
If an optionee holds the common stock acquired upon exercise of the Incentive Stock Option for at least two years
from the date of grant and at least one year following exercise (the “Statutory Holding Periods”), the IRS taxes the
optionee’s gain, if any, upon a subsequent disposition of such common stock, as capital gain. If an optionee disposes of
common stock acquired through the exercise of an Incentive Stock Option before satisfying the Statutory Holding Periods
(a “Disqualifying Disposition”), the optionee may recognize both compensation income and capital gain in the year of
disposition. The amount of the compensation income generally equals the excess of (1) the lesser of the amount realized
on disposition or the fair market value of the common stock on the exercise date over (2) the exercise price. This income
is subject to income (but not employment) tax withholding. The balance of the gain that the optionee realizes on such a
disposition, if any, is long-term or short-term capital gain depending on whether the common stock has been held for
more than one year following exercise of the Incentive Stock Option.

Special rules apply for determining an optionee’s tax basis in and holding period for common stock acquired upon
the exercise of an Incentive Stock Option if the optionee pays the exercise price of the Incentive Stock Option in whole or
in part with previously owned Kellogg shares. Under these rules, the optionee does not recognize any income or loss from
delivery of shares of common stock (other than shares previously acquired through the exercise of an Incentive Stock
Option and not held for the Statutory Holding Periods) in payment of the exercise price. The optionee’s tax basis in and
holding period for the newly-acquired shares of common stock will be determined as follows: as to a number of newly-
acquired shares equal to the previously-owned shares delivered, the optionee’s tax basis in and holding period for the
previously-owned shares will carry over to the newly-acquired shares on a share-for-share basis; as to each remaining
newly-acquired share, the optionee’s basis will be zero (or, if part of the exercise price is paid in cash, the amount of such
cash divided by the number of such remaining newly-acquired shares) and the optionee’s holding period will begin on the
date such shares are transferred. Under regulations, any Disqualifying Disposition is deemed made from shares with the
lowest basis first.

If any optionee pays the exercise price of an Incentive Stock Option in whole or in part with previously-owned shares
that were acquired upon the exercise of an Incentive Stock Option and that have not been held for the Statutory Holding
Periods, the optionee will recognize compensation income (but not capital gain) under the rules applicable to
Disqualifying Dispositions.

We are not entitled to any deduction with respect to the grant or exercise of an Incentive Stock Option or the
optionee’s subsequent disposition of the shares acquired if the optionee satisfies the Statutory Holding Periods. If these
holding periods are not satisfied, we are generally entitled to a deduction in the year the optionee disposes of the common
stock in an amount equal to the optionee’s compensation income.

Non-Qualified Stock Options. A participant who is granted a non-qualified stock option recognizes no income upon
grant of the option. At the time of exercise, however, the optionee recognizes compensation income equal to the difference
between the exercise price and the fair market value of the Kellogg shares received on the date of exercise. This income
is subject to income and employment tax withholding. We are generally entitled to an income tax deduction corresponding
to the compensation income that the optionee recognizes.

When an optionee disposes of common stock received upon the exercise of a non-statutory stock option, the optionee
will recognize capital gain or loss equal to the difference between the sales proceeds received and the optionee’s basis in
the stock sold. We will not receive a deduction for any capital gain recognized by the optionee.

If an optionee pays the exercise price for a non-statutory option entirely in cash, the optionee’s tax basis in the
common stock received equals the stock’s fair market value on the exercise date, and the optionee’s holding period begins
on the day after the exercise date. If however, an optionee pays the exercise price of a non-statutory option in whole or in
part with previously-owned shares of common stock, then the optionee’s tax basis in and holding period for the newly-
acquired shares will be determined as follows: as to a number of newly acquired shares equal to the previously-owned
shares delivered, the optionee’s basis in and holding period for the previously-owned shares will carry over to the newly-
acquired shares on a share-for-share basis; as to each remaining newly-acquired share, the optionee’s basis will equal the
share’s value on the exercise date, and the optionee’s holding period will begin on the day after the exercise date.

Tax Treatment of Capital Gains. The maximum federal income tax rate applied to capital gains realized on a
taxable disposition of common stock a participant holds as a capital asset will be (1) 15% if such common stock is held
by the participant for more than 12 months and (2) the rate that applies to ordinary income (i.e., a graduated rate up to a
maximum of 35%) if the participant holds the common stock for no more than 12 months.

SARs. A participant who is granted an SAR recognizes no income upon grant of the SAR. At the time of exercise,
however, the participant recognizes compensation income equal to any cash received and the fair market value of any
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