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Senior Vice President, Global Human Resources

Kathleen Wilson-Thompson has been Kellogg
Company’s Senior Vice President, Global Human
Resources since July 2005. She served in various legal
roles until 1995, when she assumed the role of Human
Resources Manager for one of our plants. In 1998, she
returned to the legal department as Corporate
Counsel, and was promoted to Chief Counsel, Labor
and Employment in November 2001, a position she
held until October 2003, when she was promoted to
Vice President, Chief Counsel, U.S. Businesses, Labor
and Employment.
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Vice President and Corporate Controller

Mr. Andrews joined Kellogg Company in 1982. He
served in various financial roles before relocating to
China as general manager of Kellogg China in 1993.
He subsequently served in several leadership innovation
and finance roles before being promoted to Vice
President, International Finance, Kellogg International in
2000. In 2002, he was appointed to Assistant
Corporate Controller and assumed his current position
in June 2004.

Availability of Reports; Website Access; Other
Information. Our internet address is
http://www.kelloggcompany.com. Through “Investor
Relations” — “Financials” — “SEC Filings” on our
home page, we make available free of charge our
proxy statements, our annual report on Form 10-K, our
quarterly reports on Form 10-Q, our current reports on
Form 8-K, SEC Forms 3, 4 and 5 and any amendments
to those reports filed or furnished pursuant to

Section 13(a) or 15(d) of the Securities Exchange Act of
1934 as soon as reasonably practicable after we
electronically file such material with, or furnish it to,
the Securities and Exchange Commission. Our reports
filed with the Securities and Exchange Commission are
also made available to read and copy at the SEC’s
Public Reference Room at 100 F Street, N.E.,
Washington, D.C. 20549. You may obtain information
about the Public Reference Room by contacting the
SEC at 1-800-SEC-0330. Reports filed with the SEC are
also made available on its website at www.sec.gov.

Copies of the Corporate Governance Guidelines, the
Charters of the Audit, Compensation and Nominating
and Governance Committees of the Board of Directors,
the Code of Conduct for Kellogg Company directors
and Global Code of Ethics for Kellogg Company
employees (including the chief executive officer, chief
financial officer and corporate controller) can also be
found on the Kellogg Company website. Any
amendments or waivers to the Global Code of Ethics
applicable to the chief executive officer, chief financial
officer and corporate controller can also be found in
the “Investor Relations” section of the Kellogg
Company website. Shareowners may also request a

free copy of these documents from: Kellogg Company,
P.O. Box CAMB, Battle Creek, Michigan 49086-1986
(phone: (800) 961-1413), Ellen Leithold of the Investor
Relations Department at that same address (phone:
(269) 961-2800) or investor.relations@kellogg.com.

Forward-Looking Statements. This Report contains
“forward-looking statements” with projections
concerning, among other things, our strategy, financial
principles, and plans; initiatives, improvements and
growth; sales, gross margins, advertising, promotion,
merchandising, brand building, operating profit, and
earnings per share; innovation; investments; capital
expenditures; asset write-offs and expenditures and
costs related to productivity or efficiency initiatives; the
impact of accounting changes and significant
accounting estimates; our ability to meet interest and
debt principal repayment obligations; minimum
contractual obligations; future common stock
repurchases or debt reduction; effective income tax
rate; cash flow and core working capital improvements;
interest expense; commodity and energy prices; and
employee benefit plan costs and funding. Forward-
looking statements include predictions of future results
or activities and may contain the words “expect,”
“believe,” “will,” “will deliver,” "anticipate,”
"project,” “should,” or words or phrases of similar
meaning. For example, forward-looking statements are
found in this Item 1 and in several sections of
Management’s Discussion and Analysis. Our actual
results or activities may differ materially from these
predictions. Our future results could be affected by a
variety of factors, including the impact of competitive
conditions; the effectiveness of pricing, advertising, and
promotional programs; the success of innovation and
new product introductions; the recoverability of the
carrying value of goodwill and other intangibles; the
success of productivity improvements and business
transitions; commodity and energy prices, and labor
costs; the availability of and interest rates on short-term
and long-term financing; actual market performance of
benefit plan trust investments; the levels of spending
on systems initiatives, properties, business
opportunities, integration of acquired businesses, and
other general and administrative costs; changes in
consumer behavior and preferences; the effect of

U.S. and foreign economic conditions on items such as
interest rates, statutory tax rates, currency conversion
and availability; legal and regulatory factors; the
ultimate impact of product recalls; business disruption
or other losses from war, terrorist acts, or political
unrest and the risks and uncertainties described in

ltem 1A below. Forward-looking statements speak only
as of the date they were made, and we undertake no
obligation to publicly update them.

"o "o

ITEM 1A. RISK FACTORS

In addition to the factors discussed elsewhere in this
Report, the following risks and uncertainties could
materially adversely affect our business, financial



condition and results of operations. Additional risks and
uncertainties not presently known to us or that we
currently deem immaterial also may impair our business
operations and financial condition.

Our performance is affected by general economic and
political conditions and taxation policies.

Our results in the past have been, and in the future may
continue to be, materially affected by changes in
general economic and political conditions in the United
States and other countries, including the interest rate
environment in which we conduct business, the financial
markets through which we access capital and currency,
political unrest and terrorist acts in the United States or
other countries in which we carry on business.

The enactment of or increases in tariffs, including value
added tax, or other changes in the application of
existing taxes, in markets in which we are currently
active or may be active in the future, or on specific
products that we sell or with which our products
compete, may have an adverse effect on our business
or on our results of operations.

We operate in the highly competitive food industry.

We face competition across our product lines, including
ready-to-eat cereals and convenience foods, from other
companies which have varying abilities to withstand
changes in market conditions. Some of our competitors
have substantial financial, marketing and other
resources, and competition with them in our various
markets and product lines could cause us to reduce
prices, increase capital, marketing or other
expenditures, or lose category share, any of which
could have a material adverse effect on our business
and financial results. Category share and growth could
also be adversely impacted if we are not successful in
introducing new products.

Our consolidated financial results and demand for our
products are dependent on the successful development
of new products and processes.

There are a number of trends in consumer preferences
which may impact us and the industry as a whole.
These include changing consumer dietary trends and
the availability of substitute products.

Our success is dependent on anticipating changes in
consumer preferences and on successful new product
and process development and product relaunches in
response to such changes. We aim to introduce
products or new or improved production processes on
a timely basis in order to counteract obsolescence and
decreases in sales of existing products. While we
devote significant focus to the development of new
products and to the research, development and
technology process functions of our business, we may
not be successful in developing new products or our
new products may not be commercially successful. Our
future results and our ability to maintain or improve
our competitive position will depend on our capacity to
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gauge the direction of our key markets and upon our
ability to successfully identify, develop, manufacture,
market and sell new or improved products in these
changing markets.

An impairment in the carrying value of goodwill or
other acquired intangibles could negatively affect our
consolidated operating results and net worth.

The carrying value of goodwill represents the fair value
of acquired businesses in excess of identifiable assets
and liabilities as of the acquisition date. The carrying
value of other intangibles represents the fair value of
trademarks, trade names, and other acquired intangibles
as of the acquisition date. Goodwill and other acquired
intangibles expected to contribute indefinitely to our
cash flows are not amortized, but must be evaluated by
management at least annually for impairment. If
carrying value exceeds current fair value, the intangible
is considered impaired and is reduced to fair value via a
charge to earnings. Events and conditions which could
result in an impairment include changes in the industries
in which we operate, including competition and
advances in technology; a significant product liability or
intellectual property claim; or other factors leading to
reduction in expected sales or profitability. Should the
value of one or more of the acquired intangibles
become impaired, our consolidated earnings and net
worth may be materially adversely affected.

As of January 3, 2009, the carrying value of intangible
assets totaled approximately $5.10 billion, of which
$3.64 billion was goodwill and $1.46 billion
represented trademarks, tradenames, and other
acquired intangibles compared to total assets of
$10.95 billion and shareholders’ equity of $1.45 billion.

We may not achieve our targeted cost savings from
cost reduction initiatives.

Our success depends in part on our ability to be an
efficient producer in a highly competitive industry. We
have invested a significant amount in capital
expenditures to improve our operational facilities.
Ongoing operational issues are likely to occur when
carrying out major production, procurement, or
logistical changes and these, as well as any failure by
us to achieve our planned cost savings, could have a
material adverse effect on our business and
consolidated financial position and on the consolidated
results of our operations and profitability.

We have a substantial amount of indebtedness.

We have indebtedness that is substantial in relation to
our shareholders’ equity. As of January 3, 2009, we
had total debt of approximately $5.46 billion and
shareholders’ equity of $1.45 billion.

Our substantial indebtedness could have important
consequences, including:

e impairing the ability to obtain additional financing
for working capital, capital expenditures or general



corporate purposes, particularly if the ratings
assigned to our debt securities by rating
organizations were revised downward. A
downgrade in our credit ratings, particularly our
short-term credit rating, would likely reduce the
amount of commercial paper we could issue,
increase our commercial paper borrowing costs, or
both;

e restricting our flexibility in responding to changing
market conditions or making us more vulnerable in
the event of a general downturn in economic
conditions or our business;

e requiring a substantial portion of the cash flow
from operations to be dedicated to the payment of
principal and interest on our debt, reducing the
funds available to us for other purposes such as
expansion through acquisitions, marketing spending
and expansion of our product offerings; and

e causing us to be more leveraged than some of our
competitors, which may place us at a competitive
disadvantage.

Our ability to make scheduled payments or to refinance
our obligations with respect to indebtedness will
depend on our financial and operating performance,
which in turn, is subject to prevailing economic
conditions, the availability of, and interest rates on,
short-term financing, and financial, business and other
factors beyond our control.

Our results may be materially and adversely impacted
as a result of increases in the price of raw materials,
including agricultural commodities, fuel and labor.

Agricultural commodities, including corn, wheat,
soybean oil, sugar and cocoa, are the principal raw
materials used in our products. Cartonboard,
corrugated, and plastic are the principal packaging
materials used by us. The cost of such commodities
may fluctuate widely due to government policy and
regulation, weather conditions, or other unforeseen
circumstances. To the extent that any of the foregoing
factors affect the prices of such commodities and we
are unable to increase our prices or adequately hedge
against such changes in prices in a manner that offsets
such changes, the results of our operations could be
materially and adversely affected. In addition, we use
derivatives to hedge price risk associated with
forecasted purchases of raw materials. Our hedged
price could exceed the spot price on the date of
purchase, resulting in an unfavorable impact on both
gross margin and net earnings.

Cereal processing ovens at major domestic and
international facilities are regularly fuelled by natural
gas or propane, which are obtained from local utilities
or other local suppliers. Short-term stand-by propane
storage exists at several plants for use in case of
interruption in natural gas supplies. Oil may also be
used to fuel certain operations at various plants. In

addition, considerable amounts of diesel fuel are used
in connection with the distribution of our products. The
cost of fuel may fluctuate widely due to economic and
political conditions, government policy and regulation,
war, or other unforeseen circumstances which could
have a material adverse effect on our consolidated
operating results or financial condition.

A shortage in the labor pool or other general
inflationary pressures or changes in applicable laws and
regulations could increase labor cost, which could have
a material adverse effect on our consolidated operating
results or financial condition.

Additionally, our labor costs include the cost of
providing benefits for employees. We sponsor a
number of defined benefit plans for employees in the
United States and various foreign locations, including
pension, retiree health and welfare, active health care,
severance and other postemployment benefits. We also
participate in a number of multiemployer pension plans
for certain of our manufacturing locations. Our major
pension plans and U.S. retiree health and welfare plans
are funded with trust assets invested in a globally
diversified portfolio of equity securities with smaller
holdings of bonds, real estate and other investments.
The annual cost of benefits can vary significantly from
year to year and is materially affected by such factors
as changes in the assumed or actual rate of return on
major plan assets, a change in the weighted-average
discount rate used to measure obligations, the rate or
trend of health care cost inflation, and the outcome of
collectively-bargained wage and benefit agreements.

Disruption of our supply chain could have an adverse
effect on our business, financial condition and results
of operations.

Our ability, including manufacturing or distribution
capabilities, and that of our suppliers, business partners
and contract manufacturers, to make, move and sell
products is critical to our success. Damage or disruption
to our or their manufacturing or distribution capabilities
due to weather, natural disaster, fire or explosion,
terrorism, pandemics, strikes or other reasons, could
impair our ability to manufacture or sell our products.
Failure to take adequate steps to mitigate the
likelihood or potential impact of such events, or to
effectively manage such events if they occur, could
adversely affect our business, financial condition and
results of operations, as well as require additional
resources to restore our supply chain.

We may be unable to maintain our profit margins in
the face of a consolidating retail environment. In
addition, the loss of one of our largest customers could
negatively impact our sales and profits.

Our largest customer, Wal-Mart Stores, Inc. and its
affiliates, accounted for approximately 20% of
consolidated net sales during 2008, comprised
principally of sales within the United States. At
January 3, 2009, approximately 17% of our



consolidated receivables balance and 27% of our

U.S. receivables balance was comprised of amounts
owed by Wal-Mart Stores, Inc. and its affiliates. No
other customer accounted for greater than 10% of net
sales in 2008. During 2008, our top five customers,
collectively, including Wal-Mart, accounted for
approximately 33% of our consolidated net sales and
approximately 42% of U.S. net sales. As the retail
grocery trade continues to consolidate and mass
marketers become larger, our large retail customers
may seek to use their position to improve their
profitability through improved efficiency, lower pricing
and increased promotional programs. If we are unable
to use our scale, marketing expertise, product
innovation and category leadership positions to
respond, our profitability or volume growth could be
negatively affected. The loss of any large customer for
an extended length of time could negatively impact our
sales and profits.

Our intellectual property rights are valuable, and any
inability to protect them could reduce the value of our
products and brands.

We consider our intellectual property rights, particularly
and most notably our trademarks, but also including
patents, trade secrets, copyrights and licensing
agreements, to be a significant and valuable aspect of
our business. We attempt to protect our intellectual
property rights through a combination of patent,
trademark, copyright and trade secret laws, as well as
licensing agreements, third party nondisclosure and
assignment agreements and policing of third party
misuses of our intellectual property. Our failure to
obtain or adequately protect our trademarks, products,
new features of our products, or our technology, or
any change in law or other changes that serve to
lessen or remove the current legal protections of our
intellectual property, may diminish our competitiveness
and could materially harm our business.

We may be unaware of intellectual property rights of
others that may cover some of our technology, brands
or products. Any litigation regarding patents or other
intellectual property could be costly and time-
consuming and could divert the attention of our
management and key personnel from our business
operations. Third party claims of intellectual property
infringement might also require us to enter into costly
license agreements. We also may be subject to
significant damages or injunctions against development
and sale of certain products.

Our operations face significant foreign currency
exchange rate exposure which could negatively impact
our operating results.

We hold assets and incur liabilities, earn revenue and
pay expenses in a variety of currencies other than the
U.S. dollar, including the British pound, euro, Australian
dollar, Canadian dollar, Venezuelan bolivar fuerte,
Russian rouble and Mexican peso. Because our
consolidated financial statements are presented in
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U.S. dollars, we must translate our assets, liabilities,
revenue and expenses into U.S. dollars at then-
applicable exchange rates. Consequently, increases and
decreases in the value of the U.S. dollar may negatively
affect the value of these items in our consolidated
financial statements, even if their value has not
changed in their original currency.

Changes in tax, environmental or other regulations or
failure to comply with existing licensing, trade and
other requlations and laws could have a material
adverse effect on our consolidated financial condition.

Our activities, both in and outside of the United States,
are subject to regulation by various federal, state,
provincial and local laws, regulations and government
agencies, including the U.S. Food and Drug
Administration, U.S. Federal Trade Commission, the
U.S. Departments of Agriculture, Commerce and Labor,
as well as similar and other authorities of the European
Union and various state, provincial and local
governments, as well as voluntary regulation by other
bodies. Various state and local agencies also regulate
our activities.

The manufacturing, marketing and distribution of food
products are subject to governmental regulation that is
becoming increasingly burdensome. Those regulations
control such matters as food quality and safety,
ingredients, advertising, relations with distributors and
retailers, health and safety and the environment. We
are also regulated with respect to matters such as
licensing requirements, trade and pricing practices, tax
and environmental matters. The need to comply with
new or revised tax, environmental, food quality and
safety or other laws or regulations, or new or changed
interpretations or enforcement of existing laws or
regulations, may have a material adverse effect on our
business and results of operations. Further, if we are
found to be out of compliance with applicable laws
and regulations in these areas, we could be subject to
civil remedies, including fines, injunctions, or recalls, as
well as potential criminal sanctions, any of which could
have a material adverse effect on our business.

Concerns with the safety and quality of food products
could cause consumers to avoid certain food products
or ingredients.

We could be adversely affected if consumers lose
confidence in the safety and quality of certain food
products or ingredients, or the food safety system
generally. Adverse publicity about these types of
concerns, whether or not valid, may discourage
consumers from buying our products or cause
production and delivery disruptions.

If our food products become adulterated or
misbranded, we might need to recall those items and
may experience product liability if consumers are
injured as a result.

Selling food products involves a number of legal and
other risks, including product contamination, spoilage,



product tampering or other adulteration. We may need
to recall some of our products if they become
adulterated or misbranded. We may also be liable if the
consumption of any of our products causes injury,
illness or death. A widespread product recall or market
withdrawal could result in significant losses due to their
costs, the destruction of product inventory, and lost
sales due to the unavailability of product for a period
of time. For example, in January 2009, we initiated a
recall of certain Austin and Keebler branded peanut
butter sandwich crackers and certain Famous Amos
and Keebler branded peanut butter cookies as a result
of potential contamination of ingredients at a supplier’s
facility. The recall was expanded in late January and
February to include Bear Naked, Kashi and Special K
products impacted by that same supplier’s ingredients.
The costs of the recall negatively impacted gross
margin and operating profit in fiscal 2008. We could
also suffer losses from a significant product liability
judgment against us. A significant product recall or
product liability case could also result in adverse
publicity, damage to our reputation, and a loss of
consumer confidence in our food products, which
could have a material adverse effect on our business
results and the value of our brands. Moreover, even if a
product liability or consumer fraud claim is meritless,
does not prevail or is not pursued, the negative
publicity surrounding assertions against our Company
and our products or processes could adversely affect
our reputation or brands.

Technology failures could disrupt our operations and
negatively impact our business.

We increasingly rely on information technology systems
to process, transmit, and store electronic information.
For example, our production and distribution facilities
and inventory management utilize information
technology to increase efficiencies and limit costs.
Furthermore, a significant portion of the
communications between our personnel, customers,
and suppliers depends on information technology. Like
other companies, our information technology systems
may be vulnerable to a variety of interruptions due to
events beyond our control, including, but not limited
to, natural disasters, terrorist attacks,
telecommunications failures, computer viruses, hackers,
and other security issues. We have technology security
initiatives and disaster recovery plans in place or in
process to mitigate our risk to these vulnerabilities, but
these measures may not be adequate.

If we pursue strategic acquisitions, divestitures or joint
ventures, we may not be able to successfully
consummate favorable transactions or successtully
integrate acquired businesses.

From time to time, we may evaluate potential
acquisitions, divestitures or joint ventures that would
further our strategic objectives. With respect to
acquisitions, we may not be able to identify suitable
candidates, consummate a transaction on terms that
are favorable to us, or achieve expected returns and

other benefits as a result of integration challenges.
With respect to proposed divestitures of assets or
businesses, we may encounter difficulty in finding
acquirers or alternative exit strategies on terms that are
favorable to us, which could delay the accomplishment
of our strategic objectives, or our divesture activities
may require us to recognize impairment charges.
Companies or operations acquired or joint ventures
created may not be profitable or may not achieve sales
levels and profitability that justify the investments
made. Our corporate development activities may
present financial and operational risks, including
diversion of management attention from existing core
businesses, integrating or separating personnel and
financial and other systems, and adverse effects on
existing business relationships with suppliers and
customers. Future acquisitions could also result in
potentially dilutive issuances of equity securities, the
incurrence of debt, contingent liabilities and/or
amortization expenses related to certain intangible
assets and increased operating expenses, which could
adversely affect our results of operations and financial
condition.

Economic downturns could limit consumer demand for
our products.

Retailers are increasingly offering private label products
that compete with our products. Consumers’
willingness to purchase our products will depend upon
our ability to offer products that appeal to consumers
at the right price. It is also important that our products
are perceived to be of a higher quality than less
expensive alternatives. If the difference in quality
between our products and those of store brands
narrows, or if such difference in quality is perceived to
have narrowed, then consumers may not buy our
products. Furthermore, during periods of economic
uncertainty, consumers tend to purchase more private
label or other economy brands, which could reduce
sales volumes of our higher margin products or there
could be a shift in our product mix to our lower margin
offerings. If we are not able to maintain or improve our
brand image, it could have a material affect on our
market share and our profitability.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Our corporate headquarters and principal research and
development facilities are located in Battle Creek,
Michigan.

We operated, as of February 23, 2009, manufacturing
plants and distribution and warehousing facilities
totaling more than 29 million square feet of building
area in the United States and other countries. Our
plants have been designed and constructed to meet
our specific production requirements, and we
periodically invest money for capital and technological





