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JUSTICE

fairness to all parties as dictated by reason and conscience...

Starbucks 2006 Corporate IRRESPONSIBILITY Report

Can Starbucks provide

“an uplifting experience
that enriches people’s
lives one moment,

one human being, one
extraordinary cup of
coffee at a time”

When its farmers’ families
are starving, and its
baristas require public
assistance?

www.starbucksunion.org 1
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THE STORY OF A STARBUCKS® “PARTNERSHIP*

SHIRKANA SUN-DRIED SIDAMO

The "free market” In coffes forces small
farmers in the twenty four countries that
supply Starbucks to compete in a self-
destructive *race to the bottom.” The law
of supply and demand applies in the coffee
market: as coffee supplies rise, the price of
poffee drops. Starbucks takes advantage
of this “free market™ to divide and conguer
the millions of coffee farmers. It shops
amang producers, paving what it calls
“premium prices” for “high quality coffes,”
picking and choosing supplies in relatively

The prices Starbucks

1 pays are market prices
that include standard
Increments over
commodity markst
prices, for the quality
and source of the coffee;
B hence Starbucks clever,
b| but misleading marketing
{ term “premium prices.”
Starbucks offers

prices based on the
current market, When
producers try to break out of the tyranny
of benchmarking prices to the commaodity
rmarkets, such as Ethiopia's recent effort
{0 break out by frademarking Its special
coffees and licensing distribution at prices

“uncoupled" from commoadity prices,
Starbucks vigorously opposed Ethiopia’s
effort o shift the balance of market
power,' Starbucks has not fripled its
garnings per share in the past five years
by playing fair &5 a purchaser in the coffes
markets; It's at least as tough a competitor
as Kraft and Westie,

Ina moment of rare candor &t 2 recent
Starbucks press conference, its frade
consultant said “No developing country
aver worked its way out of poverty by
selling primary commeodities."? Starbucks
has taken unfalr advantage of producers
ever since the end of the coffes quotas in
1939, by paying the bow prices setin this
free market for its coffee, Tha pramium
prices it pays are prices in the commodity
markats, marked up for quality. Several
years apo, Starbucks’ “premium prices”
were at or less than the farmers” cost of
production, while coffes farmers were
starving all over the world. Then and
now, the company's “pramiusm prices”
are unfairly low for farmers, who cannaot
provide adequate sustenance to their
families on their coffee income.

2 IWW Starbucks Workers Union
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Appendix 1: Hote on Starbucks Failure to Comply With Gurrent

Global Reporting Initiative Guidelines

Effective Corporate Social Responsibility requires putting stakeholders in a position where
thay can influence corporate management, Unfortunately, Starbucks fop management
remains uncommitted to self-regulation. For instance, Starbucks’ Social Accountability
Auditor clearly states in the 2006 report * we have not performed an awdit in accordance
with the International Standards on Auditing. Accordingly, we do not express such an
opdnion.”

As to the global standard In sustainabllity reporting, the Global Reporting Initiative's
quidelines, Starbucks is at the bottom of the class, A quick look at the GRI website,

weww alobalreporting.org, shows that the 2002 Sustainability Reporting Guidelings were
supercaded by the G3 guidelines, A search of the GRI G3 compliance database quickly
reveals the names of dozens of intermational corporations that arg adhering to the new G3
Sustainabllity Reporting Guldelines; Starbucks' name ks conspicuously absent.

Looking backwards to the 2002 Sustainability Reporting Guidelines, Starbucks does not fare
much better, The 2002 GRI standards established several degrees of "adherance to" the
2002 standards. First, adherance can be verifiad three ways: 1) verification by GRI auditors;
21 verification by other external auditors; and the weakest form, 3) a self-declaration of
compliance. Starbucks does not even pretend to a self-dectaration of compliance, Instead,

& nlance at Starbucks’ careful verbiage in its GR statement ** reveals that Starbucks only
claims to have been “influenced by™ the 2002 Guidelines. To dectare adharence 1o the 2002
Guidelines, Starbucks’ CED would have had to make a sustainability declaration analogous to
that required by the Sarbanes Qedey Act for financial disclosures:

This report has been prepared in accordance with the 2002 GRI Guidelings. It represents
a balanced and raasonable presentation of our organization’s economic, environmental,
and social performance.

Starbucks' CEQ Jim Donald chose to avold this level of accountability, strongly indicating that
Starbucks' top management remains uncommitted to genuine corporate social responsibility.

Starbucks has thus far profited handsomely from a socially responsible image. However,

a8 more facts emerge. the soclally responsible veneer is quickly deterlorating. Until
Starbucks' senior executives commit themselves to move beyond rhetoric and make their
commitments real, going forward the company can expect vigorous resistance from a variety
of stakeholders,

www.starbucksunion.org 11
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STARBUCKS UNLAWFULLY OPPOSES UNION ORGANIZING

0n May 17, 2004 a group of Starbucks
baristas announced the formation of a union
to dermand a living wage, secure work
schedules, appropriate staffing, and respect
on the job,® Since then, the IWW Starbucks
Workers Union (3WU) has expanded publichy
3 ] from New York to
d Ilinos, Maryland,
and Michigan, Duas-
paying members
organizing at
Starbucks stores in
several other states
heve not yet made
{ their union afflliation
public.®

Pressure from the SWU has raisd wages
increases throughout the nation and has
improved scheduling for union members.
The union has taken direct action to comect a
myyriad of grievances ranging from religious
discrimination, unsanitary working condition,
and sleep-depriving work schedules 3
Unfortunately, these gains have been met

by Mllegal and relentless anti-union reprisals
from Starbucks.

The right to organize and join a union is
protected under U8, and international®
law, Starbucks, represented by the anfi-
union law firm Akin Gump, systematically
violates tha right of employees to unionize,*
The Nafional Labar Rebations Board

investigated MWW charges of unfair labor
practices, found merit in the IWW charges,
and issued large complaints against
Starbucks. Faced with overwheiming
evidence of wrongdoing, Starbucks settled
the complaints to avoid a public trial *

The March 2006 seftlement llustrates
Starbucks’ fierce anti-union animus,*
Starbucks had to reinstate two outspoken
SWU baristas who it had ilegally fired. The
gettlement struck down Starbucks’ illegal
policy banning unlon pins and distdbuting
written union information at work. In
addition, the company had to pledge to stop
spying on, threatening, and bribing workars
to deter them from joining the unicn.

Starbucks, regrattably, falled o leam its

lesson, Since promising to ceasa and desist |

from taking illegal antl-union actions,
Starbucks has fired five more SWU baristas,
whose cases are now pending or will soon
be before the NLRB.*

While the SWU's membership continues

to grow, Starbucks continues to legally
Interfere with workers' fundamental right to
join & union, The company’s preference for

a non-union workforce does not justify its
the continued viclation of workers' rights, If
Starhucks were soclally responsible, it would

comphy with domestic and intemational labor

and human rights standards, and would
relnstate all [lagally fired SWU baristas.

10 IWW Starbucks Workers Union

To learn about Starbucks' purchasing
practices from the mouths of farmers, a
delenation from the Justice from Bean to Cup
campaign traveled to Ethiopia in February
2007, This JBC delegation investigated
Starbucks' Shirkana Sun-Dried Sidamao,
beginning in Yirgalem, a coffee center in
westarn Sidamo.

In the hills outside Yirgalem, along an
unpaved road, lies the Faro cooperative, a
primary producer of coffes, and 2 member
of the Sidamo Union, Starbucks chose a
coffee from the Fero Co-op to become ane
of its Black Apron Exclusives, the company’s
maost expensive coffee offering. Starbucks
formed what they called a “parinership”
with these Sidamo growers 1o jointly
produce a coffee they called “Shirkina
Sun-Dried Sidamo.” Here's how Wiland
{Dub) Hay, Starbucks Senior Vice President
described the arrangement: “ltwas a
three year imvestment that we made with

a cooperative here in Ethiopla o produce a
diffarent kind of coffes — we processed it
differently and we bullt the name with It, and
as you know it means ‘partnership.”™ An
earller Starbucks press release elaborated;
“The shirkinas -- the partnerships -- that
we have with producers |s a key to our
SUCCEss and a reason we spend g0 much
time in coffes growing regions.* Last year

Starbucks 2006 Corporate IRRESPONSIBILITY Report

we traveled twice to Ethiopia and The “free market®
the development of this coffes was in coffes forces
& focus on each trip. Producing this small farmers in
coffee took a lot of training, time and ~ the twenty four
commitment, and we are very excited  countries that
that farmers of the Sidama Coffee supply Starbucks
Farmers Cooperative Union are now  t0 compete in a
being recognized for this unique ang  Self-destructive
delicious coffee through our Black “vanetnthe
bottom.”

Apron Exclusives(TM) Program,” The
press relegse added that Starbucks
axpected to sell its new "Shirkina Sun-
Dried Sidamo” for $13 a half-pound.

Qur JBC delegation wanted to leam about
hawr much of the profits of this business
venture Starbucks shared with [ts new
pariners. Inquiring into the details, we
learned that during the 2005 and 2006
growing seasons, Starbucks bought five
shipments of "Shirkina Sidama” coffee,
totaling 2,400 bags, for retall sale at $26 per
pound, or $8,236,500.% The farmers who
sold their coffes to the Faro Cooperative,
which belongs to the Sidamo Union, were
paid legs than %3 Birr per kilo with a dividend
of $.2 Birr per kilo expected at the end of the
season. Thus, the farmers were paid at most
%.57 per pound, or around $181,000 for

the coffes that Starbucks priced for sale for
$8,236,800 retail. These farmers were paid
2.2% of the projected retail price.

www.starbucksunion.org 3
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In Sidamo, over
half of children
between the ages
of 5 and 17 work
30 hours a week
on their families’
farms

CHILD LABOR ON SIDAMO COFFEE FARMS

Sldamo Is extremely poor. Only 2.7% of
housaholds around Sidamo have running
water.® Literacy s low: of males over nine
years old, only 23.5% are can read and
writg; for females the rate is 13.6%.7 Onky
33.6% of children attend school.!

(W The low prices
pald by Starbucks
and other coffes
bayers forces
coffee farmers to
put their children
F 1o veork on their
B family farms. 49%
& of Sidamo parents
W whose children
are working would
prafer, instead, that their children were
able to delay entering the workiorce until
after they had complated their schooling.®
Unfortunatehy, the low prices Starbucks
and other buvers pay for their coffes force
farmers to put their children to work.
Coffes is grown on small family plots;
when coffes prices are low, child labor
helps Sldama’s families reduce their
malnutrition,"

As a result, over two million children in
the Sidamo area, aged 5 through 17, are
working: 92% are working in agriculture,
94% are unpaid family workers, and 0%
are working to support their families. On
the averane, they work 28.9 hours par
week. Child labor is a significant part of
the agricultural economy. Yet this Is nota
world their parents want,

With Starbucks paying only 2.2% of retail
to these "partners,” these Sidamo farmers
are unabde to earn & living wage and will
remain in poverly. Starbucks understands
this reality, yet continues to explolt its
market power over such small farmers.
As Starbucks' Trade Consultant, Rosa
Whitaker, candidly put it; “the reason
why farmers remain poor, is because
[5ic.] I've never seen any country in the
world where people have moved out of
poverty exparting primary raw products.™*!
Starbucks relies on the tyranny of the
commodity coffee market to keep coffes
prices low, and knowingly perpetuates
the poverty of its farmers by paying
market prices in short-term contracts,'?
Paying "premium prices” for coffee that
iz priced 20 low that farmers cannot feed
thelr families Is socially imesponsibie
purchasing.

4 IWW Starbucks Workers Union

Tha majority of Starbucks employees fail
to clear gither of two hurdles to obtaining
company health care, The first is the work
hours gualification; the second i the high
out-of-pocket expenses. To quallfy to
purchasa health insurance, an employes
must first work 240 hours per quarter.
Because Starbucks does not guarantes
baristas a regular work schedule, they
cannat know, from quarter to quarter,
whather they will earn enough hours

to qualify. According o Starbucks own
figuras, only 65% of Its workforce raceives
enough hours to qualify to buy health
insurance.®

If & barista clears the 240 hour hurdle,

she hag to clear the second hurdle, the
prohibitivaly expensive out-of-pockst
costs for company health care.  Starbucks
has repeatediy refusad to release the
costs of the health plan, even though it
continually boasts about its health care
offering. On February 21, 2007 the SWU
Blog (hitp:/fwww, StarbucksUnion.org/biog)
made available the company's internal
health insurance pricing document, The
document reveals an unaffordable mix of
pramiums, co-pays, deductibles, “payment
percentages”, and other out-of-pocket
expenses.’ One Starbucks individual plan
packs a $1,000 per year deductible and a
$8,000 per year out-of-pocket maximum

Starbucks 2006 Corporate IRRESPONSIBILITY Report

in addition to co-pays and i
premiums. To add vour family | y
onto the plan, that deductible
and out-of-pocket maximum
shoots up to $3,000 and

$24 000, respectively,

It's no surprise then that
Starbucks baristas, like
Suley Ayala, must rely on
government assistance to
insure her children * Suley
works hard every day for a R
company that took in record profits of
£564 million on $7.8 billion In revenue
Iast year,® eaming enough monay to
open & record 2,199 Starbucks stores
in that year alone. Yat Starbucks pay

is 50 inadequate that Suley must rely

on Medicaid to keep her kids healthy.
Something has gone sariowsty wrong

in a society where the super-rich like
Howeard Schuliz and Wal-Mart CED Lea
Scott get richer while hard-working
employees must rely on taxpayer-funded
government asskstance to survive. Linfike
Wal-Mart, Starbucks has deceived the
American people into believing that the
company offers generous health care

It Starbucks were socially responsible fo its
workforce, it would provide employees with
affordable health insurance.

Starbucks
actually insures a
lowrer percentage
of its workforce
than Wal-Mart.

www.starbucksunion.org 9
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Many baristas
need to rely on
taxpayer-funded
government
assistance to
make ends meet.

managemant, applied o
itz workers,

A Chicago barista

garning $7.80 per hour
and fortunate enough to
average 30 hours per week
will eam $12,168 a year
hefore payroll taxes, well
batow the 2007 federal
poverty line for a family of two.™ By contrast,
Starbucks Chairman Howard Schultz fook

in aver 102 million in salary and exercised
options in the last fiscal year.® Schultz, who
is alraady a billionaire, eams more money
before lunchtime in one day of work, than
our Chicago barista eams in & yearl

While Starbucks lavishes exacutives with
excessive pay, many baristas need o rely
on taxpayer-funded govemment assistance
o make ends maet. New York City barista
Sarah Bender eams around $800 per manth
at Starbucks.® Consequentty, even though
she works for a fast growlng $23 billien
company, Sarah has been forced to furn fo
the government's food stamps program,
which grants her an additional 123 per
maonth to survive.

I Starbucks were socially responsible, it
would pay living wages to [ts employees, and
provide them with regular, predictable work
schedutes,

THE STARBUCKS HEALTH CARE MYTH

Starbucks’ public relations machine created
a myyth that it is a leader in employes

health care, but the myth is simply not

true. Starbucks actually insures a lowar
percentage of (ts warkforce than Wal-Mart,
a company notorious for the burden it
places on taxpayers by falling to Insure its
workers.# Following multiple challenges
from the SWU, Starbucks finally admitted

to the Wall Street Journal that it insuras

just 42% of its workforce, including full-
fime management officials.* By contrast,
Wal-Mart insures 47% of its workforee, 6
While Wal-Mart is rightly subjected o public
opprobrium, Chalrman Howard Schultz and
Starbucks are feted on Capitol Hill and in the
popular press besed on spin and misleading
proclamations about its below-average
health care plan*

& IWW Starbucks Workers Union

Starbucks 2006 Corporate IRRESPONSIBILITY Report

A FAIR PRICE FOR SIDAMO FARMERS

To kearn more about Starbucks' "partnership” with the farmers of the Fero cooperative,
we spoke to Tadesse, a farmer who sold coffee that Faro shipped to Starbucks for its
Black Apron Exclusive "Shirkina Sidamo.”

Tadesse pleas for a fair price for Sidamo coffee

When told that Starbucks sells his Shirkina Sun-Dried Sidamo for $26 a pound,
Tadesse launched info the following speech without missing a beat

The cooperative wanis to flourish; the workers want to flourish; the office workers
want to flourish; the farmers want to flourish, We did not get what we expected;

we did not get the fruits of our labor, You see—the farmers worked hard—labored
hard, but did not get thelr sweat's warth. Again—what the farmer expected fo
get—nha didn't get. In refurn to owr labor, the retums are far less. The farmer expects
fo flourish and to change his life. They keep telling us “we're going to help vou
flourish.™ They keep coming to record our opinions and to give us endless promises.

We want to earn more monay! Wa want to fulfill our children's needs.

We basically get what we've always been paid, which Is money to cover our
axpenses during the coffee season only, During the coffes season, we look fing, like
we have mongy, but after we pay our expenses, we go right back o poverty.

They daceive us by telling us that they're going to help us grow, but they are the one
that is growing.

If there iz a solution o this, we want IL We would like to sell to those who can

| help us flourish and improve our conditions, If we could find someone to create a
relationship with us, and buy directly from us for a better price, we would have no
problem, We would like you to tell our story o those who would listen,

A fair price for our coffes is $10 birr for a kilo of Red Cherry.

Tadessa's concept of partnership is closer to the concept In commaon wsage. Fartners
share profits; they don't inflict market rates on their partners, The fair price Tadessa
sigoests. $10 birr for a kiko of Red Cherry is equivalent to $1.54 a pound,'® which 15
roughly triple what farmers currently receive.

www.starbucksunion.org 5
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WOULD PAYING COFFEE FARMERS FAIR PRICES
HURT STARBUCKS’ BOTTOM LINE?

If all of the farmers supplying Starbucks, in
all twenty-four of its supplying countries,
were paid the price increase suggested by
Tadessa, but all other costs remained the
same,™ then in 2006, Instead of paying
an average of $3.12 per kilo, Starbucks
wiould have paid perhaps $5.32 per kilo,
This would increase Starbucks' cost of
coftea from 5.3% of its total revenue, to
roughly 9.1%. This 3.8% increase roughly
estimates the cost of social fairness to the
farmers n the twenty-four countries that
supply Starbucks with its coffes.

Can Starbuecks afford such a significant
Incraasa in the cost of its coffes?
Apparently yes. In the past five years, the
prica of coffee in the world commodity
markets doubled, rising from $0.60-0.70
a paund for mild arabicas In 2002, up to
$1.10-1.20 a pound in 2006.

Yet in that same five year interval,

Starbucks enjoyed a dramatic improvement
in its finances—the doubling of the world

In 2002, its earnings per share were $.26;
by 2006 they had almost tripled to $.71

a share. In 2002, its free cash flow was
$47EM; by 2006, it had more than doublad
fo $1,132M. Finally, in 2002, Starbucks'
return on equity was 13.87%; by 2008,

it had risen to almost twice that rate,
26.06%. Starbucks earnings per share,
free cash flow and return on equity all
doubled with the doutding of coffee prices.
The table below spells out the details.

In sum, Starbucks can and must pay
farmers fair prices for growing the “high
quality” coffee it buys. Starbucks should
suppart the upcoming International Coffag
Agreements to restore the production
controts.'” Taking such a position, instead
of continuing the embarrassing delay
tactics recently revealad In ifs sguabble |
with the Ethiopian government, is the right
thing to do.™ Further, Starbucks must
embrace transparency by dischosing the
|ocations of all Its coffee farms and submit
to independent maonitoring.

price of coffee didn't make a difference.
S ICOMid | SBUX SBUX SBUX
| | Arabicas /b EPS'® Free Cash Flow ROE
2002 | $0.62 $0.26 $478,000,000 13.87%
- 2003 $0.54 $0.33 $567,000,000 14.10%
2004 $0.80 $0.47 | $794,000,000 17.13%
2005 $1.15 $0.61 | $924,000,000 71.82%
2006 $1.14 $0.71 $1.132,000,000|  26.06%
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BEHIND THE GREEN APRON:

Starbucks 2006 Corporate IRRESPONSIBILITY Report

STARBUCKS BARISTAS STRUGGLE TO GET BY

The financial reality for café workers

at Starbucks contrasts sharphy with

the company’s 2006 corporate social
responsibility report and “partner” label.™
Behind the smiles and green aprons, many
baristas are living in poverty becauss
Starbucks fails to pay a fiving wage and
fails to offer secure work schedules,

Starbucks baristas, the company's largest
job classification, earn a starting wane as
low as $6.25 per hour.® In Chicago, with
its high-cost of [ving, baristas start at just
$7.80 per hour." Infraquant ten or twenty
cent raises at Starbucks do little to improve
baristas' ability to pay the bills.

Starbucks does not even pay a living wage
to its most senior baristas. Corporations
cap wages to push long-term employees
1o saek new employment, or work undar

a plass ceiling. Starbucks has never
admitied that it uses wape caps. However,
an internal company document recently
provided to the IWW Starbucks Workers
Union (SWU) reveals that Starbucks does
use wage caps ranging from $8 fo $11

per hour in each U.5. location in which it
operaies,®

Starbucks failure o pay living wages is
only half the financial story of working at
Starbucks. The full financial picture for
the company's café veorkers can onky be

understood in light of Starbucks scheduling
system. A stunning 100% of Starbucks
retail hourly employees are part-time.

The company will not allow a single
barista, busser, or shift superisor in the
United States to obtain full-time status, In
addition, Starbucks café employees face
work hours that fluctuate week-to-week at
the company's whim,

Starbucks refuses to guarantee baristas
a minimum number of work hour per
week; baristas thus face great difficulty
budgeting for necessitias like food, rent,
and utilities. For example, a Starbucks
barista may be assigned 32 hours of
WOrk one week, 25 hours the next waek, s a 100%

yet find that the =T
company ums @
a blind eye to
thelr neads and
sehadules them
for far fewer
hours. Starbucks
prefers part- ¥ E 5
tima amployaes whose hours it can adjust
a5 consumer demand rises and falls and
who are less likely to qualify for company
benefits, Starbucks scheduling aystem s
best understood as just-in-time inventory

and 12 hours of work the following Part-Time,
week. Many Starbucks barlstas need Poverty Wage
40 hours of work to makes ends meet,  Employer.
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