Costco Wholesale Corporation Releases Fourth Quarter and Fiscal Year 2006 Results of Operations
and Reports Review of Historical Stock Option Practices
October 12, 2006
ISSAQUAH, WA, Oct 12, 2006 (MARKET WIRE via COMTEX News Network) -- Costco Wholesale Corporation (NASDAQ: COST) announced today
its results of operations for the 17 weeks (fourth quarter) and the 53 weeks (fiscal year) ended September 3, 2006, and reported on a review of the
Company's historical stock option practices.
Net sales for the 17-week fourth quarter ended September 3, 2006 increased 19%, to $19.50 billion from $16.37 billion during the 16-week fourth
quarter ended August 28, 2005. Comparable warehouse sales during the 17-week fourth quarter of fiscal 2006 increased 8% over the comparable
17-week period in the prior fiscal year. Net sales for fiscal 2006, the 53 weeks ended September 3, 2006, were $58.96 billion, an increase of 14% from
$51.88 billion during the prior 52-week fiscal year ended August 28, 2005. Comparable warehouse sales increased 8% over the comparable 53-week
period of the prior year.
Net income for the 17-week fourth quarter was $355.6 million, or $.75 per diluted share, compared to $354.7 million, or $.73 per diluted share, during
the 16-week fourth quarter of fiscal 2005. As previously disclosed, the fiscal year 2005 fourth quarter results included several non-recurring items that
in the aggregate positively impacted reported earnings by approximately $.07 per share. Exclusive of these items, the Company estimated its
"normalized" fourth quarter 2005 earnings per diluted share figure was $.66. Earnings per diluted share in the fourth quarter of fiscal 2006 represent a
14% increase over that figure.
According to Richard Galanti, Chief Financial Officer, "Several factors enabled earnings results to be better than we anticipated six weeks ago in the
August 30th release: recognition of income tax benefits in connection with reserves previously established, which more than offset the $14 million
income tax charge previously disclosed; stronger-than-planned operating results in the final 5-week period of the fiscal quarter; improved gasoline
profitability in the final week of the quarter; and lower than expected costs related to workers' compensation and other expense accruals."
Net income for fiscal 2006 increased to $1.10 billion, or $2.30 per diluted share, from $1.06 billion or $2.18 per diluted share, during fiscal year 2005.
As previously disclosed, the fiscal year 2005 results also included several non-recurring items that in the aggregate positively impacted reported
earnings by approximately $.14 per diluted share. Exclusive of these items, the Company estimated its "normalized" fiscal year 2005 earnings were
$2.04 per diluted share. The current year's earnings per diluted share represent an increase of 13% over that figure.
Review of Stock Option Grant Practices
Following publicity regarding the granting of stock options, the Company initiated an internal review of its historical stock option grant practices to
determine whether the stated grant dates of options were supported by the Company's books and records. As a result of this preliminary review, a
special committee of independent directors was formed, consisting of Daniel J. Evans, William H. Gates, and Charles T. Munger. The special
committee engaged independent counsel and forensics experts, and comprehensively reviewed all equity grants made during the years 1996 through
2005. In late September, the special committee reported its conclusions and recommendations to the board of directors, which, after further review,
adopted these conclusions and recommendations.
The review identified no evidence of fraud, falsification of records, concealment of actions or documentation, or intentional deviation from generally
accepted accounting principles. The review indicated that, in several instances, it was impossible to determine with precision the appropriate
measurement date for specific grants. For these grants it was feasible only to identify a range of dates that includes the appropriate measurement
dates, where some dates in the range are after the recorded grant date.
The subject grants were made to over one thousand of the Company's employees, including, among others, the Company's warehouse managers and
buyers. None of the options in which the review identified imprecision in the grant process were issued to the Company's chief executive officer,
chairman, or non-employee directors, except in April 1997 both the chief executive officer and the chairman received, as part of a broad grant to
hundreds of employees, one grant subject to imprecision that may have benefited each by up to $200,000. Other grants subject to imprecision were
made to a director who serves as executive vice president and chief financial officer and to a director who had no role in the determination of any grant
date, but who serves as senior executive vice president and chief operating officer.
Based on the findings of this independent review, the Company does not anticipate any restatement of its previously filed financial statements.
Consistent with a recent Staff Accounting Bulletin of the United States Securities and Exchange Commission, the Company has transferred $116.1
million of net worth shown on its balance sheet from retained earnings to paid-in capital and increased its deferred tax asset account by $31.5 million.
The Company's total net income over the ten-year period reflected in these adjustments was approximately $6 billion. Fiscal 2006 stock option
expense has been increased by $2 million (after-tax) as a result of the review. Given the lack of historical documentation, it is not possible to precisely
determine the amount of the adjustments that should be made. The actual adjustments made are based on assumptions that are more likely to
overstate than understate the effects of the imprecisions identified in the Company's option grants. At present, the Company believes that impacts to
the Company's historical federal income tax filings arising from the review will be less than $2 million.
As previously disclosed, the Company has in other respects taken a conservative position with regard to stock options. Beginning with fiscal year
2003, the Company voluntarily expensed option grants prior to any formal obligation to do so. In June 2006, for reasons unrelated to the abovedescribed review, the Company also ceased the granting of options in favor of restricted stock units. The Company has determined to establish
standing equity grant dates, applicable to its restricted stock units, to option grants, in the event the Company decides to offer option grants, and to any
other form of equity grant, to be set as the fifth trading day following the release of quarterly or annual earnings results, with any exceptions from that
policy requiring the prior formal approval of the board's Compensation Committee. The Company has also informed the United States Securities and

Exchange Commission of the special committee's investigation and conclusions and will cooperate fully in the event of any inquiry.
CEO Jim Sinegal commented: "I take full responsibility for the fact that the administration of our stock option program did not live up to the high
standards we follow in other aspects of our business. We believe that the steps we have taken should put this issue behind us both from a financial
statement and a controls standpoint."
Costco currently operates 488 warehouses, including 359 in the United States and Puerto Rico, 68 in Canada, 18 in the United Kingdom, five in Korea,
four in Taiwan, five in Japan and 29 in Mexico. The Company also operates Costco Online, an electronic commerce web site, at www.costco.com and
at www.costco.ca in Canada. The Company plans to open an additional 15 to 16 new warehouses prior to the end of calendar year 2006.
Certain statements contained in this document constitute forward-looking statements within the meaning of the Private Securities Litigation Reform Act
of 1995. For these purposes, forward-looking statements are statements that address activities, events, conditions or developments that the Company
expects or anticipates may occur in the future. Such forward-looking statements involve risks and uncertainties that may cause actual events, results
or performance to differ materially from those indicated by such statements. These risks and uncertainties include, but are not limited to, domestic and
international economic conditions including exchange rates, the effects of competition and regulation, consumer and small business spending patterns
and debt levels, conditions affecting the acquisition, development, ownership or use of real estate, actions of vendors, rising costs associated with
employees (including health care and workers' compensation costs), rising costs associated with the acquisition of merchandise (including the direct
and indirect effects of the rising cost of petroleum-based products and fuel and energy costs), geopolitical conditions and other risks identified from
time to time in the Company's public statements and reports filed with the Securities and Exchange Commission.
A conference call to discuss these fiscal 2006 fourth quarter and year-end results, is scheduled for 8:00 a.m. (PDT) today, October 12, 2006, and is
available via a webcast on www.costco.com (go to Customer Service, About Costco, webcasts and click on the "Play Webcast" icon).
The release from last year's fourth quarter can be viewed at: http://phx.corporate-ir.net/phoenix.zhtml?c=83830&p=irol-newsArticle&ID=764809&
highlight
The release from August 30, 2006 can be viewed at: http://phx.corporate-ir.net/phoenix.zhtml?c=83830&p=irol-newsArticle&ID=900267&highlight
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