $166.9 10.0% 501% 54.6%

|
k

Operating margin contraction was primarily due to slower growth in income from The North American Coffee
Partnership, an equity investee, which produces ready-to-drink beverages.

Unallocated Corporate

Sep 30, Oct 1, % Sep 30, Oct L,
Fiscal Year Ended 2007 2006 Change 2007 2006
Asa % of
Total Net
Revenues
Depreciation and amortization expenses . ............... $ 347 § 357 2.8% 04% 05%
General and administrative expenses. .. ... e 303.2 300.9 0.8 32 39
Operating 1oss .. ... ... . it $(337.9) 3(336.6) 04% (3.6)% “4.3)%

Unallocated corporate expenses as a percentage of total net revenues decreased primarily as a result of leveraging of
the Company’s scale and infrastructure against global growth.

LIQUIDITY AND CAPITAL RESOURCES

The Company’s existing cash and liquid investments were $322.3 million and $459.7 million as of September 28,
2008 and September 30, 2007, respectively, The decrease in liquid investments was driven primarily by $59.8 mil-
lion of auction rate securities, nearly all of which are held within the Company’s wholly owned captive insurance
company, that are not currently considered liguid and were reclassified to long-term investments in the second
quarter of fiscal 2008.
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Included in the cash and liquid investment balances are the following: .

« A portfolio of unrestricted trading securities, designed to hedge the Company’s liability under its Man-
agement Deferred Compensation Plan (“MDCP”). The value of this portfolio was $49.5 million and
$73.6 million as of September 28, 2008 and September 30, 2007, respectively. The decrease was driven by
the sale of a bond income fund to better align with the Company’s total risk profile and declines in market
values of the underlying equity funds, which were offset by a comparable decline in the MDCP liability.

« Unrestricted cash and liquid securities, held within the Company’s wholly owned captive insurance
company, to fund claim payouts. The value of these unrestricted cash and liquid securities was approx-
imately $35.6 million and $98.1 million as of September 28, 2008 and September 30, 2007, respectively. The
decrease was due primarily to reclassification of auction rate securities held by the wholly owned captive.

As described in more detail in Note 4 to the consolidated financial statements, as of September 28, 2008, the
Company had $74.4 million invested in available-for-sale securities, consisting primarily of auction rate securities.
While the ongoing auction failures will limit the liquidity of these investments for some period of time, the
Company does not believe the auction failures will materially impact its ability to fund its working capital needs,
capital expenditures or other business requirements.

The Company manages the balance of its cash and liquid investments in order to internally fund operating needs and
make scheduled interest and principal payments on its borrowings.

Following the Company’s announcement on July |, 2008 that it planned to close approximately 600 underperforming
US Company-operated stores and reduce new store growth in fiscal year 2009, Standard & Poor’s placed the BBB+ long-
term rating and A-2 short term ratings for Starbucks on CreditWatch with negative implications. On July 3, 2008,
Moody’s placed the Baal senior unsecured rating for Starbucks on review for possible downgrade, however Moody’s
reaffirmed the Company’s Prime-2 short-term rating for commercial paper. Standard and Poor’s and Moody’s
subsequently downgraded the long-term ratings as of September 4, 2008 and November 17, 2008, respectively.

Credit rating agencies currently rate the Company’s borrowings as follows:

Description Standard & Poor’s Moody’s
Shorttermdebt . . ... .. i e A-2 P-2
Senior unsecured long termdebt .. ... .o oL oo BBB Baa2
Outlook. . . .. oo e e Stable Negative

» Standard & Poor’s downgraded the Company’s long-term rating from BBB+ to BBB on September 4, 2008,
and re-affirmed the A-2 short-term rating. At the same time, Standard & Poor’s outlook was changed to
stable.

» Moody’s downgraded the Company’s long-term rating from Baal to Baa2 on November 17, 2008, and re-
affirmed the Company’s Prime-2 short term rating for commercial paper. At the same time, Moodys outlook
was changed 1o negative.

Factors that may affect credit ratings include changes in the Company’s operating performance, the economic
environment and the Company’s capital structure. In order to maintain its credit ratings, there is an expectation that
the Company will modestly reduce its leverage during fiscal 2009. The Company expects to improve its leverage
ratio below a certain target level primarily through the reduction in short term borrowings. Credit rating downgrades
can adversely impact, among other things, future borrowing costs, access to capital markets, and future operating
lease terms. If either of the Company’s short-term ratings were downgraded, it would likely make the issuance of
commercial paper difficult. In these circumstances the Company could draw upon its credit facility.

In normal market conditions, it is generally more favorable for the Company to issue commercial paper rather than
Jborrow against the credit facility. However, as described in Item 1A Risk Factors the ongoing global financial crisis
may result in conditions where commercial paper is not available at reasonable rates. In such situations the
Company is more likely to draw on its credit facility. During the fourth quarter of fiscal 2008, the Company
borrowed against the credit facility as liquidity conditions in the commercial paper market deteriorated. As of
September 28, 2008, borrowings outstanding under the credit facility totaled $300 million.
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The Company’s credit facility contains provisions requiring Starbucks to maintain compliance with certain
covenants, including a minimum fixed charge coverage ratio. As of September 28, 2008 and September 30,
2007, the Company was in compliance with each of these covenants, On October 31, 2008, the Company entered
into an amendment to the credit facility to exclude up to $130 million of lease termination expenses and lease exit
costs incurred during the period beginning on June 30, 2008 and ending September 27, 2009 from the agreement’s
“Operating Lease and Rental Expense” definition. The purpose of the amendment was to limit the short-term effects
of lease-related restructuring expenses from the Company’s store closure actions on the fixed charge coverage ratio.
These expenses would have otherwise put pressure on the coverage ratio and raised the risk of the Company losing
access to liquidity. Over the long term, the reduction in lease expense and improvement in operating cash flows
resulting from these store closures are expected to have a favorable effect on this coverage ratio. The amendment
also increased the cost to borrow under the facility by an additional 0.10% to 0.40%, depending on the Company’s
fixed charge ratio and its senior unsecured debt rating.

The $550 million of 10-year 6.25% Senior Notes, issued in the fourth quarter of fiscal 2007, also require Starbucks
to maintain compliance with certain covenants that limit future liens and sale and leaseback transactions on certain
material properties. As of September 28, 2008 and September 30, 2007, the Company was in compliance with each
of these covenants.

The Company expects to use its cash and liquid investments, including any borrowings under its revolving credit
facility and commercial paper program to invest in its core businesses, including new beverage innovations, as well
as other new business opportunities related to its core businesses. The Company may use its available cash resources
to make proportionate capital contributions to its equity method and cost method investees. Any decisions to
increase its ownership interest in its equity method investees or licensed operations will be driven by valuation and
fit with the Company’s ownership strategy and are likely to be infrequent.

Depending on market conditions and within the constraint of maintaining an appropriate capital structure, Starbucks
may repurchase shares of its common stock under its authorized share repurchase program. Due to the current
challenging operating and economic environment, the Company continues to be conservative in its uses of cash and
did not repurchase any shares in the second, third or fourth quarters of fiscal 2008. Management also does not currently
anticipate any share repurchases in fiscal 2009. Management believes that cash flows generated from operations and
existing cash and liquid investments should be sufficient to finance capital requirements for its core businesses for the
foresesable future, as well as to fund-the cost of lease termination and severance costs from the US and Australia store
closures. As a result, the Company expects to decrease short-term borrowings in fiscal 2009. Significant new joint
ventures, acquisitions and/or other new business opportunities may require additional outside funding.

Other than normal operating expenses, cash requirements for fiscal 2009 are expected to consist primarily of capital
expenditures for new Company-operated retail stores, remodeling and refurbishment of existing Company-operated
retail stores, and new equipment to support enhanced quality standards and expanded offerings in the stores. Other
capital expenditures in fiscal 2009 are expected to consist principally of investments in information technology
systems and in the Company’s global supply chain operations. Total expenditures for fiscal 2009 are expected to be
approximately $700 million,

Cash provided by operating activities decreased by $72.5 million to $1.3 billion for fiscal 2008 compared to the
corresponding period of fiscal 2007. The modest decrease was primarily due to the slowing pace of store
construction which led to a decline in the balance in accounts payable year-over-year,

Cash used by investing activities for fiscal 2008 totaled $1.1 billion. Net capital additions to property, plant and
equipment used $984.5 million, primarily from opening new Company-operated retail stores and remodeling
certain existing stores during fiscal 2008. In addition, the sale and maturity of available-for-sale securities provided
$75.9 million and $20.0 million, respectively, for fiscal 2008, consisting primarily of auction rate securities and
agency notes. The auction rate securities were sold through the normal auction process prior to the auction failures
that began in mid-February 2008, as described in Note 4 to the consolidated financial statements, and the agency
notes, issued by govermment-sponsored enterprises, were called in the first half of fiscal 2008.

Cash used by financing activities for fiscal 2008 totaled $184.5 million. Cash used to repurchase shares of the
Company’s common stock totaled $311.4 million, all in the first quarter of fiscal 2008. This amount includes the
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effect of the net change in unsettled trades from September 30, 2007 of $16.1 million. Net repayments of
commercial paper were $297.2 million and net borrowings under short term borrowings were $299.4 million for
fiscal 2008. As of September 28, 2008, a total of $713.2 million in borrowings were outstanding under the combined
commercial paper program and revolving credit facility, as well as $15.9 million in letters of credit which were
outstanding under the credit facility, leaving $270.9 million of capacity available under the $1 billion combined
commercial paper program and revolving credit facility. Partially offsetting cash used for share repurchases were
proceeds of $112.3 million from the exercise of employee stock options and the sale of the Company’s common
stock from employee stock purchase plans. As options granted are exercised, Starbucks will continue to receive
proceeds and a tax deduction, but the amount and the timing of these cash flows cannot be reliably predicted as
option holders’ decisions to exercise options will be largely driven by movements in the Company’s stock price.

The following table summarizes the Company’s contractual obligations and borrowings as of September 28, 2008,
and the timing and effect that such commitments are expected to have on the Company’s liquidity and capital
requirements in future periods (in millions):

' Payments Due by Period

Less than 1 1-3 3-8 More than
Contractual Obligations' Total Year Years Years 5 Years
Debt obligations® .. ... ... ... ... ......... $15739 $ 7484 $ 692 $ 688 § 6875
Operating lease obligations™® .. ... ... ... ... . 5,098.1 741.0 1,367.2  L151.1 1,838.8
Purchase obligations™™ . ................... 682.3 575.5 93.2 1.1 2.5
Other obligations™ ... ... ... ... P 102.3 4.1 11.2 8.6 78.4
Total oo $7.456.6  $2,069.0  $1,5408 $1,239.6  $2,607.2

Liabilities for incomes taxes under FIN 48 were excluded as the Company is not able to make a reasonably
reliable estimate of the amount and period of related future payments. As of September 28, 2008, the Company
had $52.6 million of gross unrecognized tax benefits under FIN 48,

@ Debt amounts include principal maturities and expected interest payments on commercial paper, credit facility

borrowings, and long-term debt.

3 Amounts include the direct lease obligations, excluding any taxes, insurance and other related expenses.

) purchase obligations include agreements to purchase goods or services that are enforceable and tegally binding

on Starbucks and that specify all significant terms. Purchase obligations relate primarily to green coffee.

) Other obligations include other long-term liabilities primarily consisting of asset retirement obligations, capital

lease obligations and hedging instruments.

Starbucks expects to fund these commitments primarily with operating cash flows generated in the normal course of
business, as well as ongoing borrowings under the combined commercial paper program and revolving credit
facility.

Off-Balance Sheet Arrangement

The Company’s off-balance sheet arrangements relate to certain guarantees and are detailed in Note 17 to the
consolidated financial statements in this 10-K.

COMMODITY PRICES, AVAILABILITY AND GENERAL RISK CONDITIONS

Commodity price risk represents the Company’s primary market risk, generated by its purchases of green coffee and
dairy products. The Company purchases, roasts and sells high-quality whole bean arabica coffee and related
products and risk arises from the price volatility of green coffee. In addition to coffee, the Company also purchases
significant amounts of dairy products to support the needs of its Company-operated retail stores. The price and
availability of these commodities directly impacts the Company’s resuits of operations and can be expected to
impact its future results of operations, For additional details see Product Supply in Item 1, as well as Risk Factors in
Item 1A of this 10-K. '
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FINANCIAL RISK MANAGEMENT

Market risk is defined as the risk of losses due to changes in commodity prices, foreign currency exchange rates,
equity prices, and interest rates. The Company manages its exposure to various market-based risks according to an
umbrella risk management policy. Under this policy, market-based risks are quantified and evaluated for potential
mitigation strategies, such as entering into hedging transactions. The umbrella risk management policy governs the
hedging instruments the business may use and limits the dollar risk to net earnings. The Company also monitors and
limits the amount of associated counterparty credit risk. Additionally, this policy restricts, among other things, the
amount of market-based risk the Company will tolerate before implementing approved hedging strategies and
prohibits speculative trading activity. In general, hedge instruments do not have maturities in excess of five years.

The sensitivity analyses performed below provide only a limited, point-in-time view of the market risk of the
financial instruments discussed. The actual impact of the respective underlying rates and price changes on the
financial instruments may differ significantly from those shown in the sensitivity analyses.

Commodity Price Risk

The Company purchases commodity inputs, including coffee and dairy products that are used in its operations and
are subject to price fluctuations that impact its financial results. In addition to fixed-priced contracts and price-to-
be-fixed contracts for coffee purchases, the Company may enter into commodity hedges to manage commodity
price risk using financial derivative instruments. The Company performed a sensitivity analysis based on a 10%
change in the underlying commodity prices of its commeodity hedges, as of the end of fiscal 2008, and determined
that such a change would not have a significant effect on the fair value of these instruments.

Foreign Currency Exchange Risk

The majority of the Company’s revenue, expense and capital purchasing activities are transacted in US dollars.
However, because a portion of the Company’s operations consists of activities outside of the United States, the
Company has transactions in other currencies, primarily the Canadian dollar, British pound sterling, euro, and
Japanese yen. As a result, Starbucks may engage in transactions involving various derivative instruments to hedge
revenues, inventory purchases, assets, and liabilities denominated in foreign currencies.

As of September 28, 2008, the Company had forward foreign exchange contracts that hedge portions of anticipated
international revenue streams and inventory purchases. In addition, Starbucks had forward foreign exchange
contracts that qualify as accounting hedges of its net investment in Starbucks Japan, as well as the Company’s net
investments in its Canada, UK, and China subsidiaries, to minimize foreign currency exposure.

The Company also had forward foreign exchange contracts that are not designated as hedging instruments for
accounting purposes (free standing derivatives), but which largely offset the financial impact of translating certain
foreign currency denominated payables and receivables. Increases or decreases in the fair value of these hedges are
generally offset by corresponding decreases or increases in the US dollar value of the Company’s foreign currency
denominated payables and receivables (i.e. “hedged items”) that would occur within the hedging period.

The following table summarizes the potential impact to the Company’s future net earnings and other comprehensive
income (“OCI") from changes in the fair value of these derivative financial instruments due in turn to a change in the
value of the US dollar as compared to the level of foreign exchange rates. The information provided below relates
only to the hedging instruments and does not represent the corresponding changes in the underlying hedged items
(in millions):

September 28, 2008

Increase/(Decrease) to Net Farnings Increase/(Decrease) to OCI

10% Increase in 10% Decrease in 10% Increase in 10% Decrease in
Underlying Rate Underlying Rate Underlying Rate Underlying Rate

Foreign currency hedges. .. .... ..., .. $68 (56) 15 19y
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Equity Security Price Risk

The Company has minimal exposure to price fluctuations on equity mutual funds within its trading portfolio. The
trading securities approximate a portion of the Company’s liability under the MDCP. A corresponding liability is
included in “Accrued compensation and related costs” on the consolidated balance sheets. These investments are
recorded at fair value with unrealized gains and losses recognized in “Interest income and other, net” in the
consolidated statements of earnings. The offsetting changes in the MDCP liability are recorded in “General and
administrative expenses.” The Company performed a sensitivity analysis based on a 10% change in the underlying
equity prices of its investments, as of the end of fiscal 2008, and determined that such a change would not have a
significant effect on the fair value of these instruments.

Interest Rate Risk

The Company utilizes shott-term and long-term financing and may use interest rate hedges to manage the effect of
interest rate changes on its existing debt as well as the anticipated issuance of new debt. At the end of fiscal years
2008 and 2007, the Company did not have any interest rate hedge agreements outstanding.

The following table summarizes the impact of a change in interest rates on the fair value of the Company’s debt (in
millions):

September 28, 2008

Change in Fair Value

100 Basis Point Increase in 100 Basis Point Decrease in
Fair Value Underlying Rate Underlying Rate

Debt. . e $1,251 35) 35

The Company’s available-for-sale securities comprise a diversified portfolio consisting mainly of fixed income
instruments. The primary objectives of these investments are to preserve capital and liquidity. Available-for-sale
securities are investment grade and are recorded on the consolidated balance sheets at fair value with unrealized
gains and losses reported as a separate component of “Accumutated other comprehensive income.” The Company
does not hedge the interest rate exposure on its available-for-sale securities. The Company performed a sensitivity
analysis based on a 100 basis point change in the underlying interest rate of its available-for-sale securities as of the
end of fiscal 2008, and determined that such a change would not have a significant effect on the fair value of these
mstruments.

APPLICATION OF CRITICAL ACCOUNTING POLICIES

Critical accounting policies are those that management believes are both most important to the portrayal of the
Company’s financial condition and results, and require management’s most difficult, subjective or complex
judgments, often as a result of the need to make estimates about the effect of matters that are inherently uncertain.
Judgments and uncertainties affecting the application of those policies may result in materially different amounts
being reported under different conditions or using different assumptions.

Starbucks considers its policies on asset impairment, stock-based compensation, operating leases, self insurance
reserves and income taxes to be the most critical in understanding the judgments that are involved in preparing its
consolidated financial statements.

Asset Impairment

When facts and circumstances indicate that the carrying values of long-lived assets may be impaired, an evaluation
of recoverability is performed by comparing the carrying values of the assets to projected future cash flows, in
addition to other quantitative and qualitative analyses. For goodwill and other intangible assets, impairment tests are
performed annually and more frequently if facts and circumstances indicate goodwill carrying values exceed
estimated reporting unit fair values and if indefinite useful lives are no longer appropriate for the Company’s
trademarks. Upon indication that the carrying values of such assets may not be recoverable, the Company
recognizes an impairment loss as a charge against current operations. Judgments made by the Company related to
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the expected useful lives of long-lived assets and the ability of the Company to realize undiscounted cash flows in
excess of the carrying amounts of such assets are affected by factors such as the ongoing maintenance and
improvements of the assets, changes in economic conditions and changes in operating performance. As the
Company assesses the ongoing expected cash flows and carrying amounts of its long-lived assets, these factors
could cause the Company to realize material impairment charges.

Stock-based Compensation

Starbucks accounts for stock-based compensation in accordance with the fair value recognition provisions of
SFAS No. 123(R), “Share-Based Payment.” The Company uses the Black-Scholes-Merton option pricing model
which requires the input of subjective assumptions. These assumptions include estimating the length of time
employees will retain their stock options before exercising them (“expected term”), the estimated volatility of the
Company’s common stock price over the expected term and the number of options that will ultimately not complete
their vesting requirements (“forfeitures™). Changes in the subjective assumptions could materially affect the
estimate of fair value of stock-based compensation; however based on an analysis using changes in certain
assumptions that could be reasonably possible in the near term, management believes the effect on the expense
recognized for fiscal 2008 would not have been material.

Operating Leases

Starbucks leases retail stores, roasting and distribution facilities and office space under operating leases. The
Company provides for an estimate of asset retirement obligation (“ARQ”) expense at the lease inception date for
operating leases with requirements to remove leasehold improvements at the end of the lease term. Estimating
AROs involves subjective assumptions regarding both the amount and timing of actual future retirement costs.
Future actual costs could differ significantly from amounts initially estimated. In addition, the large number of
operating leases and the significant number of international markets in which the Company has operating leases
adds administrative complexity to the calculation of ARO expense, as well as to the other technical accounting
requirements of operating leases such as contingent rent. Starbucks accounts for lease contract termination costs in
accordance with SFAS 146, “Accounting for Costs Associated with Exit or Disposal Activities.” Estimating the cost
of certain lease exit costs involves subjective assumptions, including the time it would take to sublease the leased
location and the related potential sublease income. The estimated accruals for these costs could be significantly
affected if future experience differs from that used in the initial estimate.

Self Insurance Reserves

The Company uses a combination of insurance and self-insurance mechanisms, including a wholly owned captive
insurance entity and participation in a reinsurance pool, to provide for the potential liabilities for workers’
compensation, healthcare benefits, general liability, property insurance, director and officers’ liability insurance
and vehicle liability. Liabilities associated with the risks that are retained by the Company are not discounted and
are estimated, in part, by considering historical claims experience, demographic factors, severity factors and other
actuarial assumptions. The estimated accruals for these liabilities could be significantly affected if future occur-
rences and claims differ from these assumptions and historical trends.

Income Taxes

Starbucks accounts for income taxes in accordance with SFAS No. 109, *“Accounting for Income Taxes,” which
recognizes deferred tax assets and liabilities based on the differences between the financial statement carrying
amounts and the tax basis of assets and liabilities. Accruals for uncertain tax positions are accounted for under
FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement
No. 109" (“FIN 48”). Deferred tax assets and liabilities are measured using current enacted tax rates in effect for the
years in which those temporary differences are expected to reverse. Judgment is required in determining the
provision for income taxes and related accruals, deferred tax assets and liabilities. These include establishing a
valuation allowance related to the realizability of certain deferred tax assets, Accounting for uncertain tax positions
requires significant judgments, including estimating the amount, timing and likelihood of ultimate settlement.
Although the Company believes that its estimates are reasonable, actual results could differ from these estimates.
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RECENT ACCOUNTING PRONOUNCEMENTS

See Note 1 to the Consolidated Financial Statements in this 10-K.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The information required by this item is incorporated by reference to the section entitled “Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Commodity Prices, Availability
and General Risk Conditions” and “Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Financial Risk Management” in Item 7 of this Report.
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Item 8. Financial Statements and Supplementary Data

STARBUCKS CORPORATION

CONSOLIDATED STATEMENTS OF EARNINGS
In millions, except earnings per share

Fiscal Year Ended Sep 218, 2008 Sep 30, 2007 . Oct 1, 2006
Net revenues:
Company-operated retail .. ... ... ... .. . . .. ... ) $ 87719 $7.998.3 $6,583.1
Specialty:
Licensing . . . . ... e e e LI71.6 1,026.3 860.6
Foodservice andother ........ ... ... ... .. ... o ou. ... 439.5 386.9 343.2
Total specialty . ... ... . .. .. 1,611.1 1,413.2 1,203.8
Total netrevenues .. . ... ..t 10,383.0 9411.5 7,786.9
Cost of sales including occupancy costs . .. . ... ... ... .. ... ... 4,645.3 3,999.1 3,178.8
Store operating €Xpenses . ... . ... i e 3,745.1 3,215.9 2,687.8
Other operating eXpenses. . . ... .. .. vttt 330.1 294.2 25379
Depreciation and amortization expenses . . . .. ... ...... .., . ..., . 549.3 467.2 387.2
General and administrative eXpenses . . .......v.ei e annnn. 456.0 489.2 479.4
Restructuring charges . ... ... ... ... i i 266.9 — —
Total operating exXpenses. . .. ....ouvt it 9,992.7 8.465.6 6,986.9
Income from equity INVeSIEES. .. ... .. vt 113.6 108.0 94.0
Operating inCome . ... ... ... 503.9 1.053.9 894.0
Interest income and other, net .. .................. ... ....... 9.0 40.4 207
Interest €Xpense. . . ... oot e (53.4) (38.0) (8.4)
Earnings before income taxes. .. .. ... . .. i e, 459.5 1,056.3 906.3
INCOME tAXES . . . . ottt i e e 144.0 383.7 324.8
Earnings before cumulative effect of change in accounting principle . . 3155 672.6 581.5
Cumulative effect of accounting change for FIN 47, net of taxes. . ... — — 17.2
Nel BaMMINES. o ottt e et e $ 3155 § 6726 $ 5643

Per common share:
Earnings before cumulative effect of change in accounting

principle — basic . . ... .. . e $ 043 $ 090 $ 076
Cumulative effect of accounting change for FIN 47, net of _

62 ¢i S O — — 0.02
Netearnings —basic ... .. ... 5§ 043 $ 090 § 074
Earnings before cumulative effect of change in accounting

principle —diluted . . ... ... ... L 3 043 $ 087 $ 073
Cumulative effect of accounting change for FIN 47, net of

BAXES © oo ettt e e e e e e — — 0.02
Net earnings —diluted . . .. .......... ... ... .. ..o, $ 0.43 $ 087 $ 071

Weighted average shares outstanding:

BasiC . . e 731.5 749.8 766.1
Diluted ... ... . 741.7 770.1 792.6

See Notes to Consolidated Financial Statements.
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STARBUCKS CORPORATION

CONSOLIDATED BALANCE SHEETS
In millions, except per share data

Sep 28, Sep 30,
Fiscal Year Ended 2008 2007
ASSETS
Current assets:
Cash and cash equivalents . ........ .. .. 0. $ 269.8 $ 2813
Short-term investments — available-for-sale securities . . .. .......... ... ... ... 3.0 838
Short-term investments — trading securities . ......... ... . oo 49.5 73.6
Accounts receivable, net. . .. ... ... . ... e e e 329.5 2879
Inventories................ e e e e s 692.8 691.7
Prepaid expenses and other current assets . .. ... ... i i s 169.2 148.8
Deferred inCOME [AXES, MEL. . . ... vttt et e et s 234.2 129.4
TO] CUTTENT ASSEIS . o v o o o ittt et it e it et e e e ettt it aa e neanas 1,748.0 1,696.5
Long-term investments — available-for-sale securities. . . ........ ... .. ......... 7.4 21.0
Equity and cost investments . . .. ... .ottt e e e e 302.6 258.9
Property, plant and equipment, net . . ... ... . e 2,956.4 2,890.4
OUhEr A88EES . . . . o ... e e e 261.1 219.4
Other intangible aSSetS. . .. ... o it it e e e 66.6 42.1
Goodwill . .. e 266.5 215.6
TOTAL ASSETS . . .o e e e e $5,672.6 $5,343.9
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Commercial paper and short-term borrowings . .. ... .. ... ... ... ., $ 7130 $ 7103
Accounts payable. . ... ... e 3249 390.8
Accrued compensation and related costs .. .. ... .. i e 253.6 292.4
Accrued 0CCUPANCY COBLS . . . oottt it e 136.1 74.6
ACCTUE TAXES . . oot e 76.1 92.5
INSUIANCE TESEIVES & . ittt et ettt ettt e e e e et e e e ee s 152.5 137.0
Other accrued eXpenses . .. ... ...t it it e 164.4 160.3
Deferred revenue . ... .... e e e e e e e s 368.4 296.9
Current portion of long-termdebt . . ... ... ... ... ... ... . i i 0.7 0.8
Total current Liabilities . . . ... .. ... . .. . . e 2,189.7 2,155.6
Long-term debt . .. ... L 549.6 550.1
Other long-term liabilities ... ... . ... . i i e 4424 354.1
Total liabilities . . . . . ... .. e e 3,181.7 3,059.8
Shareholders’ equity:
Common stock ($0.001 par value) — authorized, 1,200.0 shares; issued and
outstanding, 735.5 and 738.3 shares, respectively (includes 3.4 common stock
units in both periods) ... ..o 0.7 0.7
Other additional paid-in-capital. .. ....... ... .. ... . .. ... .. .. i 394 394
Retained earmings. . .ottt e et e et e e e 2,402.4 2,189.4
Accumulated other comprehensive inCome . ... ... vt i 48.4 54.6
Total shareholders’ equity . .. ... ... .. ... it e e s 2,4909 2,284.1
TOTAL LIABILITIES AND SHAREHOLDERS EQUITY ................... $5.672.6 $5,343.9

See Notes to Consolidated Financial Statements.
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STARBUCKS CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS
In millions

Sep 28, Sep 30, Oct 1,
Fiscal Year Ended 2008 2007 2006
OPERATING ACTIVITIES:
Net eamings . ... ... it e e e $ 3155 % 6726 $ 5643
Adjustments to reconcile net earnings to net cash provided by operating
activities:
Cumulative effect of accounting change for FIN 47, net of taxes. . ... .... — — 17.2
Depreciation and amortization. . . ....... .. ... it 604.5 491.2 412.6
Provision for impairments and asset disposals ... ... ............... 325.0 26.0 19.6
Deferred income taxes, net . .. ... ... . ...ttt (1r7z.n 37.3) (84.3)
Equity inincome of investees . .. .......... ... . . i (61.3) (65.7) (60.6)
Distributions of income from equity investees .. .................... 52.6 65.9 49.2
Stock-based compensation. . . ....... ... L 75.0 103.9 105.7
Tax benefit from exercise of stock options . . . . ... .................. 38 1.7 1.3
Excess tax benefit from exercise of stock options. . . ................. (14.7) 93.1) (117.4)
L0 11 1= U (0.1) 0.7 2.0
Cash provided/(used) by changes in operating assets and liabilities:
T (1) o 1= (0.6) (48.6) (85.5)
Accounts payable . . .. ... ... . .. (63.9) 36.1 105.0
ACCrued taXES . . . .. e 7.3 86.4 132.7
Deferred revenue ... ... o e 724 63.2 56.6
Other operating assets and liabilities ... ... ... ... ... . ... ... 60.3 222 13.2
Net cash provided by operating activities. . .......................... 1,258.7 1,331.2  1,i31.6
INVESTING ACTIVITIES:
Purchase of available-for-sale securities . . ... ........ .. ... oo, (71.8) 2374y (639.2)
Maturity of available-for-sale securities ... ............ ... ... .... 200 178.2 269.1
Sale of available-for-sale securities . ............... .. ... .. ....... 759 475 4312
Acquisitions, net of cash acquired . . .. ......... ... .. L L (74.2) (53.3) {(91.7)
Net purchases of equity, other investments and other assets . ........... (52.0) (56.6) (39.2)
Net additions to property, plant and equipment. . .. .................. {(984.5) (1,080.3) (771.2)
Net cash used by investing activities . . . ... ....... ... ... . . (1,086.6) (1,201.9) (841.0)
FINANCING ACTIVITIES:
Repayments of commercial paper . ............. ... ... . L. (66,068.0) (16,600.9) —
Proceeds from issuance of commercial paper....................... 65,770.8  17,311.1 —
Repayments of short-term borrowings . ......... ... ... ... ... ..... (228.8) (1,470.0) (993.1)
Proceeds from short-term borrowings. . ... ...... ... ... ... . ... 528.2 770.0 1,416.1
Proceeds from issuance of common stock .......... ... ... .. ... 1123 176.9 159.2
Excess tax benefit from exercise of stock options. . .................. 14,7 93.1 117.4
Principal payments on long-termdebt . .. ..... ... ... .. ... .. .. .. ... 0.6) . (0.8) (0.9)
Proceeds from issuance of long-term debt . .. .. .. ... ... .. ... . ... — 549.0 —
Repurchase of common stock .. .......... ... ... . . .. 311.4) (996.8) (854.0)
Other. ... e (1.7) (3.5) —
Net cash used by financing activities. . .. ... ..., .. ... (184.5) (171.9) (155.3)
Effect of exchange rate changes on cash and cash equivalents .. .......... 0.9 11.3 3.5
Net increase/(decrease) in cash and cash equivalents .. ................. (11.5) (31.3) 138.8
CASH AND CASH EQUIVALENTS: :
Beginning of period . . . ... ... e 2813 3126 173.8
Endoftheperiod. ..... ... 0 i $ 2698 % 2813 % 3126
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid during the period for:
Interest, net of capitalized interest. . .. ... ittt $ 527 % 353 %8 106
INCOME (AXES « . oottt et e e e $ 2595 3 3422 § 274.1

See Notes to Consolidated Financial Statements.
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STARBUCKS CORPORATION

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
In millions

Balance, October 2,2005 ................
NEetGarmings. . . .. vcvv v v vmneennennns
Unrealized holding gain, net. .. .. ........
Translation adjustment, netof tax . .. ......

Comprehensive income . . . .......... ...

Stock-based compensation expense . . .. .. ..

Exercise of stock options, including tax
benefit of $116.8...................

Sale of common stock, including tax benefit
of $1.9. . ..

Repurchase of common stock. . ... .. ...

Balance, October 1,2006 . ... ............
Neteamings. . ... .. ..o
Unrealized holding loss, net. .. ..........
Translation adjustment, net of tax . ... .. ...

Comprehensive income . . .. ............

Stock-based compensation expense .. ... ...

Exercise of stock options, including tax
benefit of $95.3. ... . ... . .,

Sale of commeon stock, including tax
provisionof $0.1. .. ........... ...

Repurchase of common stock . . ... ... ..

Batance, September 30,2007, . ............
Cumulative impact for adoption of FIN 48. . .
Netearnings. . . ..o e
Unrealized holding gain, net. . .. .........
Translation adjustment, net of tax . ... ... ..

Comprehensive income . ......... ... ..

Stock-based compensation expense . . .. .. ..

Exercise of stock options, including tax
benefitof $8.4 ... ... ... ... ...

Sale of common stock, including tax benefit
of SO ...

Repurchase of common stock. . ........ ..

Balance, September 28, 2008 ... . ....... ..

See Notes to Consolidated Financial Statements.

Additional Additional

Other

Accumulated
Other

Common Stock  Paid-in Paid-in  Retained Comprehensive
Shares Amount Capital J Capital  Earnings Income/{Loss) Total
7674 $0.7 $ 902 $39.4  $1,939.0 $209 $ 2,090.2
— — — — 564.3 — 564.3
— — — — — 1.8 1.8
. — — — — 14.6 14.6
580.7
— — 107.7 — — — 107.7
13.2 — 2353 — — — 2353
1.6 — 42.7 — — — 42.7
(25.6) — (475.9) — (352.2) — (828.1)
756.6  $0.7 $ — $39.4  $2,151.1 $373 $2,2285
— — — — 672.6 — 672.6
— — — — — (20.4) (20.4)
— — — — — 37.7 37.7
| 689.9
- 106.4 — — — 106.4
12.8 — 225.2 — — — 2252
1.9 — 46.8 — —_ — 46.8
(3300 — (378.4) — (634.3) — (1,012.7)
7383 §0.7 8 — 8394  $2,1894 $ 346 §2,284.1
- - a6  — (L7) — (33)
— — e — 3155 — 3155
— — — — — 0.8 0.8
— — — — — (7.0) (1.0)
309.3
— — 76.8 — — — 76.8
6.6 — 774 — — — 774
28 — 41.9 —_ -— — 419
2.2y — (194.5) — (100.8) — (295.3)
735.5 $0.7 5 — $39.4  $2,402.4 $ 48.4 $ 24909
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STARBUCKS CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Fiscal Years ended September 28, 2008, September 30, 2007 and October 1, 2006

Note 1: Summary of Significant Accounting Policies

Description of Business

Starbucks Corporation (together with its subsidiaries, “Starbucks” or the “Company™) purchases and roasts high-
quality whole bean coffees and sells them, along with fresh, rich-brewed coffees, Italian-style espresso beverages,
cold blended beverages, a variety of complementary food items, a selection of premium teas, and coffee-related
accessories and equipment, primarily through its Company-operated retail stores. Starbucks also sells coffee and tea
products and licenses its trademark through other channels such as licensed stores, and, through certain of its equity
investees and licensees, Starbucks produces and sells a variety of ready-to-drink beverages. All channels outside the
Company-operated retail stores are collectively known as specialty operations, Additional details on the nature of
the Company’s business is in Item | of this 10-K.

Starbucks has three reportable operating segments:; United States, International and Global Consumer Products
Group ("CPG”). See Note 18 for additional details.

Principles of Consolidation

The consolidated financial statements reflect the financial position and operating results of Starbucks, including
wholly owned subsidiaries and investees controlled by the Company. Investments in entities that the Company does
not control, but has the ability to exercise significant influence over operating and financial policies, are accounted
for under the equity method. Investments in entities in which Starbucks does not have the ability to exercise
significant influence are accounted for under the cost method. Intercompany transactions and balances have been
eliminated.

Fiscal Year End

Starbucks Corporation’s fiscal year ends on the Sunday closest to September 30. Some fiscal years include
53 weeks. The fiscal years ended on September 28, 2008, September 30, 2007 and October 1, 2006 included
52 weeks.

Reclassifications

Certain reclassifications of prior year's balances have been made to conform to the current format, including
separately presenting balances for “Insurance reserves” on the consolidated balance sheet.

Estimates and Assumptions

Preparing financial statements in conformity with accounting principles generally accepted in the United States of
America (“GAAP”) requires management to make estimates and assumptions that affect the reported amounts of
assets, liabilities, revenues and expenses. Actual results may differ from these estimates.

Cash and Cash Equivalents

The Company considers all highly liquid instruments with a maturity of three months or less at the time of purchase
to be cash equivalents. The Company maintains cash and cash equivalent balances with financial institutions that
exceed federally insured limits. The Company has not experienced any losses related to these balances, and
management believes its credit risk to be minimal. '

Cash Management

The Company’s cash management system provides for the funding of all major bank disbursement accounts on a
daily basis as checks are presented for payment. Under this system, outstanding checks are in excess of the cash
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balances at certain banks, which creates book overdrafts. Book overdrafts are presented as a current liability in
“Accounts payable” on the consolidated balance sheets.

Short-term and Long-term Investments

The Company’s short-term and long-term investments consist primarily of investment-grade debt securities as well
as bond and equity mutual funds, all of which are classified as available-for-sale or trading. As of September 28,
2008, a substantial portion of the Company’s available-for-sale investments consisted of auction rate securities, as
described in more detail in Note 4. Trading securities are recorded at fair value with unrealized holding gains and
losses included in net earnings. Available-for-sale securities are recorded at fair value, and unrealized holding gains
and losses are recorded, net of tax, as a separate component of accumulated other comprehensive income.
Available-for-sale securities with remaining maturities of less than one year and those identified by management at
time of purchase for funding operations in less than one year are classified as short-term, and all other available-for-
sale securities are classified as long-term. Unrealized losses are charged against net earnings when a decline in fair
value is determined to be other than temporary. Management reviews several factors to determine whether a loss is
other than temporary, such as the length of time a security is in an unrealized loss position, the extent to which fair
value is less than amortized cost, the impact of changing interest rates in the short and long term, the financial
condition and near term prospects of the issuer and the Company’s intent and ability to hold the security for a period
of time sufficient to allow for any anticipated recovery in fair value. Realized gains and losses are accounted for on
the specific identification method. Purchases and sales are recorded on a trade date basis.

Fair Value of Financial Instruments

The carrying value of cash and cash equivalents approximates fair value because of the short-term maturity of those
instruments. The fair value of the Company’s investments in marketable debt and equity securities, as well as bond
and equity mutual funds, is based upon the quoted market price on the last business day of the fiscal year. For equity
securities of companies that are privately held, or where an observable quoted market price does not exist, the
Company estimates fair value using a variety of valuation methodologies. Such methodologies include comparing
the security with securitics of publicly traded companies in similar lines of business, applying revenue muitiples to
estimated future operating results for the private company and estimating discounted cash flows for that company.
Declines in fair value below the Company’s carrying value deemed to be other than temporary are charged against
net earnings. For further information on investments, see Notes 4 and 7. The fair value of the Company’s debt is
estimated based on the quoted market prices for the same or similar issues or on the current rates offered to the
Company for debt of the same remaining maturities. The carrying value of short-term debt approximates fair value.
The estimated fair value of Starbucks $550 million of 6.25% Senior Notes was approximately $536 million.

Derivative Instrumenis

The Company manages its exposure to various risks within the consolidated financial statements according to an
umbrella risk management policy. Under this policy, Starbucks may engage in transactions involving various
derivative instruments, with maturities generally not longer than five years, to hedge interest rates, commodity
prices, and foreign currency denominated revenues, purchases, assets and liabilities.

The Company records all derivatives on the balance sheets at fair value. For a cash flow hedge, the effective portion
of the derivative’s gain or loss is initially reported as a component of other comprehensive income {“OCI”"} and
subsequently reclassified into net earnings when the hedged exposure affects net earnings. For a net investment
hedge, the effective portion of the derivative’s gain or loss is reported as a component of OCL

Cush flow hedges related to anticipated transactions are designated and documented at the inception of each hedge
by matching the terms of the contract to the underlying transaction. The Company classifies the cash flows from
hedging transactions in the same categories as the cash flows from the respective hedged items. Once established,
cash flow hedges are generally not removed until maturity unless an anticipated transaction is no longer likely to
occur. Discontinued or dedesignated cash flow hedges are immediately settled with counterparties, and the related
accumulated derivative gains or losses are recognized in “Interest income and other, net” on the consolidated
statements of earnings.
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Forward contract effectiveness for cash flow hedges is calculated by comparing the fair value of the contract to the
change in value of the anticipated transaction using forward rates on a monthly basis. For net investment hedges, the
spot-to-spot method is used to calculate effectiveness. Under this method, the change in fair value of the forward
contract attributable to the changes in spot exchange rates (the effective portion) is reported as a component of QCI,
The remaining change in fair value of the forward contract (the ineffective portion) is reclassified into net earnings,
Any ineffectiveness is recognized immediately in “Interest income and other, net” on the consolidated statements of
garnings.

The Company aiso entered into foreign currency forward contracts that are not designated as hedging instruments
for accounting purposes. These contracts are recorded at fair value, with the changes in fair value recognized in
“Interest income and other, net” on the consolidated statements of earnings.

Allowance for Doubtful Accounts

Alowance for doubtful accounts is calculated based on historical experience, customer credit risk and application
of the specific identification method. As of September 28, 2008 and September 30, 2007, the allowance for doubtful
accounts was 34.5 million and $3.2 million, respectively.

Inventories

Inventories are stated at the lower of cost (primarily moving average cost) or market. The Company records
inventory reserves for obsolete and slow-moving items and for estimated shrinkage between physical inventory
counts. Inventory reserves are based on inventory turnover trends, historical experience and application of the
specific identification method. As of September 28, 2008 and September 30, 2007, inventory reserves were
$25.5 mitlion and $14.9 million, respectively.

Property, Plant and Equipment

Property, plant and equipment are carried at cost less accumulated depreciation. Depreciation of property, plant and
equipment, which includes assets under capital leases, is provided on the straight-line method over estimated useful
lives, generally ranging from two to seven years for equipment and 30 to 40 years for buildings. Leasehold
improvements are amortized over the shorter of their estimated useful lives or the related lease life, generally
10 years. For leases with renewal periods at the Company’s option, Starbucks generally uses the original lease term,
excluding renewal option periods, to determine estimated useful lives. If failure 10 exercise a renewal option
imposes an economic penalty to Starbucks, management may determine at the inception of the lease that renewal is
reasonably assured and include the renewal option period in the determination of appropriate estimated useful lives.
The portion of depreciation expense related to production and distribution facilities is included in “Cost of sales
including occupancy costs” on the consolidated statements of earnings. The costs of repairs and maintenance are
expensed when incurred, while expenditures for refurbishments and improvements that significantly add to the
productive capacity or extend the useful life of an asset are capitalized. When assets are retired or sold, the asset cost
and related accumulated depreciation are eliminated with any remaining gain or loss reflected in net earnings.

Goodwill and Other Intangible Assets

Goodwill and other intangible assets are tested for impairment annually and more frequently if facts and
circumstances indicate goodwill carrying values exceed estimated reporting unit fair values and if indefinite
useful lives are no longer appropriate for the Company’s trademarks. Based on the impairment tests performed,
there was no impairment of goodwill or other intangible assets in fiscal 2008, 2007 and 2006. Definite-lived
intangibles, which mainly consist of contract-based patents and copyrights, are amortized over their estimated
useful fives. For further information on goodwill and other intangible assets, see Note 9.

Long-lived Assets

When facts and circumstances indicate that the carrying values of long-lived assets may be impaired, an evaluation
of recoverability is performed by comparing the carrying values of the assets to projected undiscounted future cash
flows in addition to other quantitative and qualitative analyses. Upon indication that the carrying values of such
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assets may not be recoverable, the Company recognizes an impairment loss by a charge to net earnings. The fair
value of the assets is estimated using the discounted future cash flows of the assets. Property, plant and equipment
assets are grouped at the lowest level for which there are identifiable cash flows when assessing impairment. Cash
flows for retail assets are identified at the individual store level. Long-lived assets to be disposed of are reported at
the lower of their carrying amount, or fair value less estimated costs to sell.

The Company recognized net impairment and disposition losses of $325.0 million, $26.0 million and $19.6 million
in fiscal 2008, 2007 and 2006, respectively, due to underperforming Company-operated retail stores, as well as
renovation and remodeling activity in the normal course of business. The net losses in fiscat 2008 include
$201.6 million of asset impairments related to the US and Australia store closures and charges incurred for office
facilities no longer occupied by the Company due to the reduction in positions within Starbucks leadership structure
and non-store organization. See Note 3 for further details. Depending on the underlying asset that is impaired, these
losses may be recorded in any one of the operating expense lines on the consolidated statements of earnings: for
retail operations, these losses are recorded in “Restructuring charges” and “Store operating expenses”; for specialty
operations, these losses are recorded in “Other operating expenses”; and for all other operations, these losses are
recorded in “Cost of sales including occupancy costs,” “General and administrative expenses,” or “Restructuring
charges.”

Insurance Reserves

The Company uses a combination of insurance and self-insurance mechanisms, including a wholly owned captive
insurance entity and participation in a reinsurance pool, to provide for the potential liabilities for workers’
compensation, healthcare benefits, general liability, property insurance, director and officers’ liability insurance
and vehicle liability. Liabilities associated with the risks that are retained by the Company are not discounted and
are estimated, in part, by considering historical claims experience, demographic factors, severity factors and other
actvarial assumptions.

Revenue Recognition

Consolidated revenues are presented net of intercompany eliminations for wholly owned subsidiaries and investees
controlled by the Company and for licensees accounted for under the equity method, based on the Company's
percentage ownership. Additionally, consolidated revenues are recognized net of any discounts, returns, allowances
and sales incentives, including coupon redemptions and rebates.

Stored Value Cards

Revenues from the Company’s stored value cards, such as the Starbucks Card, and gift certificates are recognized
when tendered for payment, or upon redemption. Qutstanding customer balances are included in “Deferred
revenue” on the consolidated balance sheets, There are no expiration dates on the Company’s stored value cards or
gift certificates, and Starbucks does not charge any service fees that cause a decrement to customer balances.

While the Company will continue to honor all stored value cards and gift certificates presented for payment,
management may determine the likelihood of redemption to be remote for certain card and certificate balances due
to, among other things, long periods of inactivity. In these circumstances, to the extent management determines
there is no requirement for remitting balances to government agencies under unclaimed property laws, card and
certificate balances may be recognized in the consolidated statements of earnings in “Interest income and other,
net.” For the fiscal years ended September 28, 2008, September 30, 2007 and October 1, 2006, income recognized
on unredeemed stored value card balances and gift certificates was $13.6 million, $12.9 million and $4.4 million,
respectively.

Retail Revenues

Company-operated retail store revenues are recognized when payment is tendered at the point of sale. Starbucks
maintains a sales return allowance to reduce retail revenues for estimated future product returns, including brewing
equipment, based on historical patterns. Retail store revenues are reported net of sales, use or other transaction taxes
that are collected from customers and remitted to taxing authorities.
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Specialty Revenues

Specialty revenues consist primarily of product sales to customers other than through Company-operated retail
stores, as well as royalties and other fees generated from licensing operations. Sales of coffee, tea and related
products are generally recognized upon shipment to customers, depending on contract terms. Shipping charges
billed to customers are also recognized as revenue, and the related shipping costs are included in “Cost of sales
including occupancy costs” on the consolidated statements of earnings.

Specific to retail store licensing arrangements, initial nonrefundable development fees are recognized upon
substantial performance of services for new market business development activities, such as initial business, real
estate and store development planning, as well as providing operational materials and functional training courses
for opening new licensed retail markets. Additional store licensing fees are recognized when new licensed stores are
opened. Royalty revenues based upon a percentage of reported sales and other continuing fees, such as marketing
and service fees, are recognized on a monthly basis when earned. For certain licensing arrangements, where the
Company intends to acquire an ownership interest, the initial nonrefundable development fees are deferred to
“Other long-term liabilities” on the consolidated balance sheets until acquisition, at which point the fees are
reflected as a reduction of the Company’s investment.

Other arrangements involving multiple elements and deliverables as well as upfront fees are individually evaluated
for revenue recognition. Cash payments received in advance of product or service delivery are recorded in
“Deferred revenue” until earned.

Adbvertising

The Company expenses most advertising costs as they are incurred, except for certain production costs that are
expensed the first time the advertising campaign takes place and direct-response advertising, which is capitalized
and amortized over its expected period of future benefits. Direct-response advertising consists primarily of
customer acquisition expenses including applications for customers to apply for the Starbucks Card Duetto®
Visa®. These capitalized costs are amortized over the life of the credit card which is estimated to be three years.

Total advertising expenses, recorded in “Store operating expenses,” “Other operating expenses” and “General and
administrative expenses” on the consolidated statements of earnings, totaled $129.0 million, $103.5 million and
$107.5 million in fiscal 2008, 2007 and 2006, respectively. As of September 28, 2008 and September 30, 2007,
$8.8 million and $12.0 million, respectively, of capitalized advertising costs were recorded in “Prepaid expenses
and other current assets’ and “Other assets” on the consolidated balance sheets.

Research and Development

Starbucks expenses research and development costs as they are incurred, The Company spent approximately
$7.2 million, $7.0 million and $6.5 million during fiscal 2008, 2007 and 2006, respectively, on technical research
and development activities, in addition to customary product testing and product and process improvements in all
areas of its business.

Store Preapening Expenses

Costs incurred in connection with the start-up and promotion of new store openings are expensed as incurred.

Operating Leases

Starbucks leases retail stores, roasting and distribution facilities and office space under operating leases. Most lease
agreements contain tenant improvement allowances, rent holidays, lease premiums, rent escalation clauses and/or
contingent rent provisions. For purposes of recognizing incentives, premiums and minimum rental expenses on a
straight-line basis over the terms of the leases, the Company uses the date of initial possession to begin amortization,
which is generally when the Company enters the space and begins to make improvements in preparation of intended
use.
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For tenant improvement allowances and rent holidays, the Company records a deferred rent lrability in “Accrued
occupancy costs” and *Other long-term liabilities” on the consolidated balance sheets and amortizes the deferred
rent over the terms of the leases as reductions to rent expense on the consolidated statements of earnings.

For premiums paid upfront to enter a lease agreement, the Company records a deferred rent asset in “Prepaid
expenses and other current assets” and “Other assets” on the consolidated balance sheets and then amortizes the
deferred rent over the terms of the leases as additional rent expense on the consolidated statements of earnings.

For scheduled rent escalation clauses during the lease terms or for rental payments commencing at a date other than
the date of initial occupancy, the Company records minimum rental expenses on a straight-line basis over the terms
of the leases on the consolidated statements of earnings.

Certain leases provide for contingent rents, which are determined as a percentage of gross sales in excess of
specified levels. The Company records a contingent rent liability in “Accrued occupancy costs™ on the consolidated
balance sheets and the corresponding rent expense when specified levels have been achieved or when management
determines that achieving the specified levels during the fiscal year is probable.

When ceasing operations in Company-operated stores under operating leases, the Company accounts for any lease
contract termination costs in accordance with SFAS 146, “Accounting for Costs Associated with Exit or Disposal
Activities.” Accordingly, in cases where the lease contract specifies a termination fee due to the landlord, the
Company records such expense at the time written notice is given to the landlord. In cases where terms, including
termination fees, are yet to be negotiated with the landlord, the Company will record the expense upon signing of an
agreement with the landlord. Finally, in cases where the landlord does not allow the Company to prematurely exitits
lease, but allows for subleasing, the Company estimates the fair value of any sublease income that can be generated
from the location and records as an expense the excess of remaining lease payments to the landlord over the
projected sublease income at the cease-use date.

Asset Retirement Obligations

Starbucks accounts for asset retirement obligations under FASB Interpretation No. 47 (“FIN 47"), “Accounting for
Conditional Asset Retirement Obligations — an interpretation of FASB Statement No. 143,” which it adopted at the
end of fiscal 2006. FIN 47 requires recognition of a liability for the fair value of a required asset retirement
obligation (“ARO”) when such obligation is incurred. The Company’s AROs are primarily associated with
leasehold improvements which, at the end of a lease, the Company is contractually obligated to remove in order
to comply with the lease agreement. At the inception of a lease with such conditions, the Company records an ARO
liability and a corresponding capital asset in an amount equal to the estimated fair value of the obligation. The
liability is estimated based on a number of assumptions requiring management’s judgment, including store closing
costs, cost inflation rates and discount rates, and is accreted to its projected future value over time. The capitalized
asset is depreciated using the convention for depreciation of leasehold improvement assets. Upon satisfaction of the
ARO conditions, any difference between the recorded ARO liability and the actual retirement costs incurred is
recognized as an operating gain or loss in the consolidated statements of earnings.

ARO expense was $6.5 million and $4.2 million, in fiscal 2008 and 2007, respectively, with components included in
“Costs of sales including occupancy costs,” and “Depreciation and amortization expenses”. The initial impact of
adopting FIN 47 at the end of fiscal year 2006 was a charge of $27.1 million, with a related tax benefit of
$9.9 mitlion, for a net expense of $17.2 million, with the net amount recorded as a cumulative effect of a change in
accounting principle on the consolidated statement of earnings for fiscat year 2006. As of September 28, 2008 and
September 30, 2007, the Company’s net ARO asset included in “Property, plant and equipment, net” was
$18.5 million and $20.2 million, respectively, while the Company’s net ARQ liability included in “Other long-
term liabilities” was $44.6 million and $43.7 million, as of the same respective dates,

Stock-based Compensation

The Company maintains several equity incentive plans under which it may grant non-qualified stock options,
incentive stock options, restricted stock, restricted stock units (“RSUs”} or stock appreciation rights to employees,
non-employee directors and consultants. The Company also has employee stock purchase plans (“ESPP”). RSUs
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issued by the Company are equivalent to nonvested shares, as defined by SFAS 123(R), “Share-Based Payment”
{“SFAS 123R"). See Note 14 for additional details.

Foreign Currency Translation

The Company’s international operations generally use their local currency as their functional currency. Assets and
liabilities are translated at exchange rates in effect at the balance sheet date. Income and expense accounts are
transtated at the average monthly exchange rates during the year. Resulting translation adjustments are recorded as a
separate component of “Accumulated other comprehensive income” on the consolidated balance sheets.

Income Taxes

The Company computes income taxes using the asset and liability method, under which deferred income taxes are
provided for the temporary differences between the financial statement carrying amounts and the tax basis of the
Company's assets and liabilities. The Company will establish a valuation allowance for deferred tax assets if it is
more likely than not that these items will either expire before the Company is able to realize their benefits, or that
future deductibility is uncertain. Periodically, the valuation allowance is reviewed and adjusted based on
management’s assessments of realizable deferred tax assets,

On October 1, 2007, the first day of the Company’s first fiscal quarter of 2008, Starbucks adopted FASB
Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement
No. 109" (“FIN 48"). FIN 48 clarifies the accounting for uncertainty in income tax positions recognized in the
financial statements in accordance with SFAS No. 109. Under FIN 48, the Company may recognize the tax benefit
from an uncertain tax position only if it is more likely than not that the tax position will be sustained on examination
by the taxing authorities, based on the technical merits of the position. The tax benefits recognized in the financial
statements from such a position should be measured based on the largest benefit that has a greater than 50%
likelihood of being realized upon ultimate settlement. FIN 48 also provides guidance on measurement, classifi-
cation, interest and penalties associated with tax positions, and income tax disclosures. The Company recognizes
interest and penalties related to income tax matters in income tax expense. The cumulative effects of applying
FIN 48 have been recorded as a decrease of $1.7 million and $1.6 million, respectively, to the Company’s fiscal
2008 opening balances of retained earnings and additional paid-in capital. See Note 15 for additional details.

Earnings per Share

Basic earnings per share is computed on the basis of the weighted average number of shares and common stock units
that were outstanding during the period. Diluted earnings per share includes the dilutive effect of common stock
equivalents consisting of certain shares subject to stock options and RSUs, using the treasury stock method.

Common Stock Share Repurchases

The Company may repurchase shares of its common stock under a program authorized by its Board of Directors
including pursuant (o a contract, instruction or written plan meeting the requirements of Rule 10b3-1(c)(1) of the
Securities Exchange Act of [934. In accordance with the Washington Business Corporation Act, share repurchases
are not displayed separately as treasury stock on the consolidated balance sheets or consolidated statements of
shareholders’ equity. Instead, the par value of repurchased shares is deducted from “Common stock™ and the
remaining excess repurchase price over par valtue is deducted from “Additional paid-in capital’ and from “Retained
eamnings,” once additional paid-in capital is depleted. See Note 13 for additional information.

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 157"}, which defines fair
value, establishes a framework for measuring fair value and expands disclosures about fair value measurements. For
financial assets and liabilities, SFAS 157 will be effective for Starbucks first fiscal quarter of 2009. As permitted by
FSP-FAS 157-2, SFAS 157 is effective for nonfinancial assets and liabilities for Starbucks first fiscal quarter of
" 2010. Starbucks believes the adoption of SFAS 157 for its financial assets and liabilities will not have a material
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impact on the Company’s consolidated financial statements and continues to evaluate the potential impact of the
adoption of SFAS 157 related to its nonfinancial assets and liabilities.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities” (“SFAS 159™). SFAS 159 permits companies to choose to measure many financial instruments and
certain other items at fair value. SFAS 159 will be effective for Starbucks first fiscal quarter of 2009. Starbucks
believes the adoption of SFAS 159 will not have a material impact on the Company’s consotidated financial
statements.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), “Business Combinations” (“SFAS 141R”),
which replaces SFAS 141. SFAS 141R establishes principles and requirements for how an acquirer recognizes and
measures in its financial statements the identifiable assets acquired, the liabilities assumed, any resulting goodwill,
and any noncontrolling interest in the acquiree. SFAS 141R also provides for disclosures to enable users of the
financial statements to evaluate the nature and financial effects of the business combination. SFAS 141R will be
effective for Starbucks first fiscal quarter of 2010 and must be applied prospectively to business combinations
completed on or after that date.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial State-
ments — an amendment of Accounting Research Bulletin No. 517 (“SFAS 160™), which establishes accounting and
reporting standards for noncontrolling interests (“minority interests”) in subsidiaries. SFAS 160 clanifies that a
noncontrolling interest in a subsidiary should be accounted for as a component of equity separate from the parent’s
equity. SFAS 160 will be effective for Starbucks first fiscal quarter of 2010 and must be applied prospectively,
except for the presentation and disclosure requirements, which will apply retrospectively. The Company is currently
evaluating the potential impact that adoption of SFAS 160 may have on its consolidated financial statements.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative [nstruments and Hedging Activities — an
amendment of FASB Statement No. 133" (“SFAS 1617), which requires enhanced disclosures about an entity’s
derivative and hedging activities. SFAS 161 will be effective for Starbucks second fiscal quarter of 2009.

Note 2: Business Acquisitions

In the fourth quarter of fiscal 2008, the Company acquired substantially all of the assets, including development and
operating rights, of Coffee Vision, Inc. (“CVI") and Coffee Vision Atlantic, Inc. (“CVAI™), its licensee in Quebec
and Atlantic Canada. In addition, Starbucks acquired full development and operation rights for the retail stores in
these provinces.

In the third quarter of fiscal 2008, Starbucks purchased 100% equity ownership in Coffee Equipment Company
(“CEC™), a Seattle-based manufacturer and seller of a single cup, commercial grade coffee brewer called the
Clover™.

In the second quarter of fiscal 2008, the Company purchased the remaining 10% equity ownership in its operations
in Beijing, China. Starbucks has applied the consolidation method of accounting since the first quarter of fiscal
2007, when it acquired 90% of these previously-licensed operations.

Note 3: Restructuring Charges

In January of fiscal 2008, Starbucks began a transformation plan designed to address the deterioration of its US
retail business, reduce its global infrastructure costs and position the Company’s business for long-term profitable
growth. Since the announcement, a number of actions have been initiated, resuiting in the recognition of certain
exit, impairment and severance costs. The total amount of these restructuring costs recognized in fiscal 2008 was
$266.9 million. Certain additional costs from these actions are expected to be recognized in fiscal 2009, nearly all
related to US store closures.

US Store Closures — The most significant action was the commitment to close approximately 600 underperform-
ing Company-operated stores in the US market and reduce the number of future store openings. The deciston was a
result of a rigorous evaluation of the Company-operated store portfolio, and the Company closed the first 205 of
these stores during the fourth quarter of fiscal 2008. As a result of the announced store closures and actions taken to
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date, the Company recognized $206.3 million of restructuring charges in fiscal 2008, comprised of $169.6 million
of store asset impairments, lease exit costs of $33.6 million, and severance totaling $3.1 million. The Company
expects to complete the remainder of the closures by the end of fiscal 2009, and recognize the total remaining lease
exit costs and related severance during that time,

Australia Store Closures — To address the difficulties specific to its Australia market, Starbucks closed 61
Company-operated stores in the fourth quarter of fiscal 2008. As a result of these store closures, the Company
recognized $16.9 million of restructuring charges in fiscal 2008, comprised of $1.5 million of store asset
impairments, lease exit costs of $11.6 million, and severance totaling $3.8 million. Starbucks continues to have
wholly owned operations in Australia but with a more focused presence with 23 Company-operated stores as of
September 28, 2008.

Reduction in Force within the Non-store Organization — To address its global cost structure, on July 29, 2008,
Starbucks announced the reduction of approximatety 1,000 open and filled positions within its leadership structure
and its non-store organization. As a result, the Company recognized, in fiscal 2008, $10.7 million in employee
termination benefits expense as well as $33.0 million related to consolidation of support facilities, primarily at the
corporate headquarters in Seattle.

Restructuring charges by reportable segment were as follows (in milfions):

Unallocated
Us International Corporate Total
Total expected COStS . .. ... ... $345.3 $25.1 $374 $407.8
Expenses recognized in fiscal 20080 . .. ... ... ... 210.9 19.2 36.8 266.9
Costs incurred in fiscal 2008 . . ... ... .. .. .. ... 225.7 19.2 36.8 281.7
Costsincurred rodate. . ... ................... 225.7 19.2 36.8 281.7
Restructuring charges by type and a reconciliation of the associated accrued liability were as tollows (in millions):
Lease Exit Employee
and Other Asset ‘Termination
Related Costs Impairments Costs Total
Total expected COSIS . . .. ... cioi... . $185.0 $202.5 $20.3 $407.8
Expenses recognized in fiscal 2008 ... ... 47.8 201.6 17.5 266.9
Costs incurred in fiscal 2008V .. ... ... ..., 62.6 201.6 17.5 281.7
Costsincurred todate . , .. ................ 62.6 2016 17.5 281.7
Accrued liability as of September 30,2007 .... $§ — $ — § — $ —
Costs incurred in fiscal 2008, excluding non-
cash charges and credits®. .. ............ 72.4 — 17.5 89.9
Cashpayments ... ...................... (24.4) — (12.1) {36.5)
Accrued liability as of September 28, 200§ . . .. $ 48.0 3 — $ 54 $ 534

) The difference between expenses recognized and costs incurred in fiscal 2008 represents deferred termination
fees related to stores not yet closed, for which termination agreements had been finalized as of the end of the
fiscal year. These costs are being amortized to the date of closure.

2 Non-cash charges and credits for “Lease Exit and Other Related Costs” represent deferred rent balances
recognized as expense credits at the cease-use date.
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Note 4: Shori-term and Long-term Investments

The Company’s short-term and long-term investments consisted of the following (in millions).

Gross
Unrealized
Amortized Holding Fair
Cost Losses Value
September 28, 2008
Short-term investments — available-for-sale securities:
Corporate debt securities. . .. ... ... il $ 3.0 $ — $ 30
TOtal. « oot e 3.0 — 3.0
Short-term investments — trading securities . ................ 58.2 49.5
Total short-term iNVEStMENLS . . . . .o« o vt ii v ar e e e $ 61.2 $ 525
Long-term investments — available-for-sale securities:
State and local government obligations . .................. $ 65.8 $(6.0) $ 59.8
Corporate debt securities. ... ... ... 12.1 (0.5) 146
Total long-term INVESHMENES . . . ..o oo vee e $ 779 $(6.5) $ 714
September 30, 2007 _
Short-term investments — available-for-sale securities:
State and tocal government obligations . . ................. $ 814 3(0.1) $ 813
US government agency obligations .. ............... ... .. 2.5 — 2.5
TOtAl. o ot e e 839 $0.1) 83.8
Short-term investments — trading securities . ........... ... .. 67.8 73.6
Total ShOMt-teTm INVESIMENS . . . . .. vttt ie e e cecenn $151.7 $i1574
Long-term investments — available-for-sale securities:
US government agency obligations . . ............. ... $ 21.0 $ — $ 210

For available-for-sale securities, proceeds from sales were $75.9 million, $47.5 million and $431.2 million, in fiscal
years 2008, 2007 and 2006, respectively. Gross realized gains from sales were $3.8 million in fiscal year 2006.
Gross realized losses from sales were $0.1 million in fiscal year 2006. For fiscal years 2008 and 2007, there were no
realized losses and immaterial amounts of realized gains from sales.

As of September 28, 2008, the Company’s long-term available-for-sale securities of $71.4 million included
$59.8 million invested in auction rate securities (“ARS”). As of September 30, 2007, the Company held
$75.6 million of ARS, which were all classified as short-term available-for-sale securities. ARS have long-dated
maturities but provide liquidity through a Dutch auction process that resets the applicable interest rate at pre-
determined calendar intervals. Due to the auction failures that began in mid-February 2008, these securities became
illiquid and were classified as long-term investments. The investment principal associated with the failed auctions
will not be accessible until:

« successful auctions resume;
= an active secondary market for these securities develops;

» the issuers replace these securities with another form of financing; or
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+ final payments are made according to the contractual maturities of the debt issues which range from 22 10
37 years,

The Company intends to hold the ARS until it can recover the full principal amount and has the ability to do so based
on other sources of liquidity. The Company expects such recoveries to occur prior to the contractual maturities, In
July 2008, one of the Company’s ARS was called at its par value of $4.7 million.

The Company recorded $6.0 million of unrealized losses on ARS in fiscal 2008, determined to be temporary, which
is included in accumulated other comprehensive income as a reduction in sharcholders’ equity. The Company’s
ARS are collateralized by portfolios of student loans, substantially all of which are guaranteed by the United States
Department of Education. As of September 28, 2008, approximately $4.4 million in ARS was rated AA/Aa3 by
Standard & Poor’s and Moody’s, respectively. All of the remaining securities were rated triple-A by two or more of
the following major rating agencies: Moody's, Standard & Poor’s and Fitch Ratings.

The following table presents the length of time available-for-sale securities were in continuous unrealized loss

positions but were not deemed to be other-than-temporarily impaired (in millions):

Consecutive Monthly Unrealized Losses

Greater Than

Less Than or Equal to
12 Months 12 months
Gross Gross
Unrealized Unrealized
Holding Fair Holding Fair
Losses Value Losses Value
September 28, 2008
State and local government obligations ............... $(6.0) $59.8 $— $—
Corporate debt securities . .. ... e (0.5 11.6 — _—
Total. ..o e $(6.5) $71.4 $— $—
September 30, 2007
State and local government obligations .. ............. $ — $ — $— $5.8
Total. ..o — § — — $5.8

|
I

Gross unrealized holding losses on the state and local obligations consist of unrealized losses on the Company’s
twelve ARS. Gross unrealized holding losses on the corporate debt pertain to five fixed income securities and were
primarily caused by interest rate increases subsequent to the date of purchase. The contractual terms of the non-ARS
fixed income securities do not permit the issuer to settle at a price less than the par value of the investment, which is
the equivalent of the amount due at maturity. As Starbucks has the ability and intent to hold its available-for-sale
securities until a recovery of fair value, which may be at maturity, the Company does not consider these securities to
be other-than-temporarily impaired. Long-term corporate debt securities generally mature in less than five years.

There were no realized losses recorded for other than temporary impairments during fiscal years 2008, 2007 or
2006.

Trading securities are comprised mainly of marketable equity mutual funds that approximate a portion of the
Company’s liability under the Management Deferred Compensation Plan (“MDCP”}, a defined contribution plan.
The corresponding deferred compensation liability of $68.0 million in fiscal 2008 and $86.4 million in fiscal 2007 is
included in “Accrued compensation and related costs” on the consolidated balance sheets. In fiscal years 2008 and

56



2007, the changes in net unrealized holding gains/losses in the trading portfolio included in earnings were a net loss
of $14.5 million and a net gain of $7.5 million, respectively.

Note 5: Derivative Financial Instruments
Cash Flow Hedges

The Company and certain subsidiaries enter into cash flow derivative instruments to hedge portions of anticipated
revenue streams and inventory purchases in currencies other than the entity’s functional currency. Qutstanding
forward contracts, which comprise the majority of the Company’s derivative instruments, hedge monthly forecasted
revenue transactions denominated in Japanese yen and Canadian dollars, as well as forecasted inventory purchases
denominated primarily in US dollars for foreign operations. From time to time, the Company also uses futures
contracts to hedge the variable price component for a small portion of its price-to-be-fixed green coffee purchase
contracts.

In addition, during fiscal 2007 the Company entered into, dedesignated and settled forward interest rate contracts {0
hedge movements in inierest rates prior to issuance its $550 million of 6.25% Senior Notes. The resulting net losses
from these contracts will continue to be reclassified to “Interest expense” on the consolidated statements of earnings
over the life of the Senior Notes due in 2017. See Note 10 for additional information on Senior Notes.

Including the interest rate contracts, the Company had accumulated net derivative losses of $9.2 million, net of
taxes, in other comprehensive income as of September 28, 2008, related to cash flow hedges. Of this amount,
$3.6 million of net derivative losses pertain to hedging instruments that will be dedesignated within 12 months and
will also continue to experience fair value changes before affecting earnings. Ineffectiveness from hedges that were
discontinued in fiscal years 2008 and 2007 was insignificant. No cash flow hedges were discontinued and no
significant ineffectiveness was recognized in fiscal year 2006. Outstanding contracts will expire within 48 months.

Net Investment Hedges

Net investment derivative instruments are used to hedge the Company’s equity method investment in Starbucks
Coffee Japan, Lid. (“Starbucks Japan™) as well as the Company’s net investments in its Canada, UK and China
subsidiaries. to minimize foreign currency exposure. The Company had accumulated net derivative losses of
$13.0 million, net of taxes, in other comprehensive income as of September 28, 2008, related to net investment
derivative hedges. Outstanding contracts expire within 29 months.

The following table presents the net gains and losses reclassified from other comprehensive income into the
consolidated statements of earnings during the fiscal years indicated for cash flow and net investment hedges (in
millions):

Sep 28, Sep 30, Oct 1,
2008 . 2007 2006

Cash flow hedges:

Reclassified (losses)/gains into total net revenues , .. .............. $(25 $15 $1.5

Reclassified losses into costof sales . ......... ... ... ... . a7 2.2) N)

Reclassified losses into interest eXpense . . .. ..o v vi v e e v (0.6) {0.1) —
Net reclassified losses — cash flow hedges . ....... ... ... ... (10.8) (0.8} (6.2)
Net investment hedges:

Reclassified gains into interest income and other, net . ............. 35 6.1 37
Ot v e et e e e e $ (73 §$53  $(2.5

Other Derivatives

The Company enters into foreign currency forward contracts that are not designated as hedging instruments for
accounting purposes to mitigate the translation risk of certain balance sheet items. For the fiscal years 2008 and
2007, these forward contracts resuited in net losses of $0.1 million and $9.7 million. These losses were largely offset
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by the financial impact of translating foreign currency denomipated payables and receivables, which are also
recognized in “Interest income and other, net.” No similar contracts were held in fiscal 2006,

Note 6: Inventories

Inventories consisted of the following (in millions).

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007
Coffee:
Unroasted . ..o ot e e e e $3711.7 $339.5
Roasted. . ... .. . e 89.6 88.6
Other merchandise held forsale .. ....... ... ... .. ... .......... 120.6 175.5
Packaging and other supplies. . .. ........ ... ... ... ... . ... ... 104.9 88.1
Total . e $692.8 $691.7

Other merchandise held for sale includes, among other items, brewing equipment, serveware and tea.

As of September 28, 2008, the Company had committed to purchasing green coffee totaling $336 million under
fixed-price contracts and an estimated $246 million under price-to-be-fixed contracts. The Company believes,
based on relationships established with its suppliers in the past, the risk of non-delivery on such purchase
commitments is remote.

Note 7: Equity and Cost Investments

The Company’s equity and cost investments consisted of the following (in millions):

Fiscal Year Ended Scp 28, 2008  Sep 30, 2007
Equity method investments . . . ..... ..o uu it $267.9 $234.5
Cost method InVeSLMENtS. . ... . ..ottt e i eee e e a _ 343 _ 244
Total .. e $302.6 @

Equity Method

The Company’s equity investees and ownership interests by repontable operating segment are as follows:

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007
United States
StarCon, LLC . . ... e 50.0% 50.0%
International
Starbucks Coffee Korea Co., Ltd. . ... ... .. ... ... ... ....... 50.0 50.0
Starbucks Coffee Austria GmbH . .. ... ... ... ... ... . L. 50.0 50.0
Starbucks Coffee Switzerland AG ... ... ... ... ... ... .. .. ..... 50.0 50.0
Starbucks Coffee Espafia, S.L...... .. ... ... ... ... ... .. ... 50.0 50.0
President Starbucks Coffee Taiwan Ltd. ....................... 50.0 50.0
Shanghai President Coffee Co. .. ........ ... ... .. ... ... .... 50.0 50.0
Starbucks Coffee France SAS . ... . .. . .. . . . .. . 50.0 50.0
Berjaya Starbucks Coffee Company Sdn. Bhd. (Malaysia) .......... 50.0 49.9
Starbucks Brasil Comercio de Cafes Lida. . ..................... 49.0 490
Starbucks Coffee Japan, Ltd. . . ... ... ... . ... .. ... ... ... 40.1 40.1
Starbucks Coffee Portugal Lda. . ............................. 50.0 —
CPG
The North American Coffee Partnership. .. ..................... 50.0 50.0
Starbucks Ice Cream Partnership . .. ... ... .. ... ... ... . ... 50.0 50.0




StarCon, LLC is a joint venture formed in March 2007 with Concord Music Group, Inc. that is engaged in the
recorded music business. The International entities operate licensed Starbucks retail stores. The Company also has
licensed the rights to produce and distribute Starbucks branded products to two partnerships in which the Company
holds 50% equity interests: The North American Coffee Partnership with the Pepsi-Cola Company develops and
distributes bottled Frappuccino® beverages and Starbucks DoubleShot® espresso drinks, and Starbucks Ice Cream
Partnership with Dreyer’s Grand Ice Cream, Inc. develops and distributes superpremium ice creams.

Prior to fiscal 2003, Starbucks acquired equity interest in its licensed operations of Malaysia, Austria, Shanghai,
Spain, Switzerland and Taiwan. The carrying amount of these investments was $24.3 million more than the
underlying equity in net assets due to acquired goodwill, which is evaluated for impairment annually. No
impairment was recorded during fiscal years 2008, 2007 or 2006.

The Company’s share of income and losses is included in “Income from equity investees” on the consolidated
statements of earnings. Also included is the Company’s proportionate share of gross margin resulling from coffee
and other product sales to, and royalty and license fee revenues generated from, equity investees. Revenues
generated from these related parties, net of eliminations, were $128.1 million, $107.9 million and $94.2 million in
fiscal years 2008, 2007 and 2006, respectively. Related costs of sales, net of eliminations, were $66.2 million,
$57.1 million and $47.5 million in fiscal years 2008, 2007 and 2006, respectively. As of September 28, 2008 and
September 30, 2007, there were $40.6 million and $30.6 million of accounts receivable, respectively, on the
consolidated balance sheets from equity investees primarily related to product sales and store license fees.

As of September 28, 2008, the aggregate market value of the Company’s investment in Starbucks lapan was
approximately $214 million, based on its available quoted market price.

Summarized combined financial information of the Company’s equity method investees, that represent 100% of the
investees’ financial information, was as,follows (in millions):

Financial Position as of Sep 28, 2008 Sep 30, 2007
CUITENE ASSEES « » v v v v e et e e et et ettt e e e e e $247.2 $183.1
NONCUITENE BSSELS . o o oottt e ns e e 604.9 408.6
Current JHabiliies . . oo vttt i e e e 273.5 166.4
Noncurrent Habilities. . . . .. oottt e e e 59.8 56.8
Results of Operations for Fiscal Year Ended Sep 28, 2008 Sep 30, 2007 Oct 1, 2006
NEL TEVEIIUES - + - = v v v s e e et e e e e e i aeane s $1.961.0 $1,452.9 $1,303.5
Operaling inCOME . .. .ottt ia e inens 171.3 186.2 152.3
Earnings before cumulative effect of change in accounting

principle . .. oo [ 136.9 159.5 136.4
Netearmnings . .. ... vt - e 136.9 159.5 124.0

Cost Method

The Company has equity interests in entities to develop and operate Starbucks licensed retail stores in several global
markets, including Mexico, Hong Kong and Greece. Additionally, Starbucks has investments in privately held
equity securities unrelated to Starbucks licensed retail stores of $2.8 million at September 28, 2008 and Septem-
ber 30. 2007. As of September 28, 2008 and September 30, 2007, management determined that the estimated fair
values of each cost method investment exceeded the related carrying values. There were no realized losses recorded
for other-than-temporary impairment of the Company’s cost method investments during fiscal years 2008, 2007 or
2006.

Starbucks has the ability to acquire additional interests in some of these cost method investees at certain intervals.
Depending on the Company’s total percentage of ownership interest and its ability to exercise significant influence
over financial and operating policies, additional investments may require the retroactive application of the equity
method of accounting.
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Note 8: Property, Plant and Equipment

Property, plant and equipment consisted of the following (in millions):

Fiscal Year Ended Sep 28,2008 Sep 30, 2007
Land .. e $§ 591 S 562
Buildings .. .. . 2177 161.7
Leasehold improvements. . . .. ....... . ... ... ... .. 3,363.1 3,179.6
Store equipmEDnt . .. ... 1,0453 1,007.0
Roasting equipment . . . ... ... .. ... . e 220.7 208.8
Furniture, fixtures and other . ... ... ... . ... . . i 517.8 4779
WOrK 1IN Progress .. ..ottt 2936 215.3

57173 5,306.5
Less accumulated depreciation and amortization .. ................. (2,760.9) {(2,416.1)
Property, plant and equipment, net. .. .. ...... . ... i $ 2,9564 $ 2.890.4

Note 9: Other Intangible Assets and Goodwill

Other intangible assets consisted of the following (in miilions):

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007
Indefinite-lived intangibles ... ..... ... ... ... ... ... ... ... ... $58.3 $36.9
Definite-lived intangibles . ... ... .. ... . . ... e 14.2 9.5
Accumulated amortization. . . ... ... .. Lo e _(5.9) 4.3
Definite-lived intangibles, net . ... ... .. .. o ool _83 52
Total other intangible as8els ... ..ot it it i R $66.6 2.1

Definite-lived intangibles approximate remaining weighted 'average useful
lifeinyears. ... ... . s

o0

The increase in indefinite-lived intangibles was primarily due to the purchase of distribution rights for Seattle Best
Coffee?® products in Canada as well as the CEC acquisition (see Note 2). The increase in definite-lived intangibles
was primarily due to patents acquired in the CEC acquisition. Amortization expense for definite-lived intangibles
was $1.5 million, $1.0 million and $1.2 million during fiscal 2008, 2007 and 2006, respectively.

The following table summarizes, as of September 28, 2008, the estimated amortization expense for each of the next
five fiscal years and thereafter (in millions):

Fiscal Year Ending

200 . e e e e e e e $1.7
2000 . e e e e 1.0
200l e e 1.0
200 e e e 0.9
2003 e e e e e 0.9
Thereafter . . e e e 2.8
Total . e e $8.3
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The changes in the carrying amount of goodwill by reportable operating segment for the fiscal year ended
September 28, 2008 were as follows (in millions): _
' United States  International ~ Global CPG _Total

Balance as of September 30, 2007........... $127.6 $ 78.3 $9.7 $215.6
Business Acquisitions .. ...... ... 11.8 393 — 51.1
OWNET . . . e — {0.2) = (0.2)

Balance as of September 28, 2008, .......... $139.4 $117.4 $9.7 $266.5

United States

The $11.8 million increase in goodwill was due to the acquisition of CEC.

International

The increase in goodwill was due to the acquisition of CVI and CVAI, as well as the remaining equity interest in
Beijing during the fiscal year, which increased goodwill by $33.0 million and $6.3 million, respectively (see
Note 2). The decrease related to “Other” was due to foreign currency fluctuations.

Note 10: Debt

The Company’s debt consisted of the following (in millions):
Sep 28, 2008 Sep 30, 2007

Commercial paper program (weighted average interest rate of 3.4% and

5.4%, TESPECUVEIY) . . ..ottt $ 4130 $ 7103
Revolving credit facility (weighted average interest rate of 3.5%)....... 300.0 —
Current portion of long-termdebt ... . ......... . . il 0.7 0.8

Short-term debl. . . .. ..o 7137 711.1
6.25% 10-year Senior Notes (due Aug 2017) .. ... e 549.2 549.0
Other long-term debt. . . .. ... o i 0.4 1.1

Long-termdebt . .. .. ... e 549.6 550.1

Total debt . . o o et e e e e $1.263.3 $1,261.2

Revolving Credit Facility and Commercial Paper Program

The Company has a $1 billion unsecured credit facility (the “facility”) with various banks, of which $100 million
may be used for issuances of letters of credit. The facility is available for working capital, capital expenditures and
other corporate purposes, which may include acquisitions and share repurchases. The facility is currently set to
terminate in August 201 1. The interest rate for borrowings under the facility as of September 28, 2008 ranged from
0.11% to 0.27% over LIBOR or an alternate base rate, which is the greater of the bank prime rate or the Federal
Funds Rate plus 0.50%. On October 31, 2008, the Company entered into an amendment to its facility that, amongst
other changes, increased the interest rate range for borrowings under the facility to 0.21 % to 0.67% over LIBOR or
the greater of the bank prime rate or the Federal Funds Rate plus 0.50%. The specific spread over LIBOR will
continue to depend upon the Company’s long-term credit ratings assigned by Moody’s and Standard & Poor’s rating
agencies and the Company’s coverage ratio. The facility contains provisions requiring the Company to maintain
compliance with certain covenants, including a minimum fixed charge coverage ratio which measures the
Company’s ability to cover financing expenses.

The Company established a commercial paper program (the “program”) in March 2007. Under the program the
Company may issue unsecured commercial paper notes, up to a maximum aggregate amount outstanding at any
time of $1 billion, with individual maturities that may vary, but not exceed 397 days from the date of issue. The
program is backstopped by the Company’s revolving credit facility, and the combined borrowing limit is $1 billion
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for the program and the facility. The Company may issue commercial paper from time to time, and the proceeds of
the commercial paper financing will be used for working capital needs, capital expenditures and other corporate
purposes, which may include acquisitions and share repurchases.

As of September 28, 2008, the Company also had $15.9 million in letters of credit outstanding under the revolving
credit facility, leaving a total of $270.9 million in remaining borrowing capacity under the combined revolving
credit facility and commercial paper program. As of September 30, 2007, letters of credit totaling $12.9 million
were outstanding.

Long-term Debt

In August 2007, the Company issued $550 million of 6.25% Senior Notes {the “notes™) due in August 2017, in an
underwritien registered public offering. Inierest is payable semi-annually on February 15 and August 15 of each
year. The notes require the Company to maintain compliance with certain covenants, which limit future liens and
sale and leaseback transactions on certain material properties. The notes were priced at a discount, resulting in
proceeds to the Company of $549 million, before expenses,

Other long term debt, totaling $0.4 million as of September 28, 2008, matures in fiscal 2011.

Scheduled principal payments on long-term debt are as follows (in millions):

Fiscal Year Ending

2000 . e e e $ 08
2000 e e e e e 0.3
200D e e e 0.1
200 e e e —
200 e e e e e —
Thereafter . .o e e e 550.0
Total principal PAYMENTS . . . ..ottt e ettt e e e e $551.2

Interest Expense

Interest expense, net of interest capitalized, was $53.4 million, $38.2 million and $8.4 million in fiscal 2008, 2007
and 2006, respectively. In fiscal 2008, 2007 and 2006, $7.2 million, $3.9 million and $2.7 million, respectively, of
interest was capitalized for new store and other asset construction projects, and included in “Property, plant and
equipment, net,” on the consolidated balance sheets. )

Note 11: Other Long-term Liabilities

The Company’s other long-term liabilities consisted of the following {in millions):

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007
Deferred rent . ... ... ... .. e $303.9 $271.7
Unrecognized tax benefits . .. .. ... .. ... . . e 60.4 —
Asset retirement obligations . .. ... ... . ... 446 437
MInority iIETESL. . . . . .t e e e e 18.3 17.3
Other . .. e 152 _ 214
Total . 3442.4 $354.1

Deferred rent liabilities represent amounts for tenant improvement allowances, rent escalation clauses and rent
holidays related to certain operating ieases. The Company amortizes deferred rent over the terms of the leases as
reductions to rent expense on the consolidated statements of earnings. Unrecognized tax benefits represent the
estimated long-term portion of the Company’s gross unrecognized tax benefits including interest under FIN 48. See
Notes 1 and 135 for additional information. Asset retirement obligations represent the estimated fair value of the
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Company’s future costs of removing leasehold improvements at the termination of leases for certain stores and
administrative facilities. Minority interest represents the collective ownership interests of minority shareholders for
operations accounted for under the consolidation method, in which Starbucks owns less than 100% of the equity
interest. The other remaining long-term liabilities generally include obligations to be settled or paid for one year
beyond each period presented, for items such as hedging instruments and the long-term portion of capital lease
obligations.

Note 12: Leases

Rental expense under operating lease agreements was as follows (in millions):

Fiscal Year Ended Sep 28, 2008  Sep 30, 2007 Oct 1, 2006
Minimum rentals. .. ..o o e $683.4 $587.2 $458.7
Contingent rentals . . . ... ..ot o e 57.7 50.9 40.1
TOtal. « oo e e e $741.1 $638.1 $498.8

Minimum future rental payments under noncancelable operating leases as of September 28, 2008, were as follows
(in millions):

Fiscal Year Ending

20,1, 2 T R $ 741.0
2000 . . e e e 706.6
.05 T PR 660.7
D002 . e e e e e e 604.6
0 ) TR PR 546.4
TRETCATIET &« . o v ot s e e e e e e e e e e e e 1,838.8
Total Minimum 1€ase PAYMENLS . . . - oo o vt e v tn o cm e e s e e s e $5,098.1

The Company has subleases related to-certain of its operating leases. During fiscal 2008, 2007 and 2006, the
Company recognized sublease income of $3.5 million, $3.6 million and $5.7 million, respectively.

The Company had capital lease obligations of $6.7 million and $3.1 million as of September 28, 2008 and
September 30, 2007, respectively. Capital lease obligations expire at various dates, with the latest maturity in 2018.
The current portion of the total obligation is included in “Other accrued expenses” and the remaining tong-term
portion is included in “Other long-term liabilities” on the consolidated balance sheets. Assets held under capital
leases are included in “Property, plant and equipment, net,” on the consolidated balance sheets.

The Company had $91.1 million and $73.7 million in prepaid rent included in “Prepaid expenses and other current
assets” on the consolidated balance sheets as of September 28, 2008 and September 30, 2007, respectively.

Note 13: Shareholders’ Equity

In addition to 1.2 billion shares of authorized commeon stock with $0.001 par value per share, the Company has
authorized 7.5 million shares of preferred stock, none of which was outstanding at September 28, 2008.

Share repurchase activity was as follows (in millions, except for average price data):

Fiscal Year Ending Sep 28, 2008  Sep 30, 2007
Number of shares acquired .. ....... ... . ... . i 12.2 33.0
Average price per share of acquired shares. ....................... $24.12 § 30.72
Total accrual-based cost of acquired shares . ...................... $293.3 $1,012.7
Total cash-based cost of acquired shares . ........................ $311.4 $ 996.8

The difference between the accrual-based and cash-based cost of acquired shares represents the effect of the net
change in unsettled trades from the prior fiscal year end. Share repurchases were funded through cash, cash

63




equivalents, available-for-sale securities, borrowings under the commercial paper program and revolving credit
facility and proceeds from sale of the notes, and were part of the Company s active capital management program, As
of September 28, 2008, approximately 6.3 million shares remained available for repurchase, under current
authorizations, ’

Comprehensive Income '

Comprehensive income includes all changes in equity during the period, except those resulting from transactions
with shareholders and subsidiaries of the Company. It has two components: net earnings and other comprehensive
income. Accumulated other comprehensive income reported on the Company’s consolidated balance sheets
consists of foreign currency transtation adjustments and the unrealized gains and losses, net of applicable taxes,
on available-for-sale securities and on derivative instruments designated and qualifying as cash flow and net
investment hedges.

Comprehensive income, net of related tax effects, was as follows (in millions):
Fiscal Year Ended Sep 28, 2008 Sep 30, 2007 Oct 1, 2006

Neteamnings . ... ... ..ot i e 33155 3672.6 $564.3

Unrealized holding gains/(losses) on available-for-sale
securities, net of tax {provision)/benefit of $2.4, ($0.2)
and ($1.3) in 2008, 2007 and 2006, respectively . . . . .. (4.0) 0.3 2.2

Unrealized holding gains/{losses) on cash flow hedging
instruments, net of tax (provision)/benefit of ($0.4),
$7.5 and $1.6 in 2008, 2007 and 2006, respectively ... 0.7 (12.8) (2.8)

Unrealized holding losses on net investment hedging
instrurments, net of tax benefit of $0.6 and $5.2 in 2008
and 2007, respectively . . ....... ... . oL 0.9 (8.8) —

Reclassification adjustment for net (gains)/losses realized

in net earnings for available-for-sale securities, net of

tax provision of $1.1in 2006, .. ... ... ... .. .... — — (1.8)
Reclassification adjustment for net losses realized in net

earnings for cash flow hedges, net of tax benefit of

$3.0, $0.5 and $2.4 in 2008, 2007 and 2006,

respectively .. ... e 5.0 0.9 4.2

Net unrealized gain/(loss) ... ....... . ..., 0.8 (20.4) 1.8

Translation adjustment, net of tax benefit/(provision) of
$0.3, $—, and ($1.8) in 2008, 2007, and 2006,
respectively . .. . ... .. L (7.0) 37.7 146

Total comprehensive income . ... .. .......... ... ..... $309.3 $689.9 $580.7

The unfavorable translation adjustment change during fiscal 2008 of $7.0 million was primarily due to the
strengthening of the US dollar against several currencies including the Australian dollar, Korean won and Canadian
dollar. The favorable translation adjustment change during fiscal 2007 of $37.7 million was primarily due to the
weakening of the US dollar against several currencies including the euro, Canadian dollar and British pound
sterling. The favorable translation adjustment change during fiscal 2006 of $14.6 million was primarily due to the
weakening of the US dollar against several currencies including British pound sterling, the euro and Canadian
dollar.



The components of accumulated other comprehensive income, net of tax, were as follows (in millions):

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007
Net unrealized losses on available-for-sale securities ... ......... ... $ @ 5

Net unrealized losses on hedging instruments. .. ................ ... (22.2) (27.1)
Translation adjustment . ... ... ..ot _147 817
Accumulated other comprehensive income. .. ... .. L §$484 @

As of September 28, 2008, the translation adjustment of $74.7 million was net of tax provisions of $7.0 million. As
of September 30, 2007, the translation adjustment of $81.7 million was net of tax provisions of $7.3 million.

Note 14: Employee Stock and Benefit Plans

The Company maintains several equity incentive plans under which it may grant non-qualified stock options,
incentive stock options, restricted stock, RSUs, or stock appreciation rights to employees, non-employee directors
and consultants. The Company issues new shares of common stock upon exercise of stock options and the vesting of
RSUs. As of September 28, 2008, there were 51.1 million shares of common stock available for issuance pursuant to
future equity-based compensation awards.

The Company also has employee stock purchase plans ("ESPP”).

The following represents total stock based compensation and ESPP expense recognized in the consolidated
financial statements (in millions):

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007 Oct 1, 2006
Stock OpLON EXPENSE. . . v vt e e $57.6 $ 923 $ 948
RSU EXPENSe. . . . oo oo ii e en s 5.6 — —_
ESPP @XPenst . .. oo vt vtecanae e ran s _11.8 11.6 10.2

Total stock-based compensation expense on the consolidated
statements of eanings . . ... ... . Lot g $103.9 $105.0

Total related tax benefit. ... ..... ... .. .ot $24.0 $ 353 $ 36.1

Stock-based compensation capitalized in the respective
fiscal year, as included in “Property, plant and equipment,
net” and “Inventories” on the consolidated balance
SHEBLS © . o e $ 1.9 $§ 25 $ 2.1

The decrease in stock option expense in fiscal 2008 was due to a higher level of forfeitures.

Stock Option Plans

Stock options to purchase the Company’s common stock are granted at the fair market value of the stock on the date
of grant. The majority of options become exercisable in four equal installments beginning a year from the date of
grant and generally expire 10 years from the date of grant. Certain options granted prior to October 1, 2006 become
exercisable in three equal installments beginning a year from the date of grant. Options granted to non-employee .
directors generally vest over one to three years. Nearly all outstanding stock options are non-qualified stock options.

The fair value of each stock option granted is estimated on the grant date using the Black-Scholes-Merton (“BSM")
option valuation model. The assumptions used to calculate the fair value of options granted are evaluated and
revised, as necessary, 1o reflect market conditions and the Company’s experience. Options granted are valued using
the multiple option valuation approach, and the resulting expense is recognized using the graded, or accelerated,
attribution method, consistent with the muitiple option valuation approach. Compensation expense is recognized
only for those options expected to vest, with forfeitures estimated at the date of grant based on the Company’s
historical experience and future expectations. Prior to the adoption of SFAS 123R on October 3, 2008, the effect of
forfeitures on the disclosed pro forma expense amounts was recognized as the forfeitures occurred.
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The fair value of stock option awards and ESPP shares was estimated at the grant date with the following weighted
average assumptions for the fiscal years ended September 28, 2008, September 30, 2007 and October 1, 2006:

Employee Stock Options

Granted During the Period ESPP

Fiscal Year Ended 2008 2007 2006 2008 2007 2006
Expected term (in years) .. . . 47 47 44 0.25-03 0.25-0.5 0.25-3.0
Expected stock price

volatility . ............. 293% 289% 289%  26% - 44% 28% - 31% 22% - 50%
Risk-free interest rate ... ... 3.4% 4.6% 44% 1.3%-4.5% 4.7% - 5.1% 2.3% - 5.0%
Expected dividend yield . ... 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Weighted average grant

price . .......... ... ... $22.11  $36.04 53052 % 1452 § 2458 % 26.81
Estimated fair value per

option granted . . ... ..... $ 685 S$I11.72 $959 § 400 % 6.03 ~ § 6.60

The expected term of the options represents the estimated period of time until exercise and is based on historical
experience of similar awards, giving consideration to the contractual terms, vesting schedules and expectations of
future employee behavior. Expected stock price volatility is based on a combination of historical volatility of the
Company’s stock and the one-year implied volatility of its traded options, for the related vesting periods. The risk-
free interest rate is based on the implied yield available on US Treasury zero-coupon issues with an equivalent
remaining term. The Company has not paid dividends in the past and does not curcently anticipate paying any
dividends in the near future.

The BSM option valuation model was developed for use in estimating the fair value of traded options, which have
no vesting restrictions and are fully transferable. The Company’s employee stock options have characteristics
significantly different from those of traded options, and changes in the subjective input assumptions can materially
affect the fair value estimate. Because Starbucks stock options do not trade on a secondary exchange, employees do
not derive a benefit from holding stock options unless there is an increase, above the grant price, in the market price
of the Company’s stock. Such an increase in stock price would benefit all shareholders commensurately.
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The following summarizes all stock option transactions from October 2, 2005, through September 28, 2008 (in
millions, except per share and contractual life amounts).
Weighted Weighted

Average Average
Shares Exercise Remaining Aggregate
Subject to Price Contractual Intrinsic
Options per Share Life {Years) Value

Outstanding, October 2,2005 ... ... ... ... ... ... ... 72.5 $13.22 6.3 $ 8573
Granted . . .. . e e 13.3 30.52
Exercised ........... e e e (13.2) 9.02
Cancelledfforfeited .. ... .. ... i {3.2) 24.51

Outstanding, October 1,2006 . ... . ... oot 69.4 16.83 6.2 1,196.2
Granted . . . .. e e 12.3 36.04
EXercised .. ...ovvrninraneianns e (12.7) 10.23
Cancelledfforfeited ... ... .0 e (3.5) 30.92

Qutstanding, September 30,2007, .. .. ... ... ... 65.5 20.97 6.2 507.5
Granted . . ... ... e e 15.4 22.11
Exercised ... ... it (6.6) 10.71
Cancelledfforfeited .. ...... ... i 11.3) 28.49

Quistanding, September 28, 2008. . ... ... ... ... ... .. 63.0 20.96 5.7 114.9

Exercisable, September 28,2008 . ...... ... ... ... 41.1 17.73 42 114.3

Vested and expected to vest, September 28, 2008 .. ... ..... 60.1 20.68 3.5 1149

The aggregate intrinsic value in the table above is the amount by which the market value of the underlying stock
exceeded the exercise price of outstanding options, is before applicable income taxes and represents the amount
optionees would have realized if all in-the-money options had been exercised on the last business day of the period
indicated. The closing per share market value of the Company’s stock on September 26, 2008 was $14.96.

As of September 28, 2008, total unrecognized stock-based compensation expense related to nonvested stock options
was approximately $64.6 mitlion, before income taxes, and is expected to be recognized over a weighted average
period of approximately 2.7 years. The total intrinsic value of stock options exercised was $50 million, $274 million
and $327 million during the fiscal years ended September 28, 2008, September 30, 2007 and October 1, 2006,
respectively. The total fair value of options vested was $99 miilion, $28 million and $95 million during fiscal years
2008, 2007 and 2006, respectively.

RSUs

RSUs are awarded 1o eligible employees and entitle the grantee to receive shares of common stock at the end of a
vesting period, subject to the employee’s continuing employment. The fair value of these service-based RSUs are
based on the fair value of Starbucks common stock on the award date. The following table summarizes all RSU
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transactions from October 1, 2006 through September 28, 2008 (in millions, except per share and contractual life
amounts):

Weighted Weighted
Average Average
Number Grant Date Rematining Aggregate
of Fair Value Contractual Intrinsic
Shares per Share Life (Years) Value
Nonvested, October 1,2006. . ................. — $ — — $ —
Granted. . .. ... ... e 0.2 27.83
Vested. .. ... ... . . .. — —
Forfeited/Cancelled . . ..................... = —
Nonvested, September 30,2007................ 0.2 27.83 30 47
Granted. . . ....... . 0 2.0 16.43
Vested. .. oo e — —
Forfeited/Cancelled . ...................... 0.2) 17.27
Nonvested, September 28, 2008. ... ..., ........ 2.0 17.36 2.5 30.5

As of September 28, 2008, total unrecognized stock-based compensation expense related to nonvested RSUs was
approximately $29.4 million, before income taxes, which is expected to be recognized over a weighted average
period of approximately 3.5 years.

ESPP

The Company’s ESPP allows eligible employees to contribute up to 10% of their base earnings toward the quarterly
purchase of the Company’s common stock, subject to an annual maximum dollar amount, The employees’ purchase
price is 85% of the lesser of the fair market value of the stock on the first business day or the last business day of the
quarterly offering period. The following summarizes transactions under this ESPP from fiscal year 2006 through
2008 (shares in millions):

Average
Price Per
Shares _Share
Issued during fiscal year 2006. . . ... ... ... . .. e - 1.5 $26.81
Issued during fiscal year 2007. ... .. ... .. .. L e 1.9 24.59
Issued during fiscal year 2008. .. ... ... ... ... .. 2.9 14.52
Total number of shares issuable underthe plan . .. .. ... ... ... ........... 320
Total number of shares issued since inception . . ............. ..., 21.0
Shares available for future issvance. .. ... .. e e e e 1L.0

Starbucks has an additional employee stock purchase plan in the United Kingdom, which allows eligible UK
employees to purchase shares of common stock through payroll deductions during six-month offering periods at the
lesser of the fair market value of the stock at the beginning or at the end of the offering period. The Company awards
one matching share for each six shares purchased under the plan. The total number of shares issuable under the plan
is 1.4 million. As of September 28, 2008, 1.3 million shares were available for future issuance.

Deferred Stock Plan

Starbucks has a deferred stock plan for certain key employees that enables participants in the plan to defer receipt of
ownership of common shares from the exercise of nonqualified stock options. The minimum deferral period is five
years. As of September 28, 2008, receipt of 3.4 million shares was deferred under the terms of this plan. The rights
to receive these shares, represented by common stock units, are included in the calculation of basic and diluted
earnings per share as common stock equivalents. No new initial deferrals are permitted under this-plan; the plan
permits re-deferrals of previously deferred shares.
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Defined Contribution Plans

Starbucks maintains voluntary defined contribution plans, both qualified and non-qualified, covering eligible
employees as defined in the plan documents. Participating employees may elect to defer and contribute a portion of
their eligible compensation to the plans up to limits stated in the plan documents, not to exceed the dollar amounts
set by applicable laws. For employees in the United States, the Company matched 25% to 150% of each employee’s
eligible contribution based on years of service, up to a maximum of the first 4% of each employee’s compensation.
The Company’s matching contributions to all US and non-US plans were approximately $25.3 million, $20.1 mil-
lion and $19.3 million in fiscal years 2008, 2007 and 2006, respectively.

Note 15: Income Taxes

The provision for income taxes consisted of the following (in millions):

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007 Oct 1, 2006
Current taxes:
Federal .. ... ..o i e e s $ 1804 $326.7 $332.2
Al . o o s et e e e e 34.3 65.3 578
Foreign. .. ... 404 31.2 124
Deferred 1aXes, NBL . . . . oottt i i e {111.hH (39.5) (77.6)
Otal. . ot e e e e $ 1440 $383.7 $3248

A reconciliation of the statutory federal income tax rate with the Company’s effective income tax rate was as
follows:

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007 Oct 1, 2006
SIAOTY TAlE . . .ottt et e 35.0% 35.0% 35.0%
State income taxes, net of federal income tax benefit . . .. .. 2.8 34 34
Foreign earnings taxed at lowerrates. . ................ (3.6) (1.1} (.10
Domestic production activity deduction . .. ........ ... .. (2.6) (0.5) {0.6)
Other, Nt . . oot e e et e {0.3) (0.5) 0.9
Effective 1aX Tale. . . . .o it ittt ie e e e 31.3% 36.3% 35.8%

US income and foreign withholding taxes have not been provided on approximately $409 million of cumulative
undistributed earnings of foreign subsidiaries and equity investees. The Company intends to reinvest these earnings
for the foresceable future. If these amounts were distributed to the United States, in the form of dividends or
otherwise, the Company would be subject to additional US income taxes. Determination of the amount of
unrecognized deferred income tax liabilities on these earnings is not practicable because such liability, if any, is
dependent on circumstances existing if and when remittance occurs.
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The tax effect of temporary differences and carryforwards that comprise significant portions of deferred tax assets
and liabilities was as follows (in millions):

Fiscal Year Ended Sep 28, 2608 Sep 30, 2007
Deferred tax assets:
Accrued occupancy costs. . .. .. S $ 548 $ 476
Accrued compensation and related costs. .. .. ..... ... ... 56.2 65.1
Other accrued eXpenses . . .. ..ottt e 25.2 9.4
FIN AT asset . . ... i e e e e i 13.3 14.3
Deferred revenue. ... ... it 36.0 18.3
Asset IMPAIMMENTS. . . ...\ vttt it e et it e i 80.8 14.9
Foreigntax credits . ... ... ... .0 i e 26.1 111
Stock based compensation . . .. ... .. .. L o e 79.6 66.8
Other .. e e e 496 29.2
Total. . oo e 421.6 276.7
Valuatton allowance ... ... ... . . .. . ..., _(20.0) _(13.7
Total deferred tax asset, net of valuation allowance . ................ 401.6 263.0
Deferred tax liabilities:
Property, plant and equipment . . .. ... ... . ... . L. (18.1) (22.9)
Other . . e (219 {239
TOtAl. e e e _(39.5) _(46.8)
Net deferred tax asset . . .. ... .. ... ittt $362.1 $216.2
. Reported as:
Current deferred income tax asset . . ........ ..o iirii..-. $234.2 $1294
Long-term deferred income tax asset (included in “Other assets™). .. .. 127.9 _ 868
Net deferred tax asset ......... e e e $362.1 $216.2

The Company will establish a valuation allowance if it is more likely than not that these items will either expire
before the Company is able to realize their benefits, or that future deductibility is uncertain. Periodically, the
valuation allowance is reviewed and adjusted based on management’s assessments of realizable deferred tax assets.
The valuation allowance as of September 28, 2008 and September 30, 2007 was related to net operating losses of
consolidated foreign subsidiaries. The net change in the total valuation allowance for the years ended September 28,
2008, and September 30, 2007, was an increase of $6.3 million and $4.9 million, respectively.

As of September 28, 2008, the Company has foreign tax credit carryforwards of $26.2 million with expiration dates
between fiscal years 2013 and 2018. As of the end of fiscal 2008, the Company also has capital loss carryforwards of
$0.5 million, expiring in fiscal year 2010.

Taxes currently payable of $14.8 million and $38.5 million are included in *Accrued taxes” on the consolidated
balance sheets as of September 28, 2008 and September 30, 2007, respectively.

FIN 48

As described in Note 1, on October 1, 2007, the first day of the Company’s fiscal 2008, Starbucks adopted FIN 48,
The cumulative effects of applying FIN 48 have been recorded as a decrease of $1.7 million and $1.6 million,
respectively, to the Company’s fiscal 2008 opening balances of retained earnings and additional paid-in capital, The
Company also recorded an increase of $28.5 million to current income tax assets, an increase of $12.2 million to
long-term income tax assets, a decrease of $24.6 mitlion to current tax liabilities and an increase of $68.6 million to
long-term tax liabilities.
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As of September 28, 2008, the Company had $52.6 million of gross unrecognized tax benefits of which
$21.4 million, if recognized, would affect the effective tax rate. The Company recognizes interest and penalties
related to income tax matters in income tax expense. During fiscal 2008, interest and penalties included in income
tax expense was $2.5 million. As of September 28, 2008 and October 1, 2007, the Company had accrued interest and
penaliies of $9.1 million and $11.4 million, respectively, before benefit of federal tax deduction, recorded on its
consolidated balance sheets.

The following table summarizes the activity related to the Company’s unrecognized tax benefits from October 1,
2007 to September 28, 2008 (in millions):

Balance as of October 1, 2007 .. ... oottt e $ 583
Increase related to prior year tax positions. .. ... .. e i 64.9
Decrease related to prior year tax positions . . .......... . L R (37.2)
Increase related to current year tax positions ... ... ... i i 17.0
Decrease related to current year tax positions ... ... ... 5.4)
Decreases related to settlements with taxing authorities ... ... .. .. ... . oo (1L.1)
Decreases related to lapsing of statute of limitations ....... ... ... o _(33.9)
Balance as of September 28, 2008, .. ... . ... $52.6

Starbucks is currently under routine audit by various state taxing jurisdictions for fiscal years 2003 through 2006.
During fiscal year 2008, the Company reached a settiement with the IRS on its 2005 federal income tax
examination. As a result, unrecognized tax benefits were reduced by $11.1 million and the tax provision was
reduced by $6.5 million. The Company reversed a portion of long-term taxes payable, which resulted in recording a
tax benefit in fiscal year 2008. The Company is no longer subject to US federal or state examination for years before
fiscal year 2005, with the exception of nine states. As a result of federal and certain state statute closures related to
fiscal year 2004, the Company reversed the long-term income taxes payable, which resulied in recording an
additional tax benefit in the third quarter of fiscal year 2008. The Company is subject to income tax in many
jurisdictions outside the United States, none of which are individually material to the consolidated financial
statements.

There is a reasonable possibility that the unrecognized tax benefits will change within the next 12 months, but the
Company does not expect this change to be material to the consolidated financial statements.
Note 16: Earnings per Share

The following table presents the calculation of net earnings per common share (“EPS™) — basic and diluted (in
millions, except EPSY:

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007 Oct 1, 2006
Net earnings . . .. .ovvvr e i $315.5 $672.6 $564.3
Weighted average common shares and common stock
units cutstanding (for basic calculation) .. .......... 731.5 749.8 766.1
Dilutive effect of outstanding common stock options and
RSUS © o e e o102 20.3 26.5
Weighted average common and common equivalent
shares outstanding (for diluted calculation) . .. .... ... 741.7 770.1 - 792.6
EPS—basic................... e $ 043 $ 0.90 $ 074
EPS —diluted ..... ... .o $ 043 $ 087 $ 071

Potential dilutive shares consist of the incremental common shares issuable upon the exercise of outstanding stock
options (both vested and non-vested) and unvested RSUs, using the treasury stock method. Potential dilutive shares

. are excluded from the computation of earnings per share if their effect is antidilutive. The number of antidilutive
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options and RSUs totaled 40.4 million, 10.4 million and 10.3 million in fiscal years 2008, 2007 and 2006,
respectively.

Note 17: Commitments and Contingencies
Guarantees

The Company has unconditionally guaranteed the repayment of certain Japanese yen-denominated bank loans and
related interest and fees of an unconsolidated equity investee, Starbucks Japan. The guarantees continue until the
loans, including accrued interest and fees, have been paid in full. The maximum amount is limited to the sum of
unpaid principal and interest amounts, as well as other related expenses. These amounts will vary based on
fluctvations in the yen foreign exchange rate. '

Starbucks has commitments under which it unconditionally guarantees its proportionate share of certain borrowings
of unconsolidated equity investees. The Company’s maximum exposure under these commitments disclosed in the
table below excludes interest and other related costs. The fair value of these guarantees are included in “Equity and
-cost investments” and “Other long-term liabilities” on the consolidated balance sheets.

The following table presents information on unconditional guarantees as of September 28, 2008 (in millions):

Fair Value Estimate

Maximum Year Guarantee Recorded on

Exposure Expires in Balance Sheet
Japanese yen-denominated bank loans .................. 38 2014 $—
Borrowings of other unconsolidated equity investees... . ... .. $17.4 2008 1o 2012 $4.1

M) Since there has been no modification of these loan guarantees subsequent to the Company’s adoption of FASB
Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others,” Starbucks has applied the disclosure provisions only and has not
recorded the guarantees on its consolidated balance sheets.

Legal Proceedings

On October 8, 2004, a former hourly employee of the Company filed a lawsuit in San Diego County Superior Court
entitled Jou Chau v. Starbucks Coffee Company. The lawsuit alleges that the Company violated the California Labor
Code by allowing shift supervisors to receive tips. More specifically, the lawsuit alleges that since shift supervisors
direct the work of baristas, they qualify as “agents” of the Company and are therefore excluded from receiving tips
under California Labor Code Section 351, which prohibits employers and their agents from collecting or receiving
tips left by patrons for other employees. The lawsuit further alleges that because the tipping practices violate the
Labor Code, they also are unfair practices under the California Unfair Competition Law. In addition to recovery of
an unspecified amount of tips distributed to shift supervisors, the lawsuit secks penalties under California Labor
Code Section 203 for willful failure to pay wages due. Plaintiff also seeks attorneys’ fees and costs. On February 28,
2008, the court ruled against the Company in the liability phase of the trial and on March 20, 2008 the court ordered
the Company to pay approximately $87 million in restitution, plus interest. On July 31, 2008, the Company filed a
notice of appeal with the California Court of Appeals. Starbucks believes that while the adverse ruling by the trial
judge in this case makes the possibility of loss somewhat more likely, the Company is only at the very beginning of
the appellate process. Starbucks believes thart the likelihood that the Company will ultimately incur a loss in
connection with this litigation is reasonably possible rather than probable. The Company has not accrued any loss
related to this litigation,

On June 30, 2005, three individuals, Erik Lords, Hon Yeung, and Donald Brown filed a lawsuit in Orange County
Superior Court, California. The lawsuit alleges that the Company violated the California Labor Code section 432.8
by asking job applicants to disclose at the time of application convictions for marijuana related offenses more than
two years old. Plaintiffs also seek attormeys’ fees and costs. On November 1, 2007, the Court issued an order
certifying the case as a class action, with the plaintiffs representing a class of all persons who have applied for
employment with Starbucks Coffee Company in California since June 23, 2004 who cannot claim damages in
excess of $200. On November 15, 2007, the court denied the Company’s motion for summary judgment. Starbucks
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has appealed the denial of its motion for summary judgment and the California Court of Appeals has agreed to hear
the Company’s appeal. The Company cannot estimate the possible loss to the Company, if any. No trial date has
been set. The Company believes its employment application complies with California law, and the Company
intends to vigorously defend the lawsuit.

As previously disclosed in the Company’s Form 10-Q for the Quarterly Period Ended June 29, 2008, two former
employees of the Company filed a lawsuit, entitled Sean Pendlebury and Laurel Overton v. Srarbucks Coffee
Company, in the U.S. District Court for the Southern District of Florida claiming the Company violated require-
ments of the Fair Labor Standards Act (“FLSA”). In August 2008, the Company and the plaintiffs agreed upon
terms of a settlement which was approved by the court on August 21, 2008.

The Company is party to various other legal proceedings arising in the ordinary course of its business, but it is not
currently a party to any legal proceeding that management believes would have a material adverse effect on the
consolidated financial position or results of operations of the Company.

Note 18: Segment Reporting

Segment information is prepared on the same basis that the Company’s management reviews financial information
for operational decision making purposes. Starbucks has three reportable operating segments: United States,
International and CPG.

United States

The Company’s United States operations represent 80% of total Company-operated retail revenues, 55% of total
specialty revenues and 76% of total net revenues for fiscal year 2008. United States operations sell coffee and other
beverages, complementary food, whole bean coffees, and coffee brewing equipment and merchandise primarily
through Company-operated retail stores, Specialty operations within the United States include licensed retail stores,
foodservice accounts and other initiatives related to the Company’s core business.

International

The Company’s International operations represent the remaining 20% of Company-operated retail revenues and
21% of total specialty revenues as well as 20% of total net revenues for fiscal year 2008, International operations
sell coffee and other beverages, complementary food, whole bean coffees, and coffee brewing equipment and
merchandise through Company-operated retail stores in the UK, Canada and nine other markets. Specialty
operations in International primarily include retail store licensing operations in nearly 40 countries and
foodservice accounts, primarily in Canada and Japan. Many of the Company’s International operations are in
early stages of development that require a more extensive support organization, relative to the current levels of
revenue and operating income, than in the United States.

Global Consumer Products Group

The Company’s CPG segment represents 24% of total specialty revenues and 4% of total net revenues for fiscal year
2008. CPG operations sell a selection of whole bean and ground coffees as well as a selection of premium Tazo®
teas through licensing arrangements in US and international markets. CPG operations also produce and sell ready-
to-drink beverages which include, among others, bottled Frappuccino® beverages, Starbucks DoubleShot® espresso
drinks, and Discoveries® chilled cup coffee, as well as Starbucks® superpremium ice creams and Starbucks™
Coffee and Cream Ligueurs, through its joint ventures and marketing and distribution agreements.

Unallocated Corporate includes expenses pertaining to corporate administrative functions that support the oper-
ating segments but are not specifically attributable to or managed by any segment and are not included in the
reported financial results of the operating segments. These unallocated corporate expenses include certain general
and administrative expenses, related depreciation and amortization expenses, restructuring charges and amounts
included in “Interest income and other, net” and “Interest expense” on the consolidated statements of earnings.
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The Company’s revenue mix by product type was as follows (in millions):

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007 Oct 1, 2006

Beverage.............. .. ... .. ... .... $ 66633 64%  $6,029.1 64%  $5,0434  65%
FOOd .. 1,511.7  15% 1,332.7  14% 1,0243 13%
Coffee-making equipment and other" . ... .. 1,2202 12% 1,136.6  12% 9182 12%
Whale beancoffees ... ................. 987.8 9% 913.1 10% 801.0 10%
Total o e $10,383.0 100% $9,411.5 100% $7.786.9 100%

M Other includes royalty and licensing revenues

The tables below represent information by geographic area (in millions):

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007 Oct 1, 2006
Net revenues from external customers:

United States. . .. ... .. i e e $ 82270 $7,678.9 $6,478.1
Other COUNLTIBS .+ v v v ot e e e e e e e e e e e e e e e 2,156.0 1,732.6 1,308.8
Total . .. e $10,383.0 $9411.5 $7.786.9

No customer accounts for 10% or more of the Company’s revenues. Revenues are shown based on the geographic
location of the customers. Revenues from countries other than the United States consist primarily of revenues from
Canada and the UK, which together account for approximately 69% of net revenues from other countries for fiscal
2008,

Fiscal Year Ended Sep 28, 2008 Sep 30, 2007 Oct 1, 2006
Long-lived assets:

United SEAtES. . o v oo et e et e e e e e $3,0999 $2,990.6 $2.446.1

Other countries . ... ... i e e e e 824.8 667.9 453.0

Total . . e e e $3.924.7 $3,658.5 $2,899.1

Management evaluates the performance of its operating segments based on net revenues and operating income. The
accounting policies of the operating segments are the same as those described in the summary of significant
accounting policies in Note 1. Operating income represents earmings before “Interest income and other, net,”
“Interest expense” and “Income taxes.” Allocations of portions of corporate overhead, interest or income taxes to
the segments are not significant. Identifiable assets by segment are those assets used in the Company’s operations in
each segment. Unallocated ‘corporate assets include cash and investments, unallocated assets of the corporate
headquarters and roasting facilities, deferred taxes and certain other intangibles.
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The table betow presents information by operating segment for the fiscal years noted (in millions):

Fiscal 2008
Net Revenues:

Company-operated retail . .. .............

Specialty:
Licensing . ... . ... ...
Foodservice and other. ... ......... ...
Total specially . ...... .. .. ... ...
Total netrevenues . . ... .. ..o ot
Depreciation and amortization . ... .. .......
Income (loss) [rom equity investees, ... ......
Operating incomef(loss) .. ... o
Earnings/(loss) before income taxes. .. .. ... ..
Equity method investments. .. .. ......... ..
Identifiable assets . . ........ ... ... L.
Net impairment and disposition losses . . - . .. ..
Net capital expenditures. . ................

Fiscal 2007:
Net Revenues:

Company-operated retail . . . .............

Specialty:
Licensing . ......cvvieeian,
Foodservice and other. . . .............
Total specialty . ... ........ ... ...
Total net revenues . ... ..o e
Depreciation and amortization . ............
Income from equity investees . .. ...........
Operating income/(loss)y . .. ... ............
Earnings/(loss) before income taxes. ... ... ...
Equity method investments. ... ............
Idemifiable assets .. ... ... ... ... ...
Net impairment and disposition fosses . .. ... ..
Net capital expenditures. . ... .. ......... ..

Fiscal 2006:
Net Revenues:

Company-operated retail . . ... ... ... ...

Specialty:
Licensing . ... covimvveeeannn
Foodserviceand other. . ............ ..
Total specialty . ...... ... ...
Total net revenues . . .. oo i
Depreciation and amortization . ............
Income from equity invesiees . . ... .........
Operating income/(loss) . .. .. ......... ...
Earnings/(loss) before income taxes. .. .......
Equity method investments. . ..............
Identifiable assets .. . ........ ... . oL
Net impairment and disposition losses . .. ... ..
Net capital expenditures. ... ...

Unallocated

United States  International  Global CPG Corporate Total
$6,997.7 $1,774.2 —_ 3 — $ 87719
504.2 2748 392.6 — 1,171.6
385.1 544 — — 439.5
889.3 3292 392.6 _— 1,611.1
7.887.0 2,103.4 392.6 —_ 10,383.0
401.7 108.8 — 38.8 549.3
(1.3) 54.2 60.7 —_ 113.6
528.1 110.0 205.3 (339.5) 503.9
541.6 119.4 2053 (406.8) 459.5
(0.5} 223.6 44.8 -_ 267.9
2,3629 12727 116.0 1,921.0 56726
275.1 19.0 — 30.9 325.0
534.7 253.6 — 196.2 984.5
$6.560.9 51,4374 3 — $ - 5 79983
439.1 2209 366.3 — 1,026.3
349.0 379 — — 386.9
788.1 258.8 366.3 — 1,413.2
7.349.0 1,696.2 366.3 — 9411.5
348.2 84.2 0.1 347 467.2
0.8 459 6.5 — 108.0
1,070.5 137.7 183.6 (337.9) 1,053.9
1.079.7 147.2 183.6 (354.2) 1,056.3
0.8 196.9 368 — 2345
2,454.6 1,116.1 91.6 1,681.6 5,343.9
9.3 15.1 — 1.6 26.0
779.2 189.8 — 111.3 1,080.3
55,495.2 $1.087.9 3 — $ — $ 6,583.1
369.1 186.0 305.5 — 860.6
314.2 29.0 — e 343.2
683.3 215.0 305.5 — 1,203.8
6,178.5 1.302.9 305.5 —_— 7,786.9
284.6 66.8 0.1 357 387.2
0.2 344 59.4 — 94.0
955.2 108.5 166.9 (336.6) 894.0
9571.7 109.5 166.9 (327.8) 906.3
— 163.6 414 — 205.0
1,996.3 746.4 94.1 1,592.1 44289
9.4 10.1 — 0.1 19.6
545.1 112.0 0.3 113.8 771.2
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Note 19: Summarized Quarterly Financial Information (unaundited, in millions, except EPS)

First Second Third Fourth Total

2008:

Netrevenues . ..........ovvunvunnunn.. $2,767.6  $2,526.0 $2,574.0 $2,5154 $10,383.0

Operating income/(1088) . . . ... ovvuvro... 333.1 178.2 2Le)"  142@ 503.9

Net earnings/{loss). ... ....... ... ... ..... 208.1 108.7 6. )" 5.4@ 315.5

EPS —diluted. . ....................... 0.28 0.15 (0.01) 0.01 0.43
2007;

Netrevenues . ... ........cciuneeeeennnn. $2,355.7 $2.255.6 $2,3593 32,4409 $ 9411.5

Operating income . ..................... 319.7 241.0 245.2 248.0 1,053.9

Neteamnings ......... ... ... . .ooa.n. 2050 150.8 158.3 158.5 672.6

EPS —diluted. .. ...................... 0.26 0.19 0.21 0.21 0.87

" Includes pretax restructuring charges of $167.7 million.
2 Includes pretax testructuring charges of $99.2 million,
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Starbucks Corporation
Seattle, Washington

We have audited the accompanying consolidated balance sheets of Starbucks Corporation and subsidiaries (the
“Company”) as of September 28, 2008 and September 30, 2007, and the related consolidated statements of
earnings, shareholders’ equity, and cash flows for each of the three years in the period ended September 28, 2008.
These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits,

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects. the financial position
of Starbucks Corporation and subsidiaries as of September 28, 2008 and September 30, 2007, and the results of their
operations and their cash flows for each of the three years in the period ended September 28, 2008, in conformity
with accounting principles generally accepted in the United States of America.

As discussed in Note | to the consolidated financial statements, on October 1, 2006, the Company changed its
method of accounting for conditional asset retirement obligations upon adoption of Financial Accounting Standards
Board Interpretation No. 47, “Accounting for Conditional Asset Retirement Obligations - an interpretation of FASB
Statement No. 1437,

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the Company’s internal control over financial reporting as of September 28, 2008, based on criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission and our report dated November 24, 2008 expressed an unqualified opinion on the
Company’s internal control over financial reporting.

/s/ DELOITTE & TOUCHE LLP

Seattle, Washington
November 24, 2008
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.

Item 9A. Controls and Procedures
Disclosure Controls and Procedures

The Company maintains disclosure controls and procedures that are designed to ensure that material information
required to be disclosed in the Company’s periodic reports filed or submitted under the Securities Exchange Act of
1934, as amended (the “Exchange Act”), is recorded, processed, summarized and reported within the time periods
specified in the SEC’s rules and forms. Starbucks disclosure controls and procedures are also designed to ensure that
information required to be disclosed in the reports the Company files or submits under the Exchange Act is
accumulated and communicated to the Company’s management, including its principal executive officer and
principal financial officer as appropriate, to allow timely decisions regarding required disclosure.

During the fourth quarter the Company carried out an evaluation, under the supervision and with the participation of
the Company’s management, including the chief executive officer and the chief financial officer, of the effec-
tiveness of the design and operation of the disciosure controls and procedures, as defined in Rules 13a-15(e) and
15d-15(e) under the Exchange Act. Based vpon that evaluation, the Company’s chief executive officer and chief
financial officer concluded that the Company’s disclosure controls and procedures were effective, as of the end of
the period covered by this report (September 28, 2008).

During the fourth quarter of fiscal 2008, there were no changes in the Company’s internal control over financial
reporting (as defined in Rules 13a-i5(f) and 15d-15(f) of the Exchange Act) that materially affected or are
reasonably likely to materially affect intemal control over financial reporting.

The certifications required by Section 302 of the Sarbanes-Oxley Act of 2002 are filed as exhibits 31.1 and 31.2,
respectively, to this 10-K.

Report of Management on Internal Control over Financial Reporting

The management of Starbucks is responsible for establishing and maintaining adequate internal control over
financial reporting. Internal control over financial reporting is a process to provide reasonable assurance regarding
the reliability of our financial reporting for external purposes in accordance with accounting principles generally
accepted in the United States of America. Internal control over financial reporting includes maintaining records that
in reasonable detail accurately and fairly reflect our transactions; providing reasonable assurance that transactions
are recorded as necessary for preparation of our financial statements; providing reasonable assurance that receipts
and expenditures are made in accordance with management authorization; and providing reasonable assurance that
unauthorized acquisition, use or disposition of company assets that could have a material effect on our financial
statements would be prevented or detected on a timely basis. Because of its inherent limitations, internal control
over financial reporting is not intended to provide absolute assurance that a misstatement of our financial statements
would be prevented or detected.

Management conducted an evaluation of the effectiveness of our internal control over financial reporting based on
the framework and criteria established in frternal Control — Integrated Framework, issued by the Committee of
Sponsoring Organizations of the Treadway Commission. This evaluation included review of the documentation of
controls, evaluation of the design effectiveness of controls, testing of the operating effectiveness of controls and a
conclusion on this evaluation. Based on this evaluation, management concluded that the Company’s internal control
over financial reporting was effective as of September 28, 2008.

The Company’s internal control over financial reporting as of September 28, 2008, has been audited by Deloitte &
Touche LLP, an independent registered public accounting firm, as stated in their report which is included herein.

78



Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of Starbucks Corporation
Seattle, Washington

We have audited the internal control over financial reporting of Starbucks Corporation and subsidiaries (the
“Company”) as of September 28, 2008, based on criteria established in Internal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission. The Company’s management
is responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting, included in the accompanying Report of Management on
Internal Control over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance aboul
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the
company’s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion
or improper management override of controls, material misstatements due to error or frand may not be prevented or
detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over
financial reposting to future periods are subject to the risk that the controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting
as of September 28, 2008, based on the criteria established in Internal Control — Integrated Framework issued by

the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the consolidated financial statements as of and for the fiscal year ended September 28, 2008, of the
Company and our report dated November 24, 2008 expressed an unqualified opinion on those financial statements.

fs{ DELOITTE & TOUCHE LLP

Seattle, Washington
November 24, 2008
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Item 9B. Other Information

None.

PART III

As used in this Part III, “Starbucks™ and the “Company” mean Starbucks Corporation.

Item 10, Directors, Executive Officers and Corporate Governance

The information required by this item regarding the Company’s directors is incorporated herein by reference to the
sections entitled “Proposal 1 — Election Of Directors” and “Executive Compensation — Section 16(a) Beneficial
Ownership Reporting Compliance” and “Corporate Governance — Board Committees and Related Matters” in the
Company’s definitive Proxy Statement for the Annual Meeting of Shareholders to be held on March 18, 2009 (the
“Proxy Statement”). Information regarding the Company’s executive officers is set forth in [tem 4 of Part 1 of this
Report under the caption “Executive Officers of the Registrant.”

The Company adopted a code of ethics applicable to its chief executive officer, chief financial officer, controller and
other finance leaders, which is a “code of ethics™ as defined by applicable rules of the SEC. This code is publicly
available on the Company’s website at www.starbucks.com/aboutus/corporate _governance.asp. If the Company
makes any amendments to this code other than technical, administrative or other non-substantive amendments, or
grants any waivers, including implicit waivers, from a provision of this code to the Company’s chief executive
officer, chief financial officer or controller, the Company will disclose the nature of the amendment or waiver, its
effective date and to whom it applies on its website or in a report on Form 8-K filed with the SEC.

Item 11. Executive Compensation

The information required by this item is incorporated by reference to the sections entitled “Executive Compen-
sation” and “Corporate Governance — Compensation Committee” in the Proxy Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Shareholder Matters
The information required by this item is incorporated by reference to the sections entitled “Beneficial Ownership of
Common Stock™ and “Executive Compensation — Equity Compensation Plan Information™ in the Proxy
Statement.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item is incorporated by reference to the section entitled “Executive Compensa-
tion — Certain Relationships and Related Transactions” and “Corporate Governance — Affirmative Determina-
tions Regarding Director Independence and Other Matters™ in the Proxy Statement.

Item 14. Principal Accountant Fees and Services

The information required by this item is incorporated by reference to the sections entitled “Independent Registered
Public Accounting Firm Fees™ and “Policy on Audit Committee Pre-Approval of Audit and Permissible Non- Audit

Services of the Independent Registered Public Accounting Firm™ in the Proxy Statement.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

{a) The following documents are filed as a part of this 10-K:

1. Financial Statements
The following financial statements are included in Part II, Item 8 of this 10-K:

+ Consolidated Statements of Earnings for the fiscal years ended September 28, 2008, September 30, 2007 and
October 1, 2006;

= Consolidated Balance Sheets as of September 28, 2008 and September 30, 2007,

» Consolidated Statements of Cash Flows for the fiscal years ended September 28, 2008, September 30, 2007
and October 1, 2006; ;

+ Consolidated Statements of Shareholders’ Equity for the fiscal years ended September 28, 2008, Septem-
ber 30, 2007 and October 1, 2006;

« Notes to Consolidated Financial Statements; and

» Reports of Independent Registered Public Accounting Firm

2. Financial Statement Schedules

Financial statement schedules are omitted because they are not required or are not applicable, or the required
information is provided in the consolidated financial statements or notes described in Item 15(a)(1) above.

3. Exhibits

The Exhibits listed in the Index to Exhibits, which appears immediately following the signature page and is
incorporated herein by reference, are filed as part of this 10-K.
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_ SIGNATURES

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

STARBUCKS CORPORATION

By: /s/ Howard Schultz

Howard Schultz
chairman, president and chief executive officer

November 24, 2008

POWER OF ATTORNEY

Know all persons by these presents, that each person whose signature appears below constitutes and appoints
Howard Schultz and Peter J. Bocian, and each of them, as such person’s true and lawful attorneys-in-fact and agents,
with full power of substitution and resubstitution, for such person and in such person’s name, place and stead, in any
and all capacities, to sign any and all amendments to this Report, and to file the same, with all exhibits thereto, and
other documents in connection therewith, with the Securities and Exchange Commission, granting unto said
attorneys-in-fact and agents, and each of them, full power and authority to do and perform each and every act and
thing requisite and necessary to be done in connection therewith, as fully to all intents and purposes as such person
might or could do in person, hereby ratifying and confirming that all said attorneys-in-fact and agents, or any of
them or their or such person’s substitute or substitutes, may lawfully do or cause to be done by virtue thereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has been signed below
by the following persons on behalf of the Registrant and in the capacities indicated as of November 24, 2008.

Signature Title

By: /s/ Howard Schuliz chairman, president and chief executive officer
Howard Schuliz

By: /s/ Peter J. Bocian executive vice president, chief financial officer and chief
Peter J. Bocian administrative officer (principal financial officer and
principal accounting officer)

By: /s/ Barbara Bass director

Barbara Bass

By: /s/  William W. Bradley director
William W. Bradley

By: /s/  Mellody Hobson director
Mellody Hobson

By: /s/ _Olden Lee director
Olden Lee
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By:

By:

By:

By:

Signature

Is/{ James G. Shennan Jr.

James G. Shennan Jr.

/s/ Javier G. Teruel

Javier G. Teruel!

fs/  Myron E. Ullman 111

Myron E. Ullman [1

/s/  Craig E. Weatherup

Craig E. Weatherup
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Exhibit
Number

3.1
32

4.1
4.2

43

10.1*

10.2*

10.3

10.3.1

10.4*

10.5

10.6*

10.7*
10.8*

10.9
10.10*

10.11#

10.12

INDEX TO EXHIBITS

Exhibit Description

Restated Articles of Incorporation of
Starbucks Corporation

Amended and Restated Bylaws of Starbucks
Corporation

Form of Indenture

Form of Note for 6.25% Senior Notes due
2017

Form of Supplemental Indenture for
6.25% Senior Notes due 2017

Starbucks Corporation Amended and
Restated Key Employee Stock Option
Plan — 1994

Starbucks Corporation Amended and
Restated 1989 Stock Option Plan for Non-
Employee Directors

Starbucks Corporation 1991 Company-Wide
Stock Option Plan, as amended and restated
through November 20, 2003

Starbucks Corporation 1991 Company-Wide
Stock Option Plan — Rules of the UK Sub-
Plan, as amended and restated through
November 20, 2003

Starbucks Corporation Employee Stock
Purchase Plan — 1995 as amended and
restated through October 1, 2006

Amended and Restated Lease, dated as of
Januvary 1, 2001, between First and Utah
Street Associates, L.P. and Starbucks
Corporation

Starbucks Corporation Executive
Management Bonus Plan, as amended and
restated effective September 19, 2006

Starbucks Corporation Management
Deferred Compensation Plan

Starbucks Corporation 1997 Deferred Stock
Plan

Starbucks Corporation UK Share Save Plan

Starbucks Corporation Directors Deferred
Compensation Plan, as amended and
restated effective September 29, 2003

Amended and Restated Employment
Agreement dated December 16, 2005
between Starbucks Corporation and Howard
Behar

Starbucks Corporation UK Share Incentive
Plan, as amended and restated effective
November 14, 2006

Incorporated by Reference

Date of Exhibit Filed
Formn File No. First Filing Number Herewith
10-Q 0-20322 05/12/06 31
8-K 0-20322 11/20/07 32
S-3 ASR  333-145572  8720/07 4.1
8-K (-20322 8/23/07 4.2
8-K 0-20322 8/23/07 43
10-K 0-20322 12/23/03  10.1
10-K 0-20322 12/23/03  10.2
10-K 0-20322 12/23/03 103
10-K 0-20322 12/23/03  10.3.1
10-K 0-20322 12/14/06 104
10-K 0-20322 12/20/01 105
8-K 0-20322 9/25/06 10.1
S5-8 333-65181 10/01/98 4.1
10-K 0-20322 12/23/99  10.17
10-K 0-20322 12/23/03 - 10.9
10-K 0-20322 12/23/03  10.10
8-K 0-20322 12/19/05  10.1
10-K 0-20322 12/14/06  10.12
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Exhibit

Number

10.13*

10.14*

10.15*

10.16*

10.17*

10.18*

10.19*

10.20

10.21

10.22

10.23

10.24

Incorporated by Reference

Exhibit Description Form

File No.

Date of
First Filing

Exhibit
Number

Filed
Herewith

Starbucks Corporation 2005 Long-Term 10-Q
Equity Incentive Plan, as amended and

restated effective November 15, 2005

2005 Key Employee Sub-Plan to the 10-Q
Starbucks Corporation 2005 Long-Term

Equity Incentive Plan, as amended and

restated effective November 15, 2005

2005 Non-Employee Director Sub-Plan to 8-K
the Starbucks Corporation 2005 Long-Term
Equity Incentive Plan

Stock Option Grant Agreement for Purchase 8-K
of Stock under the 2005 Key Employee

Sub-Plan to the Starbucks Corporation 2005
Long-Term Equity Incentive Pian

Stock Option Grant Agreement for Purchase 8-K
of Stock under the 2005 Non-Employee

Director Sub-Plan to the Starbucks

Corporation 2005 Long-Term Equity

Incentive Plan

Letter Agreement dated as of February 11, 10-Q
2005 by and among the Company, the

Schultz Irrevocable Trust and the Howard

D. Schultz Irrevocable Trust '

Letter Agreement dated March 30, 2005 8-K/A
between Starbucks Corporation and James
L.. Donald

2005 Company-Wide Sub-Plan to the 10-Q
Starbucks Corporation 2005 Long-Term
Equity Incentive Plan

Stock Option Grant Agreement for Purchase 10-Q
of Stock under the 2005 Company-Wide

Sub-Plan io the Starbucks Corporation 2005
Long-Term Equity Incentive Plan

Credit Agreement dated August 12, 2005 8-K
among Starbucks Corporation, Bank of
America, N.A., as Administrative Agent,
Swing Line Lender and L/C lIssuer,
Wachovia Bank N.A. and Citibank, N.A,, as
Co-Documentation Agents, Banc of
America Securities LLC and Wells Fargo
Bank, N.A., as Joint Lead Arrangers and
Joint Book Managers, ‘Wells Fargo Bank,
N.A., as Syndication Agent, and the other
Lenders party thereto.

Commercial Paper Dealer Agreement 8-K
between Starbucks Corporation and Banc of
America Securities LLC, dated as of

March 27, 2007

Commercial Paper Dealer Agreement 8-K
between Starbucks Corporation and

Goldman, Sachs & Co., dated as of

March 27, 2007

85

0-20322

0-20322

0-20322

0-20322

0-20322

0-20322

0-20322
0-20322

0-20322

0-20322

0-20322

0-20322

02/10/06
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Incorporated by Reference

Exhibit Date of Exhibit Filed
Number Exhibit Description Form File No. First Filing Number Herewith
10.25* Letter Agreement dated April 2, 2007 8-K 0-20322 4/3/07 10.1
between Starbucks Corporation and Peter J.
Bocian
10.26* Letter Agreement dated July 16, 2007 8-K 0-20322 7T 101
between Starbucks Corporation and Martin
Coles
10.27*  Letter Agreement dated July 16, 2007 8-K 0-20322 70T 102
between Starbucks Corporation and James
C. Alling
10.28* Letter Agreement dated February 19, 2008 “10-Q 0-20322 05/08/08  10.1
between Starbucks Corporation and Arthur
Rubinfeld
10.29* Letter Agreement dated January 10, 2008 10-Q 0-20322 05/08/08 10.2
between Starbucks Corporation and Chet
Kuchinad

10.30* Letter Agreement dated February 21, 2008 10-Q 0-20322 05/08/08 103
between Starbucks Corporation-and Clifford
Burrows

10.31* Separation Agreement and Release dated 10-Q " 0-20322 05/08/08 104
January 7, 2008 between Starbucks
Corporation and James L. Donald

10.32* Separation Agreement and Release dated 10-Q 0-20322 05/08/08 10.5
March 3, 2008 between Starbucks
Corporation and Launi Skinner

10.33*  Separation Agreement and Release dated X
July 29, 2008 between Starbucks
Corporation and James C. Alling

10.34  Amendment No. 4 to Credit Agreement 8-K 0-20322 10/31/08  10.1
dated October 31, 2008, among Starbucks
Corporation, Bank of America, N.A., as
Administrative Agent and the Lenders party
thereto

10.35% Time Vested Restricted Stock Unit 8-K 0-20322 1177/08  10.1
Agreement (US) under Starbucks
Corporation 2005 Long-Term Equity
Incentive Plan

10.36* Time Vested Restricted Stock Unit 8-K 0-20322 11/7/08 10.2
Agreement (International) under Starbucks
Corporation 2005 Long-Term Equity
Incentive Plan

10.37* Performance Based Restricted Stock Unit 8-K 0-20322 11/7/08 10.3

Agreement under Starbucks Corporation
2005 Long-Term Equity Incentive Plan

12 - Computation of Ratio of Earnings 1o Fixed — —_ - = X
Charges

21 Subsidiaries of Starbucks Corporation —_ — —_- — X

23 Consent of Independent Registered Public —_ — _ — X

Accounting Firm
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Incorporated by Reference

Exhibit Date of Exhibit Filed
Number Exhibit Description Form File No. First Filing Number Herewith
3L Certification of Principal Executive Officer — — — X

Pursuant to Rute 13a-14 of the Securities
Exchange Act of 1934, As Adopted
Pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002

31.2 Centification of Principal Financial Officer — — — X
Pursuant to Rule 13a-14 of the Securities
Exchange Act of 1934, As Adopted
Pursuant 1o Section 302 of the Sarbanes-
Oxley Act of 2002
32 Certifications of Principal Executive Officer — — — X
and Principal Financial Officer Pursuant to
18 USC. Section 1350, As Adopted
Pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002

* Denotes a compensatory plan, contract or arrangement, in which the Company’s directors or executive officers
may participate, Pike Place is a trademark of the Pike Place Market PDA, used under license.
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Market Information

The company’s common stock is traded on the NASDAQ Global Select
Market (“NASDAQ™), under the symbel SBUX. The following table
shows the quarterly high and low closing prices of the common stock as
reported by NASDAQ for each quarier during the last two fiscal years.

September 28, 2008: High Low
Fourth Quarter $16.92 $13.58
Third Quarter 18.60 15.66
Second Quarter 20.47 16.80
First Quarter 26.84 20.03
September 30, 2007:

Fourth Quarter $28.29 $25.87
Third Quarter 31.84 25,54
Second Quarter 36.29 29.32
First Quarter 39.43 3362

The company’s U.S. Securities and Exchange Commission filings may
be obtained without charge by accessing the Investor Retations section
of the company’s website at hitp:/finvestor.starbucks.com, at sec.gov,
or by making a request to Investor Relations via the address. phone
number or website kisted below.

Investor Relations

Starbucks Corporation

PO Box 34067

M/S S-FP1

Seattle, WA 98124-1067
(206} 447-1575, ext. 87118
http:#investor.starbucks.com

Independent Auditors
Deloitte & Touche LLP

Transfer Agent
BNY Mellon Shareawner Services

Starbucks Coffee Company

cfo BNY Mellon Shareowner Services
PO Box 38015

Pittsburgh, PA 15252

(888) 835-2866
www.bnymellon.com/shareawner

Annual Meeting of Shareholders

March 18, 2009

10:00 a.m. PST

Maripn Oliver McCaw Hall

Seattle, WA

Live webcast at: hitp:/investor.starbucks.com

GLOBAL RESPONSIBILITY

Starbucks is committed to being a deeply responsible company in the
communities where it does business around the world, The company's
focus is on ethically sourcing high-qualily coffee, reducing its
environmental impacts and contributing positively to communities.
Starbucks Global Respensibility strategy and commitments are integral
to the company's overall business strategy. As a result, Starbucks
believes il delivers benefits 1o the company and its stakeholders,
including employees, business partners, customers, suppliers,
shareholders, community members and others. For an overview of
Starbucks Giobal Responsibility strategy and commitments, please
see Starbucks Fiscal 2008 Global Responsibility Report, available
onling at starbucks.com/sharedplanet on Earth Gay, April 22, 2008.

Board of Directors and Senior Officers

Board of Directors

Howard Schultz  Starbucks Corporation, chaimman, president and chie! executive officer
Barbara Bass  Gerson Bakar Foundalion, presiden!

William W. Bradley Allen & Company LiC, managing director

Mellody Hobson  Anel investments, LLG, president

Olden Lee  PepsiCo, inc., relired executive

James G. Shennan, Ir.  Trnity Ventures, general partner émeritus

Javier G. Teruel Colgate-Paimotive Company, retited vice chairman

Myron E. Ullman, 1 1C. Penney Company, Inc., chainman and chief executive officer
Craig E. Weatherup  Pepsi-Cols Company, retied ehiel executive officer

Senior Officers

Howard Schultz chainman, president and chief executive officer

Clifford Burrows  pesident, Starbucks Cotfee U5,

Martin Coles prasident, Starbucks Coifee Intermational

Arthur Rubinfeld president, Globat Development

Troy Alstead  executive vice president, chief financial officer and chief sdministrative officer
Paula E, Boggs executive vice president, general counsel and secetary
Michelle Gass  executive vice president, Marketing and Category

Peter D. Gibbons executive vice prasident, Global Supply Chain Operations
Dorothy J. Kim  executive vice president, Giobai Strategy, Office of the ceo
Chet Kuchinad  arecutive vice president, Partner Resources

Gerardo |. Lopez  excculive vice president: president, Globa! Consumer Products, Foodservice
and Seattie’s Best Colfee

Chris Carr  senior vice prasident, Northwest/Mountain

Wendy Collie  senior vice president; general manager, Starbucks Licensed Stoves

Jolin Culver senior vice president; prasident, Asia Pacific

Terry Davenport  senior vice president, chief markating officer

Stephen Gillett  senior vice president, chief information afficer

Juan GUerrero  semior vice president, Supply Chain Intemational

Willard {Dub) Hay seior vice president, Coffee and Tea

Lucy Lee Helm  senfor vice president, depuly general covnsel

Buck Hendrix  senior vice presigent; president, {atin America

lames Koster senior vice president, Partner Resources, U.5, Refail

David Landau  sewior vice president, deputy general counse) and chief compliznce officer
Cosimo LaPorta  senior vice presidant, WestemvPacific

Barbara Le Marrec  seaior vice prasident, Operations, Starbucks Cotfee Intermational
Katharine Lindemann  seaior vice president; general manages, Foodservice

lames McDermet  seniov vice presicent, Northeast/ttiantic
Michael Malanga  senior vice president, 4.5 Store Devel
Colin Moore  senior vice president; presidenl, Starbucks Canadz
Dave DIsen  senjor vice president, Cullure and Leadership Development
Tim Pfeiffer senior vice president, Glabal Design

Harry Robests  sevior vice président, chie! creative officer

Michae) Statford  senior vice president, Tatent Management

Paul Twohig  senior vice president, Southeast/Plains

Vivek Varma  senior vice president, Public Affairs

linlong Wang  senior vice president; president, Greater Ching

Mark Wesley  serior vice president, international Development

t, Global Strategy and Support Services
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2008 Leadership Conference Commitment Wall |
Our stere partners are deeply vested in our future success. Never has this fact been more evident than i
at the 2008 Leadership Conference in New Orleans. Approximately 10,000 store partners made a personal
commitment to reengage with their customers and their communities. These collective promises, |
handwritten on a “Commitment Wall,” stand as a testament to the managers’ resolve and dedication,

While in New Orleans, store managers also volunteered 60,000 hours of community service—another
powerful symbol of their commitment and of great things to come.

To minimize our environmental impact, the Starbucks Corporation Fiscal 2008 Annual Report, excluding
the 10-K section, was printed on paper manufactured from 100% post-consumer recycled fibers,

certified Processed Chiorine Free (PCF), with 100% of the electricity involved in printing offset by certified 5
windpawer certificates. We'll keep looking for ways to further reduce our environmental footprint.
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