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Parts of the registrant’s Proxy Statement for the Annual Meeting of Shareowners to be held on April 28, 2017 are
incorporated by reference into Part III of this Report.
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PART1

ITEM 1. BUSINESS

The Company. Kellogg Company, founded in 1906 and incorporated in Delaware in 1922, and its subsidiaries are
engaged in the manufacture and marketing of ready-to-eat cereal and convenience foods.

The address of the principal business office of Kellogg Company is One Kellogg Square, P.O. Box 3599, Battle
Creek, Michigan 49016-3599. Unless otherwise specified or indicated by the context, “Kellogg,” “we,” “us” and “our” refer to
Kellogg Company, its divisions and subsidiaries.

Financial Information About Segments. Information on segments is located in Note 18 within Notes to the
Consolidated Financial Statements.

Principal Products. Our principal products are ready-to-eat cereals and convenience foods, such as cookies, crackers,
savory snacks, toaster pastries, cereal bars, fruit-flavored snacks, frozen waffles and veggie foods. These products
were, as of February 21, 2017, manufactured by us in 21 countries and marketed in more than 180 countries. Our
cereal products are generally marketed under the Kellogg’s name and are sold to the grocery trade through direct sales
forces for resale to consumers. We use broker and distributor arrangements for certain products. We also generally use
these, or similar arrangements, in less-developed market areas or in those market areas outside of our focus.

We also market cookies, crackers, crisps, and other convenience foods, under brands such as Kellogg’s, Keebler,
Cheez-It, Pringles, Murray, Austin and Famous Amos, to supermarkets in the United States through a variety of
distribution methods.

Additional information pertaining to the relative sales of our products for the years 2014 through 2016 is located in
Note 18 within Notes to the Consolidated Financial Statements, which are included herein under Part II, Item 8.

Raw Materials. Agricultural commodities, including corn, wheat, potato flakes, vegetable oils, sugar and cocoa, are
the principal raw materials used in our products. Cartonboard, corrugated, and plastic are the principal packaging
materials used by us. We continually monitor world supplies and prices of such commodities (which include such
packaging materials), as well as government trade policies. The cost of such commodities may fluctuate widely due to
government policy and regulation, weather conditions, climate change or other unforeseen circumstances. Continuous
efforts are made to maintain and improve the quality and supply of such commodities for purposes of our short-term
and long-term requirements.

The principal ingredients in the products produced by us in the United States include corn grits, wheat and wheat
derivatives, potato flakes, oats, rice, cocoa and chocolate, soybeans and soybean derivatives, various fruits,
sweeteners, vegetable oils, dairy products, eggs, and other ingredients, which are obtained from various sources.
While most of these ingredients are purchased from sources in the United States, some materials are imported due to
regional availability and specification requirements.

We enter into long-term contracts for the materials described in this section and purchase these items on the open
market, depending on our view of possible price fluctuations, supply levels, and our relative negotiating power. While
the cost of some of these materials has, and may continue to, increase over time, we believe that we will be able to
purchase an adequate supply of these items as needed. As further discussed herein under Part II, Item 7A, we also use
commodity futures and options to hedge some of our costs.

Raw materials and packaging needed for internationally based operations are available in adequate supply and are
sourced both locally and imported from countries other than those where used in manufacturing.

Natural gas and propane are the primary sources of energy used to power processing ovens at major domestic and
international facilities, although certain locations may use electricity, oil, propane or solar cells on a back-up or
alternative basis. In addition, considerable amounts of diesel fuel are used in connection with the distribution of our
products.

Trademarks and Technology. Generally, our products are marketed under trademarks we own. Our principal
trademarks are our housemarks, brand names, slogans, and designs related to cereals and convenience foods
manufactured and marketed by us, and we also grant licenses to third parties to use these marks on various goods.
These trademarks include Kellogg’s for cereals, convenience foods and our other products, and the brand names
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of certain ready-to-eat cereals, including All-Bran, Apple Jacks, Bran Buds, Choco Zucaritas, Cocoa Krispies,
Kellogg’s Corn Flakes, Corn Pops, Cracklin’ Oat Bran, Crispix, Eggo, , Froot Loops, Kellogg’s Frosted Flakes, Krave,
Frosted Krispies, Frosted Mini-Wheats, Kellogg’s Low Fat Granola, Mueslix, Pops, Kellogg's Raisin Bran, Raisin
Bran Crunch, Rice Krispies, Rice Krispies Treats, Smacks/Honey Smacks, Smart Start, Special K, Special K Nourish,
Special K Red Berries and Zucaritas in the United States and elsewhere; Sucrilhos, Krunchy Granola, Kellogg's Extra,
Kellness, Musli, and Choco Krispis for cereals in Latin America; Vector in Canada; Coco Pops, Choco Krispies,
Frosties, Fruit ‘N Fibre, Kellogg’s Crunchy Nut, Krave, Honey Loops, Kellogg’s Extra, Country Store, Ricicles,
Smacks, Start, Pops, Honey Bsss, Croco Copters and Tresor for cereals in Europe; and Froot Ring, Guardian, Sultana
Bran, Frosties, Rice Bubbles, Nutri-Grain, and Sustain for cereals in Asia and Australia. Additional trademarks are the
names of certain combinations of ready-to-eat Kellogg’s cereals, including Fun Pak and Variety.

Other brand names include Kellogg’s Corn Flake Crumbs; All-Bran, Choco Krispis, Special K, Squares, Zucaritas and
Sucrilhos for cereal bars, Pop-Tarts for toaster pastries; Eggo and Nutri-Grain for frozen waffles and pancakes; Eggo,
Special K and MorningStar Farms for breakfast sandwiches; Rice Krispies Treats for convenience foods; Special K
protein shakes; Nutri-Grain cereal bars for convenience foods in the United States and elsewhere; K-Time, Rice
Bubbles, Be Natural, Sunibrite and LCMs for convenience foods in Asia and Australia; Choco Krispies, Tresor and
Rice Krispies Squares for convenience foods in Europe; Kashi for certain cereals, convenience foods, frozen foods,
powders and pilaf; GoLean for cereals and nutrition bars; Special K and Vector for meal bars; Bear Naked for granola
cereal, bars and trail mix, Pringles for potato crisps, corn crisps and potato sticks, and Morningstar Farms and
Gardenburger for certain meat alternatives.

We also market convenience foods under trademarks and tradenames which include Keebler, Austin, Cheez-It, Chips
Deluxe, Club, E. L. Fudge, Famous Amos, Fudge Shoppe, Gripz, Krispy, Minueto, Mother’s, Murray, Murray Sugar
Free, Parati, Ready Crust, Sandies, Special K, Soft Batch, Simply Made, Stretch Island, Sunshine, Toasteds, Town
House, Trink, Vienna Creams, Vienna Fingers, Zesta, and Zoo Cartoon. One of our subsidiaries is also the exclusive
licensee of the Carr’s cracker line in the United States.

Our trademarks also include logos and depictions of certain animated characters in conjunction with our products,
including Snap! Crackle! Pop! for Cocoa Krispies and Rice Krispies cereals and Rice Krispies Treats convenience
foods; Tony the Tiger for Kellogg’s Frosted Flakes, Zucaritas, Sucrilhos and Frosties cereals and convenience foods;
Ernie Keebler for cookies, convenience foods and other products; the Hollow Tree logo for certain convenience foods;
Toucan Sam for Froot Loops cereal; Dig ‘Em for Smacks/Honey Smacks cereal; Sunny for Kellogg’s Raisin Bran and
Raisin Bran Crunch cereals, Coco the Monkey for Coco Pops cereal; Cornelius (aka Cornelio) for Kellogg’s Corn
Flakes; Melvin the Elephant for certain cereal and convenience foods; Chocovore and Sammy the Seal (aka Smaxey
the Seal) for certain cereal products and Mr. P or Julius Pringles for Pringles potato crisps, corn crisps and potato
sticks.

The slogans The Original & Best, They’re Gr-r-reat!, Show Your Stripes and Follow Your Nose, are used in
connection with our ready-to-eat cereals, along with L’ Eggo my Eggo, used in connection with our frozen waffles,
pancakes, French toast sticks and breakfast sandwiches, Uncommonly Good and It Takes Heart To Make a Good
Cookie used in connection with convenience food products, Just What the World Ordered used in connection with
meat alternatives and You Don't Just Eat 'em used in connection with potato crisps are also important Kellogg
trademarks.

The trademarks listed above, among others, when taken as a whole, are important to our business. Certain individual
trademarks are also important to our business. Depending on the jurisdiction, trademarks are generally valid as long as
they are in use and/or their registrations are properly maintained and they have not been found to have become
generic. Registrations of trademarks can also generally be renewed indefinitely as long as the trademarks are in use.
We consider that, taken as a whole, the rights under our various patents, which expire from time to time, are a
valuable asset, but we do not believe that our businesses are materially dependent on any single patent or group of
related patents. Our activities under licenses or other franchises or concessions which we hold are similarly a valuable
asset, but are not believed to be material.

Seasonality. Demand for our products has generally been approximately level throughout the year, although some of
our convenience foods have a bias for stronger demand in the second half of the year due to events and holidays. We
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also custom-bake cookies for the Girl Scouts of the U.S.A., which are principally sold in the first quarter of the year.
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Working Capital. A description of our working capital is included in the Liquidity section of MD&A within Item 7 of
this report.

Customers. Our largest customer, Wal-Mart Stores, Inc. and its affiliates, accounted for approximately 20% of
consolidated net sales during 2016, comprised principally of sales within the United States. At December 31, 2016,
approximately 12% of our consolidated receivables balance and 18% 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 2016. During 2016, our top five customers, collectively, including Wal-Mart, accounted for approximately
34% of our consolidated net sales and approximately 47% of U.S. net sales. There has been significant worldwide
consolidation in the grocery industry and we believe that this trend is likely to continue. Although the loss of any large
customer for an extended length of time could negatively impact our sales and profits, we do not anticipate that this
will occur to a significant extent due to the consumer demand for our products and our relationships with our
customers. Our products have been generally sold through our own sales forces and through broker and distributor
arrangements, and have been generally resold to consumers in retail stores, restaurants, and other food service
establishments.

Backlog. For the most part, orders are filled within a few days of receipt and are subject to cancellation at any time
prior to shipment. The backlog of any unfilled orders at December 31, 2016 and January 2, 2016 was not material to
us.

Competition. We have experienced, and expect to continue to experience, intense competition for sales of all of our
principal products in our major product categories, both domestically and internationally. Our products compete with
advertised and branded products of a similar nature as well as unadvertised and private label products, which are
typically distributed at lower prices, and generally with other food products. Principal methods and factors of
competition include new product introductions, product quality, taste, convenience, nutritional value, price,
advertising and promotion.

Research and Development. Research to support and expand the use of our existing products and to develop new food
products is carried on at the W. K. Kellogg Institute for Food and Nutrition Research in Battle Creek, Michigan, and
at other locations around the world. Our expenditures for research and development were approximately (in millions):
2016-$182; 2015-$193; 2014-$199.

Regulation. Our activities in the United States are subject to regulation by various government agencies, including the
Food and Drug Administration, Federal Trade Commission and the Departments of Agriculture, Commerce and
Labor, as well as voluntary regulation by other bodies. Various state and local agencies also regulate our activities.
Other agencies and bodies outside of the United States, including those of the European Union and various countries,
states and municipalities, also regulate our activities.

Environmental Matters. Our facilities are subject to various U.S. and foreign, federal, state, and local laws and
regulations regarding the release of material into the environment and the protection of the environment in other ways.
We are not a party to any material proceedings arising under these regulations. We believe that compliance with
existing environmental laws and regulations will not materially affect our consolidated financial condition or our
competitive position.

Employees. At December 31, 2016, we had approximately 37,369 employees.

Financial Information About Geographic Areas. Information on geographic areas is located in Note 18 within Notes to
the Consolidated Financial Statements, which are included herein under Part II, Item 8.
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Executive Officers. The names, ages, and positions of our executive officers (as of February 21, 2017) are listed
below, together with their business experience. Executive officers are elected annually by the Board of Directors.

Amit Banati 48

Senior Vice President, Kellogg Company

President, Asia Pacific

Mr. Banati assumed his current position in March 2012. Prior to joining Kellogg Company, he served in a variety of
board and leadership roles at Kraft Foods, Cadbury Schweppes and Procter & Gamble. Mr. Banati has worked
extensively across the Asia Pacific region, particularly in Australia, India, China, Japan, Korea, Southeast Asia and
Singapore. At Kraft Foods, he was President, North Asia and Asia Pacific strategy, leading the company’s operations
in Japan, Korea, Taiwan, Hong Kong and Singapore. Prior to that, Mr. Banati served as President, Pacific, for
Cadbury Schweppes, leading its Australia, New Zealand, Japan and Singapore operations. He was also Chairman of
Cadbury Schweppes Australia Limited.

John A. Bryant 51

Chairman and Chief Executive Officer

Mr. Bryant has been Chairman of the Board of Kellogg Company since July 2014 and has served as a Kellogg director
since July 2010. In January 2011, he was appointed President and Chief Executive Officer after having served as our
Executive Vice President and Chief Operating Officer since August 2008. Mr. Bryant joined Kellogg in March 1998,
and was promoted during the next eight years to a number of key financial and executive leadership roles. He was
appointed Executive Vice President and Chief Financial Officer, Kellogg Company, President, Kellogg International
in December 2006. In July 2007, Mr. Bryant was appointed Executive Vice President and Chief Financial Officer,
Kellogg Company, President, Kellogg North America and in August 2008, he was appointed Executive Vice
President, Chief Operating Officer and Chief Financial Officer. Mr. Bryant served as Chief Financial Officer through
December 2009.

Ronald L. Dissinger 58

Senior Vice President and Chief Financial Officer

Mr. Dissinger was appointed Senior Vice President and Chief Financial Officer effective January 2010. Mr. Dissinger
joined Kellogg in 1987 as an accounting supervisor, and during the next 14 years served in a number of key financial
leadership roles, both in the United States and Australia. In 2001, he was promoted to Vice President and Chief
Financial Officer, U.S. Morning Foods. In 2004, Mr. Dissinger became Vice President, Corporate Financial Planning,
and CFO, Kellogg International. In 2005, he became Vice President and CFO, Kellogg Europe and CFO, Kellogg
International. In 2007, Mr. Dissinger was appointed Senior Vice President and Chief Financial Officer, Kellogg North
America.

Alistair D. Hirst 57

Senior Vice President, Global Supply Chain

Mr. Hirst assumed his current position in April 2012. He joined the company in 1984 as a Food Technologist at the
Springs, South Africa, plant. While at the facility, he was promoted to Quality Assurance Manager and Production
Manager. From 1993 to 2001, Mr. Hirst held numerous positions in South Africa and Australia, including Production
Manager, Plant Manager, and Director, Supply Chain. In 2001, Mr. Hirst was promoted to Director, Procurement at
the Manchester, England, facility and was later named European Logistics Director. In 2005, he transferred to the U.S.
when promoted to Vice President, Global Procurement. In 2008, he was promoted to Senior Vice President, Snacks
Supply Chain and to Senior Vice President, North America Supply Chain, in October 2011.

4
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Christopher M. Hood 54

Senior Vice President, Kellogg Company

President, Kellogg Europe

Mr. Hood assumed his current position in October 2013. He joined The Procter and Gamble Company in 1993, and
had a distinguished 19-year career in Marketing and General Management, based in Cincinnati, Ohio. Mr. Hood
joined Kellogg Company in 2012 as the Vice President of European Snacks. He has held a number of Board roles
across the Food and Beverage Industry. Mr. Hood is currently serving on the Board of Food Drink Europe and the
European Brands Association.

Melissa A. Howell 50

Senior Vice President, Global Human Services

Ms. Howell assumed her current position in June 2016. Prior to joining Kellogg, she was Chief Human Resource
Officer for Rockford, Michigan-based Wolverine since 2014. Prior to Wolverine, Ms. Howell spent 24 years with
General Motors where she led a team of 2,800 Human Resource professionals worldwide, supporting a global
business at one of the top automotive companies in the world, and also among the largest public corporations. Ms.
Howell joined General Motors as a Labor Relations Representative at its Ypsilanti, Michigan, assembly plant in 1990.
Over the following years, she served in a series of key human resource leadership roles in Europe, Asia and U.S.
leading teams on six continents across an array of functional areas. Ms. Howell was promoted to Executive Director
of North American Human Resources in 2011 and subsequently promoted to Senior Vice President of Global Human
Resources.

Fareed Khan 51

Senior Vice President and Chief Financial Officer (effective February 22, 2017)

Mr. Khan joined Kellogg in February 2017 and will become Kellogg Company's Chief Financial Officer on February
22,2017. Before joining the Company, Mr. Khan served as Chief Financial Officer of US Foods Holding Corp. since
2013. Prior to that, Mr. Khan had been Senior Vice President and Chief Financial Officer of United Stationers Inc.
since July 2011. Prior to United Stationers Inc., he spent twelve years with USG Corporation, where he most recently
served as Executive Vice President, Finance and Strategy. Before joining USG Corporation in 1999, Mr. Khan was a
consultant with McKinsey & Company, where he served global clients on a variety of projects.

Maria Fernanda Mejia 53

Senior Vice President, Kellogg Company

President, Kellogg Latin America

Ms. Mejia assumed her current position in November 2011. She previously held a variety of global marketing and
management roles at the Colgate-Palmolive Company, including Corporate Vice President and General Manager,
Global Personal Care and Corporate Fragrance Development, Corporate Vice President of Marketing and Innovation
for Europe/South Pacific, and President and CEO of Colgate-Palmolive Spain. She joined Colgate in 1989.

5
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Donald O. Mondano 45

Vice President and Corporate Controller

Mr. Mondano assumed his current position in March 2016. Prior to joining Kellogg Company, Mr. Mondano was
Vice President, Finance and Corporate Controller at The Manitowoc Company, a Wisconsin-based manufacturer
specializing in products for global foodservice and construction industries, since 2012. In this role, he was not only
responsible for the enterprise reporting and accounting function, but he was also responsible for overseeing enterprise
FP&A, management reporting and the overall finance function of one of the two business segments, the Cranes
business unit. Mr. Mondano previously held positions in Phillip Semiconductors and The Bank of the Philippine
Islands, as a cost accountant and commercial lender, respectively.

Paul T. Norman 52

Senior Vice President, Kellogg Company

President, Kellogg North America

Mr. Norman was appointed President, Kellogg North America in May 2015. He was appointed Senior Vice President,
Kellogg Company in December 2005. Mr. Norman was appointed Chief Growth Officer in October 2013 and also
held the role of interim U.S. Morning Foods President from June 2014 to May 2015. Mr. Norman joined Kellogg’s
U.K. sales organization in 1987. From 1989 to 1996, Mr. Norman was promoted to several marketing roles in France
and Canada. He was promoted to director, marketing, Kellogg de Mexico in January 1997; to Vice President,
Marketing, Kellogg USA in February 1999; to President, Kellogg Canada Inc. in December 2000; and to Managing
Director, United Kingdom/Republic of Ireland in February 2002. In September 2004, Mr. Norman was appointed to
Vice President, Kellogg Company, and President, U.S. Morning Foods. In August 2008, Mr. Norman was promoted to
President, Kellogg International.

Gary H. Pilnick 52

Vice Chairman, Corporate Development

and Chief Legal Officer

Mr. Pilnick was appointed Vice Chairman, Corporate Development and Chief Legal Officer in January 2016. In
August 2003, he was appointed Senior Vice President, General Counsel and Secretary and assumed responsibility for
Corporate Development in June 2004. He joined Kellogg as Vice President — Deputy General Counsel and Assistant
Secretary in September 2000 and served in that position until August 2003. Before joining Kellogg, he served as Vice
President and Chief Counsel of Sara Lee Branded Apparel and as Vice President and Chief Counsel, Corporate
Development and Finance at Sara Lee Corporation.

Clive M. Sirkin 53

Senior Vice President, Kellogg Company

Chief Growth Officer

Mr. Sirkin assumed his current position in December 2015. Prior to joining Kellogg Company, he served as
Kimberly-Clark’s CMO since 2012. Prior to joining Kimberly-Clark, Mr. Sirkin served as Principal, Plunger Group, a
consulting firm focused on working with CMOs to transform brand building from an analog advertising and
communication model to a digitally driven commercial model focused on driving growth. Prior to founding Plunger
Group, he served as Group Managing Director Leo Burnett Worldwide. During his 15-year tenure with Leo Burnett,
Mor. Sirkin also served as Executive Vice President - Global Director, and Vice President, Leo Burnett Canada.
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
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Commission are also made available to read and copy at the SEC’s Public Reference Room at
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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.ZoV.

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 49016-9935 (phone:

(800) 961-1413), 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, the Company’s global growth and efficiency program (Project K), the integration of acquired businesses,
our strategy, zero-based budgeting, financial principles, and plans; initiatives, improvements and growth; sales,
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,” “can,” “anticipate,” “estimate,” “project,” “st
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 ability to implement Project K,
including exiting our Direct-Store-Door distribution system, as planned, whether the expected amount of costs
associated with Project K will exceed forecasts, whether the Company will be able to realize the anticipated benefits
from Project K in the amounts and times expected, the ability to realize the benefits we expect from the adoption of
zero-based budgeting in the amounts and at the times expected, the ability to realize anticipated benefits from revenue
growth management, the ability to realize the anticipated benefits and synergies from acquired businesses in the
amounts and at the times expected, the impact of competitive conditions; the effectiveness of pricing, advertising, and
promotional programs; the success of innovation, renovation 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; labor costs; disruptions or inefficiencies in supply chain; 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 including changes in food safety, advertising and labeling laws and regulations; the ultimate impact
of product recalls; adverse changes in global climate or extreme weather conditions; business disruption or other
losses from natural disasters, war, terrorist acts, or political unrest; and the risks and uncertainties described in

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

99 ¢ EEINT3

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.

13



Edgar Filing: KELLOGG CO - Form 10-K

We may not realize the benefits that we expect from our global efficiency and effectiveness program (Project K).

In November 2013, the Company announced a global efficiency and effectiveness program (Project K). The
successful implementation of Project K presents significant organizational design and infrastructure challenges and in
many cases will require successful negotiations with third parties, including labor organizations, suppliers,

7
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business partners, and other stakeholders. In addition, the project may not advance our business strategy as expected.
As a result, we may not be able to implement Project K as planned, including the successful exit of our Direct Store
Delivery network and transitioning that business to a warehouse model. Events and circumstances, such as financial or
strategic difficulties, delays and unexpected costs may occur that could result in our not realizing all or any of the
anticipated benefits or our not realizing the anticipated benefits on our expected timetable. If we are unable to realize
the anticipated savings of the program, our ability to fund other initiatives may be adversely affected. Any failure to
implement Project K in accordance with our expectations could adversely affect our financial condition, results of
operations and cash flows.

In addition, the complexity of Project K will require a substantial amount of management and operational resources.
Our management team must successfully implement administrative and operational changes necessary to achieve the
anticipated benefits of Project K. These and related demands on our resources may divert the organization’s attention
from existing core businesses, integrating or separating personnel and financial or other systems, have adverse effects
on existing business relationships with suppliers and customers, and impact employee morale. As a result our financial
condition, results of operations or cash flows may be adversely affected.

We may not realize the benefits we expect from the adoption of zero-based budgeting.

We adopted zero-based budgeting which presents significant organizational challenges. As a result, we may not
realize all or part of the anticipated cost savings or other benefits from the initiative. Other events and circumstances,
such as financial or strategic difficulties, delays or unexpected costs, may also adversely impact our ability to realize
all or part of the anticipated cost savings or other benefits, or cause us not to realize the anticipated cost savings or
other benefits on the expected timetable. If we are unable to realize the anticipated cost savings, our ability to fund
other initiatives may be adversely affected. In addition, the initiatives may not advance our strategy as expected.
Finally, the complexity of the implementation will require a substantial amount of management and operational
resources. Our management team must successfully execute the administrative and operational changes necessary to
achieve the anticipated benefits of the initiatives. These and related demands on our resources may divert the
organization's attention from other business issues, have adverse effects on existing business relationships with
suppliers and customers, and impact employee morale.

Any failure to implement our cost reduction, organizational design or other initiatives in accordance with our plans
could adversely affect our business or financial results.

We may not realize the benefits we expect from revenue growth management.

We are establishing a more formal revenue growth management discipline to help us realize price in a more effective
way. This approach addresses price strategy, price-pack architecture, promotion strategy, mix management, and trade
strategies. Revenue growth management will involve changes to the way we do business and may not always be
accepted by our customers or consumers causing us not to realize the anticipated benefits. In addition, the complexity
of the implementation will require a substantial amount of management and operational resources. Our management
team must successfully execute the administrative and operational changes necessary to achieve the anticipated
benefits of the initiative. These and related demands on our resources may divert the organization's attention from
other business issues and have adverse effects on existing business relationships with suppliers and customers. Any
failure to implement revenue growth management in accordance with our plans could adversely affect our business or
financial condition.

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, potato flakes, vegetable oils, 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, drought and other
weather conditions (including the potential effects of climate change) 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
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in an unfavorable impact on both gross margin and net earnings.
Cereal processing ovens at major domestic and international facilities are regularly fueled by electricity, natural gas or
propane, which are obtained from local utilities or other local suppliers. Short-term stand-by propane storage
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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, failure to successfully negotiate collectively bargained agreements, 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.

Our labor costs include the cost of providing benefits for employees. We sponsor a number of 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. Many of our employees are covered by
collectively-bargained agreements and other employees may seek to be covered by collectively-bargained agreements.
Strikes or work stoppages and interruptions could occur if we are unable to renew these agreements on satisfactory
terms or enter into new agreements on satisfactory terms, which could adversely impact our operating results. The
terms and conditions of existing, renegotiated or new agreements could also increase our costs or otherwise affect our
ability to fully implement future operational changes to enhance our efficiency.

Multiemployer pension plans could adversely affect our business.

We participate in various “multiemployer” pension plans administered by labor unions representing some of our
employees. We make periodic contributions to these plans to allow them to meet their pension benefit obligations to
their participants. Our required contributions to these funds could increase because of a shrinking contribution base as
a result of the insolvency or withdrawal of other companies that currently contribute to these funds, inability or failure
of withdrawing companies to pay their withdrawal liability, lower than expected returns on pension fund assets or
other funding deficiencies. In the event that we withdraw from participation in one of these plans,

then applicable law could require us to make an additional lump-sum contribution to the plan, and we would have to
reflect that as an expense in our consolidated statement of operations and as a liability on our consolidated balance
sheet. Our withdrawal liability for any multiemployer plan would depend on the extent of the plan’s funding of vested
benefits. In the ordinary course of our renegotiation of collective bargaining agreements with labor unions that
maintain these plans, we may decide to discontinue participation in a plan, and in that event, we could face a
withdrawal liability. Some multiemployer plans in which we participate are reported to have significant underfunded
liabilities. Such underfunding could increase the size of our potential withdrawal liability.

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. Most 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. In some cases, our competitors may
be able to respond to changing business and economic conditions more quickly than us. Category share and growth
could also be adversely impacted if we are not successful in introducing new products or in effectively assessing,
changing and setting proper pricing.

The changing retail environment could negatively impact our sales and profits.

Our businesses are largely concentrated in the traditional retail grocery trade. Our largest customer, Wal-Mart Stores,
Inc. and its affiliates, accounted for approximately 20% of consolidated net sales during 2016, comprised principally
of sales within the United States. At December 31, 2016, approximately 12% of our consolidated receivables balance
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and 18% 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 2016. During 2016, our top five customers,
collectively, including Wal-Mart, accounted for approximately 34% of our consolidated net sales and approximately
47% of U.S. net sales. There can be no assurances that our largest customers will continue to

9

18



Edgar Filing: KELLOGG CO - Form 10-K

purchase our products in the same mix or quantities or on the same terms as in the past. As the retail grocery trade
continues to consolidate and retailers become larger, our large retail customers may seek to use their position to
improve their profitability through improved efficiency, lower pricing, increased promotional programs funded by
their suppliers and more favorable terms. 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.

Additionally, alternative retails channels, such as internet-based retailers, discount and dollar stores, drug stores and
club stores, have become more prevalent. If we are not successful in expanding sales in alternative retail channels, our
business or financial results may be negatively impacted. Also, if these alternative retail channels like internet-based
retailers were to take significant share away from traditional retailers that could have a flow over effect on our
business and our financial results could be negatively impacted.

Our results may be negatively impacted if consumers do not maintain their favorable perception of our brands.

We have a number of iconic brands with significant value. Maintaining and continually enhancing the value of these
brands is critical to the success of our business. Brand value is based in large part on consumer perceptions. Success in
promoting and enhancing brand value depends in large part on our ability to provide high-quality products. Brand
value could diminish significantly due to a number of factors, including consumer perception that we have acted in an
irresponsible manner, adverse publicity about our products (whether or not valid), our failure to maintain the quality
of our products, the failure of our products to deliver consistently positive consumer experiences, the products
becoming unavailable to consumers, or the failure to meet the nutrition expectations of our products or particular
ingredients in our products (whether or not valid), including whether certain of our products are perceived to
contribute to obesity. The growing use of social and digital media by consumers, Kellogg and third parties increases
the speed and extent that information or misinformation and opinions can be shared. Negative posts or comments
about Kellogg, our brands or our products on social or digital media could seriously damage our brands and
reputation, regardless of the information’s accuracy. The harm may be immediate without affording us an opportunity
for redress or correction. Brand recognition can also be impacted by the effectiveness of our advertising campaigns
and marketing programs, as well as our use of social media. If we do not maintain the favorable perception of our
brands, our results could be negatively impacted.

Tax matters, including changes in tax rates, disagreements with taxing authorities and imposition of new taxes could
impact our results of operations and financial condition.

The Company is subject to taxes in the U.S. and numerous foreign jurisdictions where the Company’s subsidiaries are
organized. Due to economic and political conditions (including shifts in the geopolitical landscape), tax rates in
various foreign jurisdictions may be subject to significant change. The future effective tax rate could be effected by
changes in mix of earnings in countries with differing statutory tax rates, changes in valuation of deferred tax asset
and liabilities, or changes in tax laws or their interpretation which includes possible U.S. tax reform and contemplated
changes in other countries of long-standing tax principles if finalized and adopted could have a material impact on our
income tax expense and deferred tax balances.

We are also subject to regular reviews, examinations and audits by the Internal Revenue Service and other taxing
authorities with respect to taxes inside and outside of the U.S. Although we believe our tax estimates are reasonable, if
a taxing authority disagrees with the positions we have taken, we could face additional tax liability, including interest
and penalties. There can be no assurance that payment of such additional amounts upon final adjudication of any
disputes will not have a material impact on our results of operations and financial position.

The cash we generate outside the U.S. is principally to be used to fund our international development. If the funds
generated by our U.S. business are not sufficient to meet our need for cash in the U.S., we may need to repatriate a
portion of our future international earnings to the U.S. Such international earnings would be subject to U.S. tax which
could cause our worldwide effective tax rate to increase.

We also need to comply with new, evolving or revised tax laws and regulations. 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.
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If our food products become adulterated, misbranded or mislabeled, 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, allergens, 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. 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.

We could also be adversely affected if consumers lose confidence in the safety and quality of certain food products or
ingredients, or the food safety system generally. If another company recalls or experiences negative publicity related
to a product in a category in which we compete, consumers might reduce their overall consumption of products in this
category. Adverse publicity about these types of concerns, whether or not valid, may discourage consumers from
buying our products or cause production and delivery disruptions.

Unanticipated business disruptions could have an adverse effect on our business, financial condition and results of
operations.

We manufacture and source products and materials on a global scale. We have a complex network of suppliers, owned
manufacturing locations, contract manufacturer locations, distribution networks and information systems that support
our ability to provide our products to our customers consistently. Our ability to make, move and sell products globally
is critical to our success. Factors that are hard to predict or beyond our control, such as product or raw material
scarcity, weather (including any potential effects of climate change), natural disasters, fires or explosions, terrorism,
political unrest, health pandemics or strikes, could damage or disrupt our operations or our suppliers' or contract
manufacturers' operations. If we do not effectively respond to disruptions in our operations, for example, by finding
alternative suppliers or replacing capacity at key manufacturing or distribution locations, or cannot quickly repair
damage to our information, production or supply systems, we may be late in delivering or unable to deliver products
to our customers. If that occurs, we may lose our customers' confidence, and long-term consumer demand for our
products could decline. These events could adversely affect our business, financial condition and results of operations.
Evolving tax, environmental, food quality and safety or other regulations or failure to comply with existing licensing,
labeling, trade, food quality and safety and other regulations and laws could have a material adverse effect on our
consolidated financial condition.

Our activities or products, 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 outside of the United States, International Accords and Treaties and others, including voluntary
regulation by other bodies. In addition, legal and regulatory systems in emerging and developing markets may be less
developed, and less certain. These laws and regulations and interpretations thereof may change, sometimes
dramatically, as a result of a variety of factors, including political, economic or social events.

The manufacturing, marketing and distribution of food products are subject to governmental regulation that impose
additional regulatory requirements. Those regulations control such matters as food quality and safety, ingredients,
advertising, product or production requirements, labeling, import or export of our products or ingredients, relations
with distributors and retailers, health and safety, the environment, and restrictions on the use of government programs,
such as Supplemental Nutritional Assistance Program, to purchase certain of our products.

The marketing of food products has come under increased regulatory scrutiny in recent years, and the food industry
has been subject to an increasing number of proceedings and claims relating to alleged false or deceptive marketing
under federal, state and foreign laws or regulations. We are also regulated with respect to matters such as licensing
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requirements, trade and pricing practices, tax, anticorruption standards, advertising and claims, and environmental
matters. The need to comply with new, evolving or revised tax, environmental, food quality and safety, labeling or
other laws or regulations, or new, evolving or changed interpretations or enforcement of existing
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laws or regulations, may have a material adverse effect on our business and results of operations. Changes in legal or
regulatory requirements (such as new food safety requirements and revised nutrition facts labeling and serving size
regulations), or evolving interpretations of existing legal or regulatory requirements, may result in increased
compliance costs, capital expenditures and other financial obligations that could adversely affect our business or
financial results. 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, termination of necessary licenses or permits, or recalls, as
well as potential criminal sanctions, any of which could have a material adverse effect on our business. Even if
regulatory review does not result in these types of determinations, it could potentially create negative publicity or
perceptions which could harm our business or reputation. Further, modifications to international trade policy,
including changes to or repeal of the North American Free Trade Agreement, could have a negative impact on us or
the industries we serve, including as a result of related uncertainty, and could materially and adversely impact our
business, financial condition, results of operations and cash flows.

Our operations face significant foreign currency exchange rate exposure and currency restrictions 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 euro, British pound, Australian dollar, Canadian dollar, Mexican peso, and Russian ruble.
Because our consolidated financial statements are presented in U.S. dollars, we must translate our assets, liabilities,
revenue and expenses into U.S. dollars at then-applicable exchange rates and face exposure to adverse movements in
foreign currency exchange rates. For example, the announcement of Brexit has caused, and may continue to cause,
significant volatility in currency exchange rate fluctuations. Consequently, changes in the value of the U.S. dollar may
unpredictably and negatively affect the value of these items in our consolidated financial statements, even if their
value has not changed in their original currency.

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

From time to time, we may evaluate potential acquisitions, alliances, 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, expected synergies and other benefits as a
result of integration challenges, or may not achieve those objectives on a timely basis. Future acquisitions of foreign
companies or new foreign ventures would subject us to local regulations and could potentially lead to risks related to,
among other things, increased exposure to foreign exchange rate changes, government price control, repatriation of
profits and liabilities relating to the U.S. Foreign Corrupt Practices Act.

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 divestiture 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. For example, at the end of 2016, we acquired Ritmo Investimentos, controlling shareholder of
Parati S/A, Afical Ltda and Padua Ltda ("Parati Group"). The Company will be integrating the Parati Group in 2017
and our ability to realize the anticipated benefits from this acquisition will depend, in part, on the successful
integration of this business. 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.

Potential liabilities and costs from litigation could adversely affect our business.
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