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





