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FUN VUK ONARNCOVLLUERD DT,

» ENHANCING OUR BASE BUSINESS » GENERATING POSITIVE. CASH FLOW
+ EXPANDING IN THE GLOBAL MARKETPLACE * REDEPLOYING EXCESS CASH

» PURSUING NEW BUSINESS OPPORTUNIT.ES

ABOUT THE COMPANY

Foot Locker, Inc. (NYSE: FL) is the world’s leading retailer ~ Additionally, the Company’s Footlocker.com/Eastbay

of athletic footwear and apparel. Headquartered in New  business operates a direct-to-customers business offer-
York City, it operates approximately 3,800 athletic retail  ing athletic footwear, apparel and equipment through its
stores in 21 countries in North America, Europe and Aus-  Internet and catalog channels.

tralia under the brand names Foot Locker, Footaction,

Lady Foot Locker, Kids Foot Locker and Champs Sports.

“INANCIAL HIGHLIGHTS
Millions, except per share amaunts)

2003 2004 2005 2006 2007
ales $ 4779 $ 5,355 $5,653 $5,750 $5,437
ncome from continuing operations $ 209 % 255 $ 263 $ 247 $ 49
Diluted EPS from continuing operations $ 140 35 1.64 $ 1.67 $ 1.58 $ 0.32
Cash, cash equivalents and short-term
investment position, net of debt $ 113§ 127 $ 261 $ 236 $ 272
shareholders’ equity $1375 $1,830 $2,027 $2,295 $2,271
ook value per share* $ 955 §11.72 $13.04 $14.74 $14.70

" Shareholders’ equity divided by common shares outstanding
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B US]N ESS OVERVI EW Global diversification is a vital component of the Company’s strategic

positioning. This diversification is unique in the athletic footwear
and apparel retail industry and provides many distinct advantages.
Foot Locker, Inc. has established a strong presence in several global
markets throughout North America, Europe and Australia,

167
—Canadian ~.. ... 509 Eureopean
gStor " Stores

20 Hawaii

75 Puerto Rico Stores 2 Guam Stores

8 Virgin Islands Stores Stores

77 Australian
Stores

15 New Zealand
Storas

/

- -

Primary Customer Merchandise Mix # of Stores  Average Store Size

Men's, Women's and Children's
Athletic Footwear 4,100 Gross
Men's Athletic Apparel and Accessories Square Feet

Foo' LOCker 12 to 24 Year Old

Men's, Women's and Children’s
Athletic Footwear 4,700 Gross
16 to 34 Year Old Men's Athletic Apparel and Accessories Square Feet

FDDTACTIDN*
—ret—_RA

Lady Foot Locker 14 to 35 Year Old Women's Athletic Footwear, Apparel 2,200 Gross
Female and Accessories Square Feet

m“ot Locker Children’s Athletic Footwear, Apparel 2,400 Gross

5to 11 Year Old and Accessories Square Feet

Men'’s, Women's and Children’s
r°°t I.OCkel' Athletic Footwear 2,900 Gross

12 to 20 Year Old Men'’s Athletic Apparel and Accessories Square Feet

Men’s, Women's and Children’s
CH‘ﬁm PS Athletic Footwear
- Men's Athletic Apparel and Accessories 5,400 Gross
< 12 to 25 Year Old Athletic Equipment Square Feet

{nternational

. L
oy
. Men's, Women's and Children’s
12 to 35 Year Old Athletic Footwear, Apparel and Equipment

-




While this past year was challenging for our
Company, we believe that our advantageous
competitive edge and strong financial
structure position us well for success in 2008.

Qur Company’s financial results for
2007 fell short of our expectations.
Despite our disappointing perfor-
mance, we believe we responded to
the internal and external challenges
by taking the necessary strategic
steps to enhance our Company’s
future profitability.

Overall, the climate for U.S.
footwear retailers in 2007 was more
challenging than it has beenin a
decade. We did not anticipate the
severity of the slowdown in con-
sumer spending — and in particular
athletic footwear - that ensued across
the country. As a result, we had to
make adjustments to our merchan-
dise strategy over the course of the
year, and this adversely affected our
2007 financial results.

While the near-term economic
climate in the United States remains
challenging, we believe when the cur-
rent retail cycle turns more positive,
that our Company will be in a strong
position to capitalize on business
opportunities. The depth and experi-
ence of our merchant-led senior man-
agement and store operations teams,
supported by an efficient corporate
infrastructure, gives us the advantage
to be successful over the long term.

Additionally, Foot Locker, Inc.’s strong

LETTER TO SHAREHOLDERS

balance sheet provides us with the
financial flexibility to execute our
long-term business plans effectively
and to move strategically to expand

our business reach.

The Year in Review
Qur financial perfarmance in 2007
reflected declining U.S. store opera-
tions results. A challenging external
environment, combined with a lack
of exciting fashion trends in athletic
footwear and apparel, were the pri-
mary reasons for the sales slowdown.
Three additional factors contrib-
uted to reduced profits in our U.S.
store operations and/or affected our

overall earnings per share:

* We recorded non-cash impairment
charges pursuant to SFAS No.144
as well as expenses associated with
closing unproductive stores of $81

million after tax, or $0.52 per share.

* During the year, we made a
strategic decision to acceler-
ate the clearance of slow-selling
merchandise in our U.S. stores.
This inventory clearance strategy
resulted in markdowns at our U.S.
stores increasing by approximately
$125 million, after-tax, or $0.50 per
share, compared to 2006.

\l i
e

* We recorded an income tax
benefit of $65 million, or $0.42
per share, to decrease a Canadian

income tax valuation allowance
relating to income tax deductions

that we now expect to be utilized.

While our U.S. operations did not
perform to our standards in 2007, we
are encouraged by the achievements
made by our international divisions.
Profits at Foot Locker Europe began
to stabilize in 2007 after two years of
profit declines, the profit margin at
Foot Locker Canada remained in the
double digit range, and the profit of
our Foot Locker Asia/Pacific division
increased significantly.

As the challenging external envi-
ranment unfolded over the course of
the year, we proactively took several
steps to ensure that our financial

position remained strong, by:

» Decreasing inventory purchases for
the fall season of 2007 and spring
season of 2008, reflecting a more-

moderate external environment.

* Reducing the number of new store
openings in the United States from
103 in 2007 to 36 planned for 2008,

to decrease capital spending.




Store Summary
February 3,
2007

1,368
373
557

chit‘ chker
Footaction

Lady Foot Locker
Kids Foot Locker

733

Foot Locker International

Champs Sport_s

Total 3,942

* Accelerating the closing of unpro-
ductive stores with a focus on cash

flow negative locations.

At the same time we took mea-
sures to sustain our financial strength,
we recognized the importance of
returning cash to our shareholders
on an ongoing basis. In line with
this priority, during 2007 we paid out
$77 million, or $0.50 per share, in
dividends to our shareholders and re-
purchased $50 million of our common
stock.

At year end, we had a total of $493
million in cash, cash equivalents and
short-term investments, or approxi-
mately the equivalent of 3 per share.
Our balance sheet debt stood at $221
million, while our book value was
$14.70 per share.

Re-positioning for the Future

We have improved our competitive
position in the athletic retail mar-
ketplace for 2008 by taking a more
conservative approach to inventory
management than we have in the
recent past, and by closing unpro-
ductive stores in 2007. Qur overall
2008 strategic priorities will be to
pursue initiatives that we believe
will further enhance comparable

store sales and sales per square

February 2,
2008

1,275

Closed
145

335

foot at our existing stores. Specifi-

cally, we plan to focus on:

* Providing our customers with
more compelling assortments of
name-brand athletic footwear by
increasing the quantities of unique,
exclusive and limited-distribution

marquee goods in our stores.

¢ Rebuilding our branded apparel
business with both our existing
and new highly-recognized suppli-
ers while developing more exciting
assortments of our private-label
brands.

* Further differentiating our store
brands from one another by modi-
fying the interior layouts of the
stores, adding new fixtures to en-
hance the display of our products,
and better defining and catering
to the fashion desires of the core

customer for each of our brands.

* Freshening up the look and feel
of our stores through renovations
and remodels. We will concentrate
on improving flooring and lighting
and making other modifications
that provide a more pleasant shop-

ping experience.

Remodeled/
Relocated

Gross Square Footage

2007
Average Total
Size (thousands)

4100 5252
4,700 1,662
2200 1477
2,400 782
2900 2117 2

5,400 3,130 E
3,700 14,120

2008
Targeted
Openings

While our near-term strategic focus
will be on improving the profitability
of our existing stores, we will also
continue to expand our business by
opening new stores in international
markets where we have a proven track
record of success. In addition, we will
pursue new opportunities for growth
in markets where consumer dynam-
ics hold the optimal characteristics
for success in athletic footwear and
apparel retailing. Thus, we expect to
bring the Foot Locker banner to more
countries even as we further penetrate
those markets we currently serve.

In line with this strategy, we plan to
continue to open new stores in West-
ern Europe in 2008. We also expect
our third-party franchisee to continue
to open new Foot Locker stores in the
Middle East this year. We anticipate
pursuing store growth opportunities
in other international markets over

the longer term.

Commitment to cur Shareholders
We are committed to providing our
shareholders with an appropriate
return on their investment, and this
requires us to be very thoughtful and
prudent with our capital allocation
decisions. In recognition of this com-
mitment, our Board of Directors

increased our common stock divi-



dend for 2008 by 20 percent, given
our solid financial position at the end
of 2007 and reflecting its confidence
in the ability of our businesses to sus-
tain positive cash flow generation.
We believe that our associates
worldwide are our Company’s most
important asset. Their dedication
to providing the best in customer
service has distinguished our stores
from the competition for many years.
We know that our success over the
long term is dependent on our ability
to attract and retain the most compe-
tent associates available, and we are
committed to providing them with
in-depth training and a waorking envi-
ronment that enhances their ability to

succeed.

To achieve our long-term goals, we
also recognize that we must maintain
a strong infrastructure by continu-
ing to invest in new technologies.
Foot Locker, Inc.’s current infrastruc-
ture, which includes various shared
services, distribution centers and
information systems, supports our
existing businesses efficiently and
has the capacity that would allow for
future expansion. We believe this
capability is another advantage that
distinguishes our operations from the
competition.

Our Company is fortunate to be
able to benefit from the experience
of the members of our Board of Di-
rectors, who provide us with valuable
guidance to enhance our ability to
succeed. On behalf of our Board of

Directors, | would like to recognize

Longer-term, we believe we can fulfill our commitment

to our shareholders by providing a meaningful return on
their investment through strong cash flow and selective
growth opportunities.

the contributions of Chris Sinclair,
who has been a valued member of
our Board since 1995, who is not
seeking re-election at the end of his
term this year. We would also like to
acknowledge our customers, suppli-
ers and landlords for their continuing
partnership and support. ’
While this past year was challeng-
ing for our Company, we believe that
our advantageous competitive edge
and strong financial structure position
us well for success in 2008. Longer-
term, we believe we can fulfill our
commitment to our shareholders by
providing a meaningful return on their
investment through strong cash flow

and selective growth opportunities.

DBl 0. foreq_

Matthew D. Serra
Chairman of the Board, President
and Chief Executive Officer




C_OMMUNITLY INELALIJIRD

oot Locker, Inc. has a long history of assisting the
ocal communities in which it operates by provid-
ng funds, products and/or supplies to enhance
he lives of those in need. The Company supports
well-established non-profit organizations, schools
and youth centers, sponscring unique educational
and athletic programs that are designed to encour-
age young people to work hard to reach their full
potential. Forinstance, for nearly two decades,
the Company has worked side-by-side with The
Fred Jordan Mission on its annual back-to-school
giveaway event, providing shoes and supplies to
thousands of impoverished youths in downtown
Los Angeles.

In 2001, the Company established the Foot
Locker Foundation to support opportunities to
benefit today’s youth and help address issues that
concern various communities around the world.
The Foundation has successfully united the athletic
industry by hosting an *On Our Feet” fundraising
gala each year, the proceeds of which are donated
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FooT LOCKER, INC.

to several worthy organizations -- the Twin Towers
Fund, United Way, Reading is Fundamental and the
United Negro College Fund (UNCF).

Qver the past six years, Foot Locker, Inc. has
contributed to the American Cancer Society's (ACS)
annual “Making Strides against Breast Cancer
Walk.” As a flagship sponsor, the Company raises
funds for the event through contributions and the
sate of Pink Ribbon products throughout its stores
across the nation.

Foot Locker, Inc. also supports its international
communities by contributing to organizations such
as Save the Children, which provides assistance 10
those affected by natural disasters or unusual and
extraordinary circumstances.

These are just a few of the ways the Company
demonstrates its commitment to the communities
in which it operates. Foot Locker, Inc. expects 10
continue to be an active supporter of worthwhile
causes and organizations in the years ahead.
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SPORTS MARKETING

The Company supports its businesses through a
number of highly-visible sports marketing programs
and partnerships with well-known third parties.

For more than three decades, Foot Locker, Inc.
has maintained a leadership position in the
athletic footwear and apparel retail industry. The
Company supports its businesses through a num-
ber of highly-visible sports marketing programs
and partnerships with well-known third parties

in the global sports arena designed to increase
consumer awareness of its brands.

For instance, the Company has several strate-
gic partnerships with individual NBA teams, as
well as with the league itself. Specific marketing
programs include the display of Foot Locker sig-
nage within various NBA arenas and Foot Locker
being the presenting sponsor of the NBA All-Star
Weekend’s Three-Point Shootout Contest.

Foot Locker also benefits from its rich heritage
within the sport of running. Its long-standing
Foot Locker Cross Country Championship is the
only true national championship in high school
sports, and provides Foot Locker with a unique
promotional opportunity at the grassroots level.
Today, this event is a competitive, highly-regarded
platform for young runners who strive to become
world-class, professional athletes.

In addition, Foot Locker sponsors same of the
most prestigious marathons across the United
States, including the ING New York City mara-

thon, which boasts the Foot Locker Five Borough
Challenge, a race within the marathon. The Com-
pany also sponsors the Rock-n-Roll marathons in
Phoenix and San Diego, the Country Music Mara-
thon in Nashville and Disney’s Minnie Marathon in
Florida.

Champs Sports connects with its target cus-
tomers through its partnership with the Arena
Football League, as well as through its title spon-
sorship since 2004 of the Champs Sports Bowl,
one of the premier NCAA post-season college
football games.

Internationally, the Company employs country-
specific programs designed to best communicate
with its core customers in each region. For exam-
ple, in Europe, Foot Locker's strong “high-street”
presence allows the Company to communicate
effectively with the consumer utilizing electronic
media, local events and storefront programs.

Foot Locker has always been grounded in
sports. As the Company evolves further in the
years ahead, it plans to continue to explore new
opportunities and initiatives dedicated to rein-
forcing its unique sports heritage.
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DOMESTIC STORE OPERATIONS

Foot Locker, Inc. currently operates 3,017 retail stores
in the United States, Puerto Rico, the Virgin Islands
and Guam in both suburban and urban markets.

Foot Locker, Inc. currently operates 3,017 retail
stores in the United States, Puerto Rico, the Virgin
Islands and Guam under the nameplates Foot
Locker, Footaction, Lady Foot Locker, Kids Foot
Locker and Champs Sports. These domestic retail
stores are located in enclosed shopping malls,
strip centers and street locations, in both subur-
ban and urban markets.

The Company developed its namesake brand,
Foot Locker, in 1974 to offer athletic footwear and
apparel through specialty retail stores. Since its
inception, Foot Locker has become a highly rec-
ognized, preferred destination for multicultural,
youthful consumers who desire unique, branded
athletic product to fit their individual lifestyles,
whether for fashion or function.

The Company introduced its Lady Foot Locker
business in 1982, Lady Foot Locker stores of-
fer an extensive assortment of branded athletic
footwear and select branded and private-label
athletic apparel dedicated to women who are
. fashion-minded, active and brand conscious.

The introduction of Kids Foot Locker followed
in 1987, and quickly grew into a national chain
with a product assortment similar to that of Foot
Locker, with a high concentration of branded
athletic footwear. The typical Kids Foot Locker
customer is the parent of a child who is sports and
fashion-conscious.

Champs Sports was acquired by the Company
in 1987 to expand its portfolio of specialty athletic
retail businesses to better meet the needs of a
more diverse customer base. Its store footprint,
which is somewhat larger than the Company’s
other retail formats, provides the ability to offer
an expanded assortment of athletic footwear,
apparel and accessories targeted towards a sub-
urban customer who is inspired or influenced by
sports.

The Company's purchase of Footaction in 2004
expanded Foot Locker, Inc.'s family of athletic
specialty businesses further. Footaction has
proven to be a strong complementary fit with the
Company's other formats by providing the urban
male trendsetter the ultimate destination for pre-
mium athletic footwear and apparel.
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INTERNATIONAL STORE OPERATIONS

The Company has a long history of operating successfully in inter-
national markets, currently with 731 Foot Locker stores in Europe,
Canada and Australia, and 37 Champs Sports stores in Canada.

The Company has a long history of operating
successfully in international markets, beginning
with the opening of its first Foot Locker store

in Canada in 1977, Today, the Company oper-
ates 731 Foot Locker stores in Europe, Canada
and Australia, and 37 Champs Sports stores in
Canada. Additionally, 10 Foot Locker stores are
being operated by third parties in the Middle East
and Korea, under two separate franchising agree-
ments.

Foot Locker, Inc.'s international businesses are
managed from a headquarters office strategically
located in each region. By employing a local
management teamn, operating facility and distri-
bution center, the Company enhances its ability
to operate in each international market efficiently.

Europe

Foot Locker, Inc.'s European business is a key
source of sales and profits for the Company. Foot
Locker is one of the largest athletic retailers in
Europe and the one with the largest presence in
terms of operating stores in multiple countries
across the continent. At year-end, the Company
operated 509 stores in 17 countries in Europe,
with a high concentration in France, Germany,
Italy, Spain and the United Kingdom.

The typical European Foot Locker store is
situated in either a street or mall-based prime
location that has high visibility and is heavily
trafficked, and is somewhat smaller in size than
the Company’s United States-based stores. The
stores are positioned as a "house of brands”
specializing in selling unique, premium athletic
footwear and apparel to a fashion-conscious
consumer.

Canada

The expansion of the Company's Foot Locker
format into Canada was accelerated during the
1980%s. Following the successful positioning of
Foot Locker in the Canadian market, the Com-
pany began to open Champs Sports stares in this
country, starting in 1988. At year-end 2007, the
Company operated 167 stores in Canada, 130 of
which are Foot Locker stores and 37 are Champs
Sports stores, primarily located in a mall shopping
environment.

Asia/Pacific

Foot Locker, Inc.’s expansion into the Asia/Pacific
region began in 1989 with the Company’s first
Foot Locker store opening in Australia. Since that
time, the Company’s store base in Australia has
grown to 77 stores, with an additional 15 stores
opened in New Zealand during the past several
years. A large percentage of the Foot Locker
stores in this region are located in major metro-
politan areas.




wENE
cuathCs




DirReCT-TO-CUSTOMERS OPERATIONS

Footlocker.com is committed to providing its customer base
with the best selection of fashion-forward and technically-based

athletic footwear, apparel and equipment.

Footlocker.com is a leading retailer of athletic
footwear, apparel and equipment through its
catalogs and e-commerce websites. The Com-
pany owns and maintains the following websites:
Footlocker.com, Ladyfootlocker.com, Kidsfoot-
locker.com, Footaction.com, Champssports.com
and Eastbay.com. Footlocker.com is committed
to providing its customer base with the best se-
lection of fashion-forward and technically-based
athletic footwear and apparel, as well as selected
offerings of sporting goods and accessories
through user-friendly catalogs, websites and so-
cial media outlets.

In 1997, the Company purchased Eastbay, a
well-established catalog operation, to increase its
market share by selling direct to new and exist-
ing customers. Eastbay’s loyal online and catalog
customer base is more interested in purchasing
technically based, sports-related products than
the consumer who typically shops in Foot Locker,
Inc.'s stores. In addition, by leveraging Eastbay’s
infrastructure, the Company was able to consoli-

date expertise and deploy best practices in online
and direct-to-customer marketing across all of its
brands.

Footlocker.com has developed relationships
with several highly recognizable third parties to
provide development, merchandising, fulfillment
and customer service. These third parties include
the Arena Football League, Amazon.com, the
United States Olympic Committee, ESPN and
several of the Company’s key suppliers.

Footlocker.com's abjective over the coming
years is to more intimately identify and commu-
nicate with its core youth customer by increasing
its focus on social media outlets. Footlocker.com
will also strive to continue its record of profitable
growth by identifying and implementing new
opportunities for expansion. These opportunities
may include offering an expanded assortment of
product categories through the Company’s web-
sites, forging new third-party relationships and
identifying compatible acquisition opportunities.
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

SEC
FORM 10-K fizl Prosessing
Annual Report Pursuant to Section 13 or 15(d)
of the Securities Exchange Act of 1934 s60 117 2008
For the fiscal year ended February 2, 2008
Commission file number 1-10299 Washi%ggn. DG

FOOT LOCKER, INC.

(Exact name of Registrant as specified in its charter)

New York 13-3513936
(State or other jurisdiction of (LR.S. Employer Identification No.)
incorporation or organization)
112 West 34! Street, New York, New York 10120
(Address of principal executive offices) {Zip Code)

Registrant’s telephone number, including area code:
(212) 720-3700

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, par value $0.01 New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes & No (O

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes 1 No

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file
such reports), and {2) has been subject to such filing requirements for the past 90 days. Yes & No O

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a
smaller reporting company. See the definitions of “large accelerated filer, “accelerated filer,” and “smaller reporting company” in Rule
12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer J  Non-accelerated filer L] Smaller reporting company [

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act. Yes O No
See pages 68 through 71 for Index of Exhibits.

Number of shares of Common Stock outstanding at March 27, 2008: 154,632,279

The aggregate market value of voting stock held by non-affiliates of the Registrant computed

by reference to the closing price as of thelast business day of the Registrant’s most recently

completed second fiscal quarter, August 4, 2007, was approximately: $ 2444,2B8194*

. For purposes of this calculation only (a} all directors plus one executive officer and owners of five percent or more

of the Registrant are deemed to be affiliates of the Registrant and (b) shares deemed to be “held” by such persons at
August 4, 2007 include only outstanding shares of the Registrant’s voting stock with respect to which such persons had,
on such date, voting or investment power.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s definitive Proxy Statement (the "Proxy Statement”) to be filed in connection with the Annual
Meeting of Shareholders to be held on May 21, 2008; Parts 11T and IV. )
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PART1
Item 1. Business

General

Foot Locker, Inc., incorporated under the laws of the State of New York in 1989, is a leading global retaiter of
athletic footwear and apparel, operating 3,785 primarily mall-based stores in the United States, Canada, Europe,
Australia, and New Zealand as of February 2, 2008. Foot Locker, Inc. and its subsidiaries hereafter are referred to as
the “Registrant,” “Company” or “we.” Information regarding the business is contained under the “Business Overview”
section in “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

The Company maintains a website on the Internet at www.footlocker-inc.com. The Company’s filings with the
Securities and Exchange Commission, including its annual reports on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K, and all amendments to those reports are available free of charge through this website as
soon as reasonably practicable after they are filed with or furnished to the SEC by clicking on the “SEC Filings” link,
The Corporate Governance section of the Company’s corporate wehsite contains the Company's Corporate Governance
Guidelines, Committee Charters, and the Company’s Code of Business Conduct for directors, officers and employees,
including the Chief Executive Officer, Chief Financial Officer and Chief Accounting Officer. Copies of these documents
may also be obtained free of charge upon written request to the Company's Corporate Secretary at 112 West 34
Street, New York, NY 10120. The Company intends to disctose promptly amendments to the Code of Business Conduct
and waivers of the Code for directors and executive officers on the corporate governance section of the Company’s
corporate website.

The Certification of the Chief Executive Officer required by Section 303A.12(a) of The New York Stock Exchange
Listing Standards relating to the Company’s compliance with The New York Stock Exchange Corporate Governance
Listing Standards was submitted to The New York Stock Exchange on June 8, 2007,

Information Regarding Business Segments and Geographic Areas

The financial information concerning business segments, divisions and geographic areas is contained under
the “Business Overview” and “Segment Information” sections in “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations.” Information regarding sales, operating results and identifiable assets
of the Company by business segment and by geographic area is contained under the “Segment Information” footnote
in “Item 8. Consolidated Financial Statements and Supplementary Data.”

.The service marks and trademarks appearing on this page and elsewhere in this report (except for ESPN, Nike,
Amazon.com, Weekend Edition, The San Francisco Music Box Company, and USOC) are owned by Foot Locker, Inc. orits
subsidiaries.

Employees

The Company and its consolidated subsidiaries had 16,839 full-time and 27,576 part-time employees at
February 2, 2008. The Company considers employee relations to be satisfactory.
Competition

Financial information concerning competition is contained under the “Business Risk” section in the “Financial
Instruments and Risk Management” footnote in “Item 8. Consolidated Financial Statements and Supplementary Data.”
Merchandise Purchases

Financial information concerning merchandise purchases is contained under the “Liquidity” section in
“Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations” and under the
“Business Risk” section in the “Financial Instruments and Risk Management” footnote in “Item 8. Consolidated
Financial Statements and Supplementary Data.”




Item 1A. Risk Factors

The statements contained in this Annual Report on Form 10-K (“Annual Report”) that are not historicat facts,
including, but not limited to, statements regarding our expected financial position, business and financing plans
found in “Item 1. Business” and “Item 7. Management's Discussion and Analysis of Financial Condition and Results of
Operations,” constitute “forward-looking statements” within the meaning of the Private Securities Litigation Reform
Act of 1995. The words “may,” “believes,” “expects,” “plans,” “intends,” “anticipates” and similar expressions identify
forward-locking statements. The actual results of the future events described in these forward-looking statements
could differ materially from those stated in the forward-looking statements,

" n ”oa

Ouractual results may differ materially due to the risks and uncertainties discussed in this Annual Report, including
those discussed below. Additional risks and uncertainties that we do not presently know about or that we currently
consider to be insignificant may also affect our business operations and financial performance. Accordingly, readers of
the Annual Report should consider these risks and uncertainties in evaluating the information and are cautioned not
to place undue reliance on the forward-looking statements contained herein. We undertake no obligation to update or
revise publicly any forward-locking statements, whether as a result of new information, future events or otherwise.

The industry in which we operate is dependent upon fashion trends, customer preferences and other
fashion-related factors.

The athletic footwear and apparel industry is subject to changing fashion trends and customer preferences.
We cannot guarantee that our merchandise selection witl accurately reflect customer preferences when it is offered for
sale or that we will be able to identify and respond quickly to fashion changes, particularly given the long lead times
for ordering much of our merchandise from vendors. For example, we order the bulk of our athletic footwear four to six
months prior to delivery to our stores. If we fail to anticipate accurately either the market for the merchandise in our
stores or our customers’ purchasing habits, we may be forced to rely on markdowns or promotional sales to dispose of
excess, slow moving inventory, which could have a material adverse effect on our business, financial condition, and
results of operations.

A substantial portion of our highest margin sales are to young males (ages 12-25), many of whom we believe
purchase athletic footwearand licensed apparel as a fashion statement and are frequent purchasers of athletic footwear.
Any shift in fashion trends that would make athletic footwear or licensed apparel less attractive to these customers
could have a material adverse effect on our business, financial condition, and results of operations.

The businesses in which we operate are highly competitive.

The retail athtetic footwear and apparel business is highly competitive with relatively low barriers to entry.
Our athletic footwear and apparel operations compete primarily with athletic footwear specialty stores, sporting goods
stores and superstores, department stores, discount stores, traditional shoe stores, and mass merchandisers, many of
which are units of nationat or regional chains that have significant financial and marketing resources. The principal
competitive factors in our markets are price, quality, selection of merchandise, reputation, store location, advertising,
and customer service. We cannot assure you that we will continue to be able to compete successfully against existing or
future competitors. Our expansion into markets served by our competitors and entry of new competitars or expansion
of existing competitors into our markets could have a material adverse effect on our business, financial condition, and
results of operations.

Although we sell merchandise via the Internet, a significant shift in customer buying patterns to purchasing
athletic footwear, athletic apparel, and sporting goods via the Internet could have a material adverse effect on our
business results. In addition, some of our vendors distribute products directly through the Internet and others may
follow. Some vendors operate retail stores and some have indicated that further retail stores will open. Should this
continue to occur, and if our customers decide to purchase directly from our vendors, it could have a material adverse
effect on our business, financial condition, and results of operations.




We depend on mall traffic and our ability to identify suitable store locations.

Our sales, particularly in the United States and Canada, are dependent in part on a high volume of mall traffic.
Our stores are located primarily in enclosed regional and neighborhood malls. Mall traffic may be adversely affected by,
among other things, economic downturns, the closing of anchor department stores or changes in customer preferences
or acts of terrorism. A decline in the popularity of mall shopping among our target customers could have a material
adverse effect on us.

To take advantage of customer traffic and the shopping preferences of our customers, we need to maintain or
acquire stores in desirable locations such as in regional and neighborhood malls anchored by major department stores.
We cannot be certain that desirable mall locations will continue to be available.

The effects of natural disasters, terrorism, acts of war and retail industry conditions may adversely affect our
business.

Natural disasters, including hurricanes, floods, and tornados may affect store and distribution center operations.
In addition, acts of terrorism, acts of war, and military action both in the United States and abroad can have a significant
effect on economic conditions and may negatively affect our ability to purchase merchandise from vendors for sale
to our customers. Any significant declines in general economic conditions, public safety concerns or uncertainties
regarding future economic prospects that affect customer spending habits could have a materiat adverse effect on
customer purchases of our products.

A change in the relationship with any of our key vendors or the unavailability of our key products at competitive
prices could affect our financial health.

Our business is dependent to a significant degree upon our ability to purchase brand-name merchandise at
competitive prices, including the receipt of volume discounts, cooperative advertising, and markdown allowances from
our vendors. The Company purchased approximately 77 percent of its merchandise in 2007 from its top five vendors and
expects to continue to obtain a significant percentage of its athletic product from these vendors in future periods.
Approximately 56 percent was purchased from one vendor — Nike, Inc. (“Nike”}. Each of our operating divisions is
highly dependent on Nike; they individually purchase 43 to 74 percent of their merchandise from Nike. We have no
long-term supply contracts with any of our vendors. Our inability to obtain merchandise in a timely manner from major
suppliers (particularly Nike) as a result of business decisions by our suppliers or any disruption in the supply chain could
have a material adverse effect on our business, financial condition, and results of operations. Because of our strong
dependence on Nike, any adverse development in Nike’s financial condition and results of operations or the inability
of Nike to develop and manufacture products that appeal to our target customers could also have an adverse effect
on our business, financial condition, and results of operations. We cannot be certain that we will be able to acquire
merchandise at competitive prices or on competitive terms in the future.

Merchandise that is high profile and in high demand is allocated by our venders based upon their internal criteria.
Although we have generally been able to purchase sufficient quantities of this merchandise in the past, we cannot
be certain that our vendors will continue to allocate sufficient amounts of such merchandise to us in the future.
In addition, our vendors provide support to us through cooperative advertising allowances and promotional events.
We cannot be certain that such assistance from our vendors will continue in the future. These risks could have a
material adverse effect on our business, financial condition, and results of operaticns.

We may experience fluctuations in and cyclicality of our comparable-store sales results.

Our comparable-store sales have fluctuated significantly in the past, on both an annual and a quarterly basis,
and we expect them to continue to fluctuate in the future. A variety of factors affect our comparable-store sales
results, including, among others, fashion trends, the highly competitive retail store sales environment, economic
conditions, timing of promotional events, changes in our merchandise mix, calendar shifts of holiday periods, and
weather conditions.

Many of our products, particularly high-end athletic footwear and licensed apparel, represent discretionary
purchases. Accordingly, customer demand for these products could decline in a recession or if our customers develop
other priorities for their discretionary spending. These risks could have a material adverse effect on our business,
financial condition, and results of operations.




Our operations may be adversely affected by econontic or political conditions in other countries.

Approximately 27 percent of our sales and a significant portion of our operating results for 2007 were attributable
to oursalesin Europe, Canada, New Zealand, and Australia. As a result, our business is subject to the risks associated with
doing business outside of the United States, such as foreign governmental regulations, foreign customer preferences,
political unrest, disruptions or delays in shipments, and changes in economic conditions in countries in which we
operate. Although we enter into forward foreign exchange contracts and option contracts to reduce the effect of
foreign currency exchange rate fluctuations, our operations may be adversely affected by significant changes in the
value of the U.S. dollar as it relates to certain foreign currencies,

In addition, because we and our suppliers have a substantial amount of our products manufactured in foreign
countries, our ability to obtain sufficient quantities of merchandise on favorable terms may be affected by governmental
regulations, trade restrictions, and economic, {abor, and other conditions in the countries from which our suppliers
obtain their product.

Our business is subject to economic cycles and retail industry conditions. Purchases of discretionary athletic
footwear, apparel, and related products, tend to decline during recessionary periods when disposable income is low and
customers are hesitant to use available credit.

Complications in our distribution centers and other factors affecting the distribution of merchandise may affect
our business.

We operate four distribution centers worldwide to support our athletic business. In addition to the distribution
centers that we operate, we have additional third-party arrangements retated to our operations in Canada, Australia
and New Zealand. If complications arise with any facility or any facility is severely damaged or destroyed, the other
distribution centers may not be able to support the resulting additional distribution demands. This may adversely
affect our ability to deliver inventory on a timely basis. We depend upon UPS for shipment of a significant amount of
merchandise, An interruption in service by UPS for any reason could cause temporary disruptions in our business, a loss
of sales and profits, and other material adverse effects.

Our freight cost is affected by changes in fuel prices through surcharges. Increases in fuel prices and surcharges
and other factors may increase freight costs and thereby increase our cost of sales.

A major failure of our information systems could harm our business.

We depend on information systems to process transactions, manage inventory, operate our website, purchase,
sell and ship goods on a timely basis and maintain cost-efficient operations. Any material disruption or slowdown
of our systems could cause information to be lost or delayed which could have a negative effect on our business.
We may experience operational problems with our information systems as a result of system failures, viruses, computer
“hackers” or other causes. We cannot be assured that our systems will be adequate to support future growth.

Unauthorized disclosure of sensitive or confidential customer information, whether through a breach of the
Company’s computer system or otherwise, could severely harm our business.

As part of the Company’s normal course of business, it collects, processes, and retains sensitive and confidential
customer information. Despite the security measurers the Company has in place, its facilities and systems may be
vulnerable to security breaches, acts of vandalism, computer viruses, misplaced or lost data, programming and/or
human error, or other similar events. Any security breach involving the misappropriation, loss or other unauthorized
disclosure of confidential information by the Company could severely damage its reputation, expose it to the risks of
litigation and liability, disrupt its operations and harm its business.

Item 1B. Unresolved Staff Comments

None.




Item 2. Properties

The properties of the Company and its consolidated subsidiaries consist of land, leased and owned stores, and
administrative and distribution facilities. Gross operating square footage and total selling area for the Athletic Stores
segment at the end of 2007 was approximately 14.12 and 8.50 million square feet, respectively. These properties, which
are primarily leased, are located in the United States, Canada, various European countries, Australia, and New Zealand.

The Company currently operates four distribution centers, of which two are owned and two are teased, occupying
an aggregate of 2.54 million square feet. Three of the four distribution centers are located in the United States and
one is in Europe.

Item 3. Legal Proceedings

Information regarding the Company's legal proceedings are contained in the “Legal Proceedings” footnote under
“Item 8. Consolidated Financial Statements and Supplementary Data.”

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

There were no matters submitted to a vote of security holders during the fourth quarter of the year ended February
2, 2008.

Executive Officers of the Company

Information with respect to Executive Officers of the Company, as of March 31, 2008, is set forth below:

Chairman of the Board, President and Chief Executive Officer Matthew D. Serra
President and Chief Executive Officer - Foot Locker, Inc. — International Ronald J. Halls
President and Chief Executive Officer - Foot Locker, Inc. — U.S.A. Richard T. Mina
Senior Vice President, General Counsel and Secretary Gary M. Bahler
Senior Vice President — Real Estate Jeffrey L. Berk
Senior Vice President, Chief Information Officer and Investor Relations Peter 0. Brown
Senior Vice President and Chief Financial Officer Robert W. McHugh
Senior Vice President — Strategic Planning Lauren B. Peters
Senior Vice President — Human Rescurces . Laurie J. Petrucci
Vice President and Chief Accounting Officer Giovanna Cipriano
Vice President and Treasurer John A. Maurer

Matthew D. Serra, age 63, has served as Chairman of the Board since February 2004, President since April 2000 and
Chief Executive Officer since March 2001. Mr. Serra served as Chief Operating Officer from February 2000 to March 2001
and as President and Chief Executive Officer of Foot Locker Worldwide from September 1998 to February 2000.

Ronald J. Halls, age 54, has served as President and Chief Executive Officer of Foot Locker, Inc.- International
since October 2006. He served as President and Chief Executive Officer of Champs Sports, an operating division of the
Company, from February 2003 to October 2006 and as Chief Operating Officer of Champs Sports from February 2000 to
February 2003,

Richard T. Mina, age 51, has served as President and Chief Executive Officer of Foot Locker, Inc.- U.S.A. since
February 2003. He served as President and Chief Executive Officer of Champs Sports, an operating division of the
Company, from April 1999 to February 2003.

Gary M. Bahler, age 56, has served as Senior Vice President since August 1998, General Counsel since February 1993
and Secretary since February 1990.

Jeffrey L. Berk, age 52, has served as Senior Vice President — Real Estate since February 2000.

Peter D. Brown, age 53, has served as Senior Vice President, Chief Information Officer and Investor Relations
since September 2006. Mr. Brown served as Vice President — Investor Relations and Treasurer from October 2001 to
September 2006, served as Vice President — Investor Relations and Corporate Development from April 2001 to October
2001 and as Assistant Treasurer — Investor Relations and Corporate Development from August 2000 to April 2001.
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Robert W. McHugh, age 49, has served as Senior Vice President and Chief Financial Officer since November 2005.
He served as Vice President and Chief Accounting Officer from January 2000 to November 2005.

Lauren B. Peters, age 46, has served as Senior Vice President — Strategic Planning since April 2002. Ms. Peters
served as Vice President — Planning from January 2000 to April 2002,

Laurie J. Petrucci, age 49, has served as Senior Vice President — Human Resources since May 2001. Ms. Petrucci
served as Senior Vice President — Human Resources of the Foot Locker Worldwide division from March 2000 to
May 2001.

Giovanna Cipriano, age 38, has served as Vice President and Chief Accounting Officer since November 2005.
She served as Divisional Vice President, Financial Controller from June 2002 to November 2005 and as Financial
Controller from April 1999 to June 2002,

John Maurer, age 48, has served as Vice President and Treasurer since September 2006. Mr. Maurer served as
Assistant Treasurer from April 2002 to September 2006.

There are no family relationships among the executive officers or directors of the Company.

PARTII

Item 5. Market for the Company’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Information regarding the Company’s market for stock exchange listings, common equity, quarterly high and
low prices, and dividend policy are contained in the “Shareholder Information and Market Prices” footnote under
“Item 8. Consolidated Financial Statements and Supplementary Data.”

On March 7, 2007, the Company announced that its Board of Directors authorized a new $300 million, three-year
share repurchase program replacing the earlier $150 million program. Under the share repurchase program, subject to
legal and contractual restrictions, the Company may make purchases of its common stock from time to time, depending
on market conditions, availability of other investment opportunities and other factors. In October 2007, the Company
amended its revolving credit agreement. With regard to stock repurchases, the amendment provides that not more than
$50 million in the aggregate may be expended after October 26, 2007 unless the fixed charge coverage ratio is at least
2.0:1 for the quarter immediately preceding any such repurchase and the Company has delivered its annual audited
financial statements with respect to 2007. During 2007, the Company repurchased 2,283,254 shares of common stock at
a cost of approximately $50 million. There were no purchases of common stock during the fourth quarter of 2007.




Performance Graph

The following graph compares the cumulative five-year total return to shareholders on Foot Lacker, Inc.’'s common
stock relative to the total returns of the Russell 2000 Index and a selected peer group, which represents its peers as
retailers in the athletic footwear and apparel industry. The peer group comprises:

* [Dick’s Sporting Goods, Inc.
* The Finish Line, Inc.
¢ Hibbett Sporting Goods, Inc., and

e Genesco, Inc., whose business includes operations outside of the athletic footwear and apparel retailing.
Indexed Share Price Performance
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The Company has historically constructed a selected peer group in its performance graph. However, due to the
declining number of public company peers in the athletic footwear and apparel industry, the Company has determined
it would be more appropriate to use the S&P 400 Retailing Index, rather than the selected peer group. The next graph
compares the cumulative five-year total shareholder return on our common stock against the cumulative five-year total
return of the S&P 400 Retailing Index and the Russell 2000 Index.
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Item 6. Selected Financiai Dota

Selected financial data is included as the “Five Year Summary of Selected Financial Data” footnote in
“Item 8. Consolidated Financial Statements and Supplementary Data.”

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Business Overview

Foot Locker, Inc., through its subsidiaries, operates in two reportable segments — Athletic Stores and Direct-to-
Customers. The Athletic Stores segment is one of the largest athietic footwear and apparel retailers in the world, whose
formats include Foot Locker, Lady Foot Locker, Kids Foot Locker, Champs Sports, and Footaction. The Direct-to-Customers
segment reflects Footlocker.com, Inc., which sells, through its affiliates, including Eastbay, Inc., to customers through
catalogs and Internet websites.

The Foot Locker brand is one of the most widely recognized names in the market segments in which the Company
operates, epitomizing high quality for the active lifestyle customer. This brand equity has aided the Company’s ability
to successfully develop and increase its portfolio of complementary retail store formats, specifically Lady Foot Locker
and Kids Foot Locker, as well as Footlocker.com, Inc,, its direct-to-customers business. Through various marketing
channels, including television campaigns and sponsorships of various sporting events, Foot Locker, Inc. reinforces its
image with a consistent message; namely, that it is the destination store for athletic footwear and apparel with a wide
selection of merchandise in a full-service environment.

Athletic Stores

The Company operates 3,785 stores in the Athletic Stores segment. The following is a brief description of the
Athletic Stores seqgment’s operating businesses:

Foot Locker — Foot Locker is a leading athletic footwear and apparel retailer. Its stores offer the latest in athietic-
inspired performance products, manufactured primarily by the leading athletic brands. Foot Locker offers products fora
wide variety of activities including running, basketball, hiking, tennis, aerobics, fitness, baseball, football, and soccer.
Its 2,006 stores are located in 21 countries including 1,275 in the United States, Puerto Rico, and Guam, 130 in Canada,
509 in Europe and a cambined 92 in Australia and New Zealand. The domestic stores have an average of 2,500 selling
square feet and the internatianal stores have an average of 1,500 selling square feet.

Champs Sports — Champs Sports is one of the largest mall-based specialty athletic footwear and apparel retailers
in the United States. Its product categories include athletic footwear, apparel and accessories, and a focused assortment
of equipment. This combination allows Champs Sports to differentiate itself from other mall-based stores by presenting
complete product assortments in a select number of sporting activities. Its 576 stores are located throughout
the United States, Canada, and the U.S. Virgin Islands. The Champs Sports stores have an average of 3,700 selling
square feet.

Footaction — Footaction s a national athletic footwear and apparel retailer. The primary customers are young
urban males that seek street-inspired fashion styles. Its 356 stores are located throughout the United States and
Puerto Rico and focus on marquee allocated footwear and branded apparel. The Footaction stores have an average of
2,900 selling square feet.

Lady Foot Locker — Lady Foot Locker is a leading U.S. retailer of athletic footwear, apparel and accessories
for women. Its stores carry major athletic footwear and apparel brands, as well as casual wear and an assortment
of proprietary merchandise designed for a variety of activities, including running, basketball, walking, and fitness.
Its 526 stores are located in the United States and Puerta Rico, and have an average of 1,300 selling square feet.

Kids Foot Locker — Kids Foot Locker is a national children’s athletic retailer that offers the largest selection of
brand-name athletic footwear, apparel and accessories for children. Its stores feature an envirenment geared to appeal
to both parents and children. Its 321 stores are located in the United States and Puerto Rico and have an average of
1,400 selling square feet.




Store Profile

At At
February 3, 2007 Opened Closed February 2, 2008
Foot Locker.........covinvnnnn 2,101 66 161 2,006
ChampsSports ......oouennnnt. 576 22 22 576
Footaction ..........covvunnns, n 6 23 356
Lady Foot Locker................ 557 10 41 526
Kids Foot Locker . ........ .ol _335 Bt a7 32
Total Athletic Stores. ............ 3942 17 2% 3785

Direct-to-Customers

Footlocker.com — Footlocker.com, Inc., sells, through its affiliates, directly to customers through catalogs and
its Internet websites. Eastbay, Inc., one of its affiliates, is one of the largest direct marketers of athletic footwear,
apparel, equipment, team licensed and private-labet merchandise in the United States and provides the Company's
eight full-service e-commerce sites access to an integrated fulfillment and distribution system. The Company has a
strategic alliance to offer footwear and apparel on the Amazon.com website and the Foot Locker brands are featured
in the Amazon.com specialty stores for apparel and accessories and sporting goods. In addition, the Company has a
marketing agreement with the U.S. Olympic Committee (USOC) providing the Company with the exclusive rights to sell
USOC Licensed products through catalogs and via an e-commerce site. The Company has an agreement with ESPN for
ESPN Shop — an ESPN-branded direct mail catalog and e-commerce site linked to www.ESPNshop.com, where consumers
can purchase athletic footwear, apparel and equipment which will be managed by Footlocker.com. Both the catalog and
the e-commerce site feature a variety of ESPN-branded and non-ESPN-branded athletically inspired merchandise.

Franchise Opergtions

In March of 2006, the Company entered into a ten-year area development agreement with the Alshaya Trading
Co. W.L.L., in which the Company agreed to enter into separate license agreements for the operation of a minimum of
75 Foot Locker stores, subject to certain restrictions, located within the Middle East. Additionally in March 2007, the
Company entered into a ten-year agreement with another third party for the exclusive right to open and operate up to
33 Foot Locker stores in the Republic of South Korea. A total of 10 franchised stores were operational at February 2, 2008.
Revenue from the 10 franchised stores was not significant for the year-ended February 2, 2008. These stores are not
included in the Company’s operating store count above.

Overview of Cansolidated Results

The 2007 results represent the 52 weeks ended February 2, 2008 as compared with the prior year which represented
the 53 weeks ended February 3, 2007. Income from continuing operations was $49 million or $0.32 per diluted share as
compared with the corresponding prior-year period of $247 million or $1.58 per diluted share. Difficult industry trends
as well as internal factors affected the 2007 results. Sales of low-profile and casual footwear significantly declined and
sales of branded and ticensed apparel were weak. Internal factors contributing to the decline included oversupplied
inventory, due, in part, to the lack of a clear fashion trend in athletic footwear and apparel, which necessitated higher
than normal markdowns.

The following key factors affected the Company's results in the current year and comparability with the prior year:
* Comparable-store sales declined 6.3 percent.

* Gross margin was negatively affected by higher markdowns primarily to liquidate slow-moving merchandise
and lower vendor allowances.

« Included in 2007 were charges associated with the Company’s store closing program and non-cash impairment
charges totaling $128 million, pre-tax, or $0.52 per diluted share, Impairment charges totaling $124 million were
recorded to write-down the value of long-lived assets of underperforming stores in the Company’s U.S. retail
store operations and for stores included in the store closing program. The Company closed 33 unproductive
stores during 2007 as part of the announced store closing program. Included in 2006 was an impairment charge
of $17 million, or $0.08 per diluted share, to write-down long-lived assets of the European operations.
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¢ Included in 2007 was a Canadian income tax valuation allowance adjustment that increased net income by
$65 million, or $0.42 per diluted share.

e The 53! week of 2006 repres'ented $95 million in sales and net income of $18 million, or $0.11 per
diluted share,

Despite the difficult year experienced, the Company ended the year in a strong financial position. Key highlights
of the year included:

» (ashand cash equivalents as of February 2, 2008 were $488 million, reflecting cash flow provided by operations
of $283 million.

» Merchandise inventories were reduced by approximately 4 percent, excluding the effect of foreign currency
fluctuations.

* Repaid $2 million of its 5-year term loan, in advance of the reqularly scheduled payment date of May 2008.

* Purchased and retired $5 million of the $200 million 8.50 percent debentures payable in 2022, bringing the
cutstanding amount to $129 million as of February 2, 2008.

* Dividends totaling $77 million were declared and paid.
¢ $50 million of common stock was repurchased.

The following table represents a summary of sales and operating results, reconciled to (loss) income from
continuing operations before income taxes.

2007 2006 2005
(in millions)
Sales
Athletic StOres. . oot i i e e $5071 $5370 $5.272
Direct-to-Customers ... ... iiir ittt i 364 380 38
Family Footwear. .. ... o e e 2 — —
$5,437 $5.750 $5.653
Operating Results
AthleticStores. ... ..t e $ (27 $ 405 $ 419
Direct-to-CUSTOMETS .o v vttt i e it i nnaanenen 40 45 48
Family Footwear ™. ... ... ... ... ... ...t e (6) — —
(LIt T YRS (o] 1 N 7 450 467
Restructuring income (charge)® . ..........cooiiiiiiian, 2 (1) —
Total divisionprofit ... ... .o 9 449 467
COTPOrate BXPENSE. o v vttt it te i nae it e {59) (68) (58)
Total operating (loss) profit.. ...t (50) 381 409
Otherincome. ........ ... ..ot e 1 14 ]
Interest expense, Met. oo vt it ittt it ann ey i 3 10
{Loss) income from continuing operations before income taxes. . . . $ (50) $ 392 $ 405

(1)  During the first guarter of 2007, the Company taunched a new family footwear concept, Footquarters. The concept’s results did not meet
the Company's expectations and, therefore, the Company decided not to further invest in this business. These stores were converied to the
Company’s other formats. Included in the operating loss of $6 million, was approximately $2 million of costs associated with the removal of
signage and the write-off of unusable fixtures.

(2)  During 2007, the Company adjusted its 1993 Repositioning and 1991 Restructuring reserve by $2 million primarily due to favorable lease
terminations. During 2006, the Company recorded a restructuring charge of $1 million, which represented a revision to the original estimate
of the lease liability associated with the quarantee of The San Francisco Music Box Company distributian center. These amounts are inctuded
in selling, general and administrative expenses in the Consolidated Statements of Operations.

On March 11, 2008, we filed a Current Report on Form 8-K, which included a press release announcing our
fourth quarter and full year 2007 financial results. In completing our final analysis, we determined that our income
tax benefit was overstated by $2 million. While not material to understanding fourth quarter and full year 2007
financial results contained in the March 10, 2008, press release, the amount disclosed above has been recorded in our
actual results for the fourth quarter and full year 2007. We believe noting this change is beneficial to understanding
the actual results for the fourth quarter and full year 2007 contained in this financial report. Accordingly, the full year
2007 income tax benefit was reduced from $101 million reported in the press release to a benefit of $39 million. Diluted
earnings per share for the full year 2007 was changed from $0.34 to $0.33.
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Sales

All references to comparable-store sales for a given period relate to sales from stores that are open at the period-
end, that have been open for more than one year, and exclude the effect of foreign currency fluctuations. Accordingly,
stores opened and closed during the period are not included. Sales from the Direct-to-Customer segment are included
in the calculation of comparable-store sales for all periods presented. Sales from acquired businesses that include
the purchase of inventory are included in the computation of comparable-store sales after 15 months of operations,
Accordingly, Footaction sales have been included in the computation of comparable-store sales since August 2005.

Sales decreased to $5,437 million, or by 5.4 percent as compared with 2006. Excluding the effect of foreign currency
fluctuations, sales declined 7.6 percent as compared with 2006. Comparable-store sales decreased by 6.3 percent.

Sales of 35,750 million in 2006 increased by 1.7 percent from sales of $5,653 million in 2005. Excluding the effect
of foreign currency fluctuations and the 53" week, sales declined 0.7 percent as compared with 2005. Comparable-store
sales decreased by 1.2 percent, which was primarily a result of the decline in the European operations.

Gross Margin

Gross margin as a percentage of sales was 26.1 percent in 2007 declining 410 basis points as compared with 2006.
Gross margin, as a percentage of sales, was negatively affected by incremental markdowns of 180 basis points taken
to liquidate slow-moving and excess inventory and the effect of reduced vendor allowances negatively affected gross
margin by approximately 60 basis points, as compared with 2006. Lower sales resulted in the occupancy rate increasing
by 160 basis points, as a percentage of sales, as compared with the prior-year period.

Gross margin as a percentage of sales was 30.2 percent in 2006; excluding the effect of the 53" week, gross margin
would have declined 20 basis points as compared with 2005. This reflected increased promotional activity, offset, in
part, by the effect of increased vendor allowances. The effect of these vendor allowances was an improvement in gross
margin in 2006, as a percentage of sales, of 20 basis points as compared with 2005. Additionally, gross margin was
negatively affected by lower sales, which resulted in increased occupancy costs, as a percentage of sales.

Selling, General and Administrative Expenses

Selling, general and administrative ("SG&A”") expenses increased by $13 million to $1,176 million in 2007, or
by 1.1 percent, as compared with 2006. SG&A as a percentage of sales increased to 21.6 percent as compared with
20.2 percent in 2006. The increase in SG&A as a percentage of sales is due to the decline in sales. Excluding the effect
of foreign currency fluctuations and the 53 week in 2006, SG&A decreased by $2 million, This decrease primarily
reflected savings associated with operating fewer stores, as well as controlling variable expenses as compared with
the prior-year period.

SGRA increased by $34 million to $1,163 million in 2006, or by 3.0 percent, as compared with 2005, SGRA as a
percentage of sales increased to 20.2 percent, as compared with 20.0 percent in 2005. Excluding the effect of foreign
currency fluctuations and the 53 week, SG&A would have increased by 1.4 percent. This increase was primarily the
result of incremental share-based compensation included in corporate expense, associated with the adoption of
SFAS No. 123(R) of $6 million. Additionally, the net benefit cost for the Company’s pension and postretirement plans
reflected a reduction of $5 million, primarily as a result of additional contributions and improved pension fund asset
performance.

Corporate Expense

Corporate expense consists of unallocated general and administrative expenses as well as depreciation and
amortization related to the Company’s corporate headquarters, centrally managed departments, unallocated insurance
and benefit programs, certain foreign exchange transaction gains and losses, and other items.

Corporate expense decreased by 39 million to $59 million in 2007 as compared with 2006. Depreciation and
amortization included in corporate expense amounted to $14 million in 2007 and $22 million in 2006, the decrease
reflecting certain software assets which were fully depreciated. Excluding the change in corporate expense related
to depreciation and amortization, corporate expense declined primarily due to reduced incentive compensation
expense, '
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The increase in corporate expense in 2006 as compared with 2005 of $10 million reflects the adoption of SFAS
No. 123(R) that resulted in incremental compensation expense of $6 million and a charge of $4 million for anticipated
settlements of certain legal matters. The effect of the 53" week on corporate expense was not significant. Depreciation
and amortization included in corporate expense amounted to $22 million in 2006 and $24 million in 2005,

Depreciation and Amortization

Depreciation and amortization of $166 million decreased by 5.1 percent in 2007 from $175 million in 2006. This
decrease primarily reflects reduced software amortization of $8 million as assets became fully depreciated and reduced
depreciation and amortization associated with the third quarterimpairment charge of $8 million. These decreases were
offset, in part, by the effect of foreign currency fluctuations, which increased depreciation and amortization expense
by $3 million, and increased depreciation and amortization related to the Company’s capital spending.

Depreciation and amortization of $175 million increased by 2.3 percent in 2006 from $171 million in 2005.
This increase primarily reftected additional depreciation and amortization for the Athletic Stores segment due to
capital spending and the effect of foreign currency fluctuations of approximately $1 million.

Interest Expense, Net

2007, 2006 2005
(in millions)
Interest expense . ..o i it i i it i | $ 23 $ 23
INterestineome. ..ottt e it i e _{20) _{20) _(13)
Interest expense, Net ... iie i iieieeiiareer ey $1 $ 3 $ 10
Weighted-average interest rate (excluding facility fees):
Short-termdebt . ... .. ... —% —% —%
Long-termdebt. . oo vt i e e s 6.8% 1.8% 6.2%
Totaldebt................... et ia e eia e 6.8% 1.8% 6.2%
Short-term debt ocutstanding during the year:
T $ — $ — $ —
Weighted-average. . ... ... .cuuriien e renennns $ — $ — $ —

Interest expense of $21 million decreased by 8.7 percent in 2007 compared to $23 miltion in 2006. The reduction
in interest expense primarily relates to the purchases and retirements of $5 million and $38 million in 2007 and 2006,
respectively, of the Company’s 8.50 percent debentures. Interest rate swap agreements did not significantly affect
interest expense in 2007.

Interest income of $20 million remained unchanged from 2006. Interest income is generated through the
investment of cash equivalents, short-term investments, the accretion of the Northern Group note to its face value and
accrual of interest on the outstanding principal, as well as the effect of the Company's cross currency swaps. Interest
income related to cash, cash equivalents and short-term investments was $16 million in 2007 and $14 million in 2006.
Interest income on the Northern Group note amounted to $2 millien in both 2007 and 2006. The cross currency swaps
income totaled $1 million in 2007 as compared with $3 million in 2006.

Interest expense of $23 million in 2006 remained unchanged from 2005. Interest rate swap agreements did not
significantly affect interest expense in 2006.

The increase in interest income of $7 million in 2006 as compared with 2005 was primarily related to increased
interest income earned on cash, cash equivalents, and short-term investments. Interest income related to cash, cash
equivalents and short-term investments was $14 million in 2006 and $11 million in 2005. Interest income on the
Northern Group note amounted to $2 million in both 2006 and 2005. Also included in interest income is the effect of
the Company’s cross currency swaps, which totaled $3-million in 2006 and was not significant in 2005.
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Other Income

In 2007, other income included a $1 million gain related to a final settlement with the Company’s insurance
carriers of a claim related to a store damaged by a fire in 2006. Additionally, the Company sold two of its lease interests
in Europe for a gain of $1 million. These gains were offset primarily by premiums paid for foreign currency option
contracts. The 2006 amounts included a net gain of $4 million from the termination of two of the Company's leases for
approximately $5 millicn and insurance claims related to Hurricane Katrina that resulted in a gain of $8 million, which
represented amounts in excess of losses. Also during 2006, the Company purchased and retired $38 million of long-term
debt at a discount from face value of $2 million.

Income Taxes

The effective tax rate for 2007 was a benefit of 198.0 percent as compared with an expense of 36.9 percent in the
prior year. The change in the rate is primarily due to the $65 million valuation allowance adjustment (net of deferred
costs) relating to Canadian tax depreciation and tax loss carryfarwards, the change in the mix of U.S. and international
profits, and the impairment charges relating to the Company’s U.S. operations.

The effective tax rate for 2006 was 36.9 percent as compared with 35.0 percent in the prior year. The increase
in the rate is primarily due to the change in the mix of U.5. and international profits and the $17 million impairment
charge relating to the Company’s European operations, as well as a $6 million valuation allowance adjustment recorded
in 2005.

Segment Information

The Company evaluates performance based on several factors, the primary financial measure of which is division
profit. Division profit (loss) reflects income (loss) from continuing operations before income taxes, corporate expense,
non-operating income, and net interest expense.

Athietic Stores
2007 2006 2005
(in millions)

R 1 PP $ 5071 $ 5370 $ 5272
Division (loss) profit. . .......ooovii i $ @2n $ 405 § 419
Sales as a percentage of consolidated total................ 93% 93% 93%
Division (loss) profitmargin.......... ... ... ... oL {0.5)% 7.5% 7.9%
Number of storesatyearend. ......... ... cvviun..s. 3,785 3,942 3921
Selling square footage (in millions). . ........ ..ol 8.50 8.74 87
Gross square footage (inmillions) . ....... ..o il 14.12 14,55 14.48

2007 compared with 2006

Athletic Stores sales of $5,071 million decreased 5.6 percent in 2007, as compared with $5,370 million in 2006.
Excluding the effect of foreign currency fluctuations, primarily related to the euro, sales from athletic store formats
decreased by 7.8 percent in 2007. The decline in sales for the year ended February 2, 2008 was primarily related to the
domestic operations. Sales in the U.S. were negatively affected by a continuing weakening in consumer spending,
unseasonable warmer weather, and a lack of clear fashion trend in athletic footwear and apparel. Internationally,
comparahle-store sales declined mid-single digits. In Europe, sales of low-profile footwear styles declined, while the
sales trend of higher priced technical footwear was higher than the prior year. Comparable-store sales for the Athletic
Stores segment decreased by 6.6 percent in 2007,

Athletic Stores reported a loss of $27 million in 2007 as compared with a profit of $405 million in 2006. The
decrease in division profit was attributable to the U.S operations. The decline in the U.S. operations was offset, in
part, by increases in most international formats. Included in the Athletic Stores division results for 2007 are non-cash
impairment charges of $117 million to write-down long-lived assets such as store fixtures and leasehold improvements for
1,395stores at the Company’s U.S. store operations pursuant to SFAS No. 144, consistent with the Company'srecoverability
of long-lived assets policy. Additionally, in 2007, the Company identified unproductive stores for closure; accordingly,
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the Company evaluated the recoverability of long-lived assets considering the revised estimated future cash flows.
The Company recorded an additional non-cash impairment charge of $7 million as a result of this analysis. Exit costs
related to 33 stores that closed during 2007, comprising primarily lease termination costs of $4 million, were recognized
in accordance with SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities.”

2006 compared with 2005

Athletic Stores sales of $5,370 million increased 1.9 percent in 2006, as compared with $5,272 million in 2005.
Excluding the effect of foreign currency fluctuations, primarily related to the euro, and the effect of the 53" week, sales
from athletic store formats decreased by 0.6 percent in 2006. Footaction and Champs Sports significantly increased
sales, primarily from the sale of marquee basketball and running footwear. This was offset primarily by decreased sales
in Foot Locker Europe. Foot Locker Europe’s sales declined due to the continued difficult athletic retail environment,
particularly in France, the U.K. and Italy. Comparable-store sales for the Athletic Stores segment decreased by
1.1 percent in 2006.

Division profit from Athletic Stores decreased by 3.3 percent to $405 million in 2006 from $419 million in 2005.
Division profit as a percentage of sales decreased to 7.5 percent. The decrease in division profit is primarily attributable
to the Foot Locker Europe division due to the fashion shift from higher priced marquee footwear to lower priced low-
profile footwear styles and a highly competitive retail environment, particularly for the sale of low-profile footwear
styles. Included in the Athletic Stores division profit for 2006 is an impairment charge of $17 million retated to the
Company's European operations, consistent with the Company’s recoverability of long-lived assets policy. The charge
was comprised primarily of stores located in the U.K. and France. Excluding the impairment charge, Athletic Stores
division profit increased by 0.7 percent as compared with the corresponding prior-year period. The decline in Foot
Locker Europe were offset by increases in all other divisions.

Direct-to-Customers

2007 2006 2005
(in millions)
SAlES. ot it i $ 364 $380 $ 38
Division profit ... ..ot i i i e $ 40 $ 45 $ 48
Sales as a percentage of consolidated total. .. ............. 7% 7% 7%
Division profitmargin. . ... ..ottt e 11.0% 11.8% 12.6%

2007 compared with 2006

Direct-to-Customers sales decreased 4.2 percent to $364 million in 2007, as compared with $380 million in 2006.
Internet sales increased by 6.3 percent to $287 million, as compared with 2006. Catalog sales decreased by 30.0 percent
to $77 million in 2007 from $110 million in 2006. Management believes that the decrease in catalog sales, which was
substantially offset by the increase in Internet sales, is a result of customers browsing and selecting products through
its catalogs and then making their purchases via the Internet. Sales were negatively affected by reduced sales from
third party arrangements, as well as weakened consumer spending for athletic footwear and apparel.

The Direct-to-Customers business generated division profit of $40 million in 2007, as compared with $45 million
in 2006. Division profit, as a percentage of sales, decreased to 11.0 percent in 2007 from 11.8 percent in 2006.
The decline in division profit is a result of lower sales.

2006 compared with 2005

Direct-to-Customers sales decreased to $380 million in 2006, as compared with $381 million in 2005. Internet sales
increased to $270 million, increasing by 11.1 percent as compared with 2005. Catalog sales decreased by 20.3 percent
to $110 million in 2006 from $138 million in 2005. Management believes that the decrease in catalog sales, which
was substantially offset by the increase in Internet sales, is a result of customers browsing and selecting products
through its catalogs and then making their purchases via the Internet. Sales for the Direct-to-Customer business were
negatively affected by the termination of a third party arrangement in the early part of 2006.
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The Direct-to-Customers business generated division profit of $45 million in 2006, as compared with $48 million
in 2005. Division profit, as a percentage of sales, decreased to 11.8 percent in 2006 from 12.6 percent in 2005. Several
initiatives were implemented to mitigate the loss of revenue from the cancelled third party contract, such as expanding
the ESPN offerings. However, these initiatives did not fully offset the loss in profit which resulted in a decline in
division profit. The effect of the 53" week on this segment was not significant.

Liquidity and Capital Resources

Liguidity
Generally, the Company’s primary source of cash has been from operations. The Company generally finances
real estate with operating leases. The principal uses of cash have been to finance inventory requirements, capital

expenditures related to store openings, store remodelings, and management information systems and other support
facilities, and to fund general working capital requirements.

Management believes its cash, cash equivalents and future operating cash flow from aperations will be adequate
to fund its working capital requirements, capital expenditures, pension contributions for the Company’s retirement
plans, anticipated quarterly dividend payments, scheduled debt repayments, potentiat share repurchases, and other
cash requirements to support the development of its short-term and long-term operating strategies.

Maintaining access to merchandise that the Company considers appropriate for its business may be subject to the
policies and practices of its key vendors. Therefore, the Company helieves that it is critical to continue to maintain
satisfactory relationships with its key vendors. The Company purchased approximately 77 percent in 2007 and 78 percent
in 2006 of its merchandise from its top five vendors and expects to continue to obtain a significant percentage of its
athletic product from these vendors in future periods. Approximately 56 percent in 2007 and 50 percent in 2006 was
purchased from one vendor — Nike, Inc.

Planned capital expenditures for 2008 are approximately $158 mitlion, of which $135 million relates to
modernizations of existing stores and new stare openings, and $23 million reflects the development of information
systems and other support facilities. Additionally, the Company intends to spend an additional $2 million on key money
related to Europe. The Company has the ability to revise and reschedule the anticipated capital expenditure program,
should the Company's financial position require it.

Any materially adverse change in customer demand, fashion trends, competitive market forces or customer
acceptance of the Company’s merchandise mix and retail locations, uncertainties related to the effect of competitive
products and pricing, the Company’s reliance on a few key vendors for a significant portion of its merchandise purchases,
and risks associated with foreign global sourcing or economic conditions worldwide could affect the ability of the
Company to continue to fund its needs from business operations.

Cash Flow

Operating activities from continuing operations provided cash of $283 million in 2007 as compared with
$189 million in 2006. These amounts reflect income from continuing operations adjusted for non-cash items an