


Dollars in millions except per share data Years ended June 28, 20081 June 30, 20071 % Change
Continuing operations
Net sales $13,212 $11,983 10.3 %
Income before income taxes 160 429 (62.8)
Income (loss) (41) 440 NM
Income (loss) per share of common stock - diluted (0.06) 0.59 NM
Income (loss) from discontinued operations (a14) 48 NM
Gain (loss) on sale of discontinued operations (24) 16 NM
Net income (loss) (79) 504 NM
Net income (loss) per share of common stock - diluted (0.11) 0.68 NM
2
Net cash from operating activities 596 404 47.4
Total advertising and promotion expense 594 566 X:)
Depreciation 398 395 0.7
Capital expenditures 509 598 (14.9)
Annualized dividends per share of common stock3 0.42 0.40 5.0

1 See Financial Review and Notes to Financial Statements regarding the exit activities, asset and business dispositions,
impairment charges, transformation charges and accelerated depreciation included in these reported results.
2 Financial amounts include results for businesses reported in continuing operations.

3 Represents the dividend declared in the fourth quarter, annualized for the year.

Each and every day, Sara Lee (NYSE: SLE) 1
delights millions of consumers and cus- Z
tomers around the world. The company has 7
one of the world’s best-loved and leading

portfolios with its innovative and trusted food, 8
beverage, household and body care brands, 9

including Ambi Pur, Ball Park, Douwe Egberts,
Hillshire Farm, Jimmy Dean, Kiwi, Sanex,
Sara Lee and Senseo. In fiscal 2008, Sara Lee
generated more than $13 billion in net sales
across approximately 200 countries. The
Sara Lee community consists of 44,000
employees worldwide.
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Dear fellow stockholders

As | look across our company, | can say that | have
never been more proud, excited and optimistic about
Sara Lee — about where we are today and the direction
we are heading. Our incredible perseverance in fiscal
2008 led to solid improvement in our underlying
operating results, while we also built stronger brands
with better market positions. And, we continued to
improve essential capabilities such as innovation,
supply chain management and pricing. We've made
a lot of progress since we started our journey, but

we are reaching even higher for the future.

Fiscal 2008 In a year of unprecedented commodity volatility —
highlighted by record prices for wheat and fuel, among many other
input costs — Sara Lee did what great companies do. We faced the
challenges, dealt with them rationally and made the right decisions at
the right times to ensure our success for the year. We delivered strong
sales growth of more than 10 percent and increased our adjusted
operating margin* by 0.7 percentage points to 8.1 percent. We met
or exceeded many of our forecasts for the year, including adjusted
earnings per share* of $0.83, up from $0.77 per share last year.
We increased marketing support for our brands and gained
share in many major categories and markets in which we compete.
And, to cap off the success, we built our first billion dollar brand in
Sara Lee. Driven by strong fresh bakery sales growth and the success
of new deli meat offerings, combined with the great foundation of
our heritage frozen desserts business, Sara Lee has achieved true

mega-brand status. It is our first, but won’t be our last.

Looking ahead With fiscal 2008 behind us, we look to fiscal 2009
and beyond with great optimism. We have our disciplined approach
to building our businesses: strong marketing behind innovative new
products, entry into new markets and continuous improvement in
everything we do. Our optimism also comes from our ongoing focus
on smart capital allocation with prudent investments to build on our

best opportunities for sustained growth.

* See page 78 for a reconciliation of reported operating margin to adjusted operating margin
and reported earnings per share to adjusted earnings per share.

People and culture | truly believe that a winning culture based on
shared mission, vision and values is at the heart of our company’s
success. We have always had great people at Sara Lee, but today
we are doing a better job of developing, managing and retaining our
talent. We’ll continue to have a relentless focus on the quality and
development of our employees at all levels and in every area of the

company to enable our long-term success.

Thank you Each year, this letter is a great opportunity to publicly
offer my gratitude to the many people who make Sara Lee what it
is and who give the company their best every day. We could not have
accomplished so much, nor would we have such great confidence
in the future, without the talents and hard work of our employees.

| thank each of them for the significant contributions they have
made thus far. I'd also like to thank our board of directors for their
involvement and insights and our customers for their trust in our
company, brands and products. Let me conclude by thanking you,
our stockholder, for your confidence in our ability to rebuild this great
company. | am pleased that we’ve begun to provide results that
justify your ongoing commitment to Sara Lee Corporation.

Brerda O Brimes

Brenda C. Barnes
Chairman and Chief Executive Officer
September 1, 2008

Sara Lee Corporation
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Performance at a glance

Top ten brands and sales growth

DOUWE

+17 %

$1.1 BILLION

+7 %
$738 MILLION

+16%

$608 MILLION

+23%

$547 MILLION

+15%

$485 MILLION

+18%

$456 MILLION

SARA LEE
BRAND EXCEEDS

IN SALES FOR
THE FIRST TIME

Good Origin sustainable coffee

SOME OF THE MANY
NEW PRODUCTS
SARA LEE
SUCCESSFULLY
LAUNCHED
IN FISCAL 2008

Sara Lee has dramatically increased
its sustainable coffee volumes and
introduced its Good Origin brand in
countries such as the Netherlands,
the United Kingdom, Denmark and
the United States.

BIMBO +12%

$417 MILLION

+8%

> $313 MILLION

L« UTZ
\._ CERTIFIED
Good inside

+3%

$255 MILLION

NET SALES OPERATING INCOME

FISCAL 2008

+13%

$252 MILLION

KEY METRICS

$13.2 BILLION

$260 MILLION

Product recognition Sara Lee won four
first place awards at the 2008 National

|
|
|
|
Product of the year Consumers in Spain voted |
|
|
|
| Pie Championships with its Chef Pierre No (i@
| 1]
|
|
|
|
|
|
|
|

Ambi Pur 3volution air freshener “Product of N \
the Year 2008,” a highly regarded European
award in the consumer goods category.
Ambi Pur Puresse air freshener won

the award in Italy.

Sugar Added Hi Pies and Nostalgic Pies. =%

2  Sara Lee Corporation



Ahead of the curve Sara Lee
Hearty & Delicious bread was
named one of the most successful
new product launches in 2007 by
Information Resources, Inc. (IRI) in
its New Product Pacesetters report.

Fiscal 2008 sales breakdown

Net sales by business segment

17% 18%

7%

17%

24%

17%

North American Retail Meats
North American Retail Bakery
M Foodservice
H International Beverage
H International Bakery
W Household and Body Care

Net sales by geography

3% 6% 1%

35% 52%

3%
North America
South America
m Western Europe
m Central/Eastern Europe
W Asia-Pacific
u Other

Key #1 market positions

ADJUSTED
OPERATING INCOME*

DILUTED EPS

ADJUSTED EPS?

$1.1 BILLION

from continuing operations,
as reported

I
|
|
|
|
|
|
|
|
|
|
|
|
|
| from continuing operations
|

|

|

|

|

Ball Park, America’s number-one hot dog brand,
introduced two great new products: Ball Park Angus
Beef Franks, a premium beef offering, and Turkey
Franks, a great alternative to traditional beef hot dogs.

United States
Ball Park hot dogs

Hillshire Farm smoked sausage
Jimmy Dean breakfast sausage
Sara Lee fresh bread

Chef Pierre foodservice pies

Senseo single-serve coffee

International
Cafeé Pilao coffee — Brazil

Douwe Egberts coffee —
the Netherlands, Belgium, Hungary

Merrild coffee — Denmark
Pickwick tea — the Netherlands
Bimbo fresh bread — Spain
Duschdas shower gel — Germany

Radox bath & shower gel —
United Kingdom, Czech Republic

Sanex shower gel —
Spain, France, Denmark

Kiwi shoe care — globally

1 See page 78 for a reconciliation of operating income to adjusted operating income.
2 See page 78 for a reconciliation of diluted EPS from continuing operations, as reported, to adjusted EPS from continuing operations.
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The Kitchens of Sara Lee
Sara Lee is nearing
completion of its new,
82,000 square-foot
research and development
campus located near the
site of the company’s
corporate headquarters.
The R&D center, which
houses nearly one hundred
scientists and engineers,
features various fully
equipped test kitchens,
sensory testing facilities,
focus group areas, a pack-
aging lab and several
chemistry labs. Two new
pilot plants for meat and
bakery will also provide us
with the ability to test-run
small-scale production of
our new products.




Focusing on innovation, execution and performance

As a branded consumer goods company, we

know successful new products are a key driver of
Sara Lee’s success — now and in the future. That's
why we are very focused on keeping our innovation
pipeline full of exciting new ideas and concepts that
cater to real consumer and customer needs. We
call this our “funnel-to-tunnel” innovation model,
an actively managed process in which hundreds

of ideas — some breakthrough product innovations,

others simple product enhancements — go through

Procurement

In these times of highly
volatile prices for com-
modities such as wheat,
corn and energy, and rising
prices for other inputs, it
is crucial that Sara Lee
takes full benefit of its
scale and expertise. Our
centralized procurement
department has proven its
tremendous value in the
inflationary environment
of the past two years,
helping the company man-
age unprecedented input
costs through strategic
supplier partnerships,
sophisticated buying
techniques and strategic
pricing initiatives.

Pre-sliced pies
Sometimes product
innovation achieves real
power through pure simplic-
ity. Chefs at restaurants,
hotels and other food-
service venues have long
struggled with cutting
presentable pieces of pie
for their guests. Enter
Sara Lee, the leading
foodservice pie company
in the United States. Our
new Chef Pierre foodser-
vice pies come pre-sliced
to help our customers
serve great-looking and
even better-tasting pies
to their patrons without
losing valuable time,
money and ... pie.

various development stages and feasibility

oo

Deodorant innovation:
naturally

Sanex brings real innova-
tion to the deodorant
market with the launch

of Sanex NaturProtect
deodorants. This new

line of deodorants, which
will be rolled out interna-
tionally in fiscal 2009,
contains alum, a mineral
found in nature that
prevents the formation

of body odor in a natural
way. Alum has anti-bacter-
ial action without blocking
skin pores, so it lets the
skin breathe and helps
keep it healthy.

Dunkin’ Donuts
foodservice coffee

Sara Lee’s foodservice
business is partnering
with Dunkin’ Donuts to
be the exclusive provider
of Dunkin’ Donuts coffee
to foodservice outlets
across the United States.
This exciting new agree-
ment gives Sara Lee the
right to sell and market
Dunkin’ Donuts coffee
throughout the foodser-
vice channel, to locations
such as office buildings
and cafeterias, helping
America run on Dunkin’.

checks before launching the most promising new
products in the marketplace. But we also realize that
innovation only drives performance if it's combined
with a sharp, constant focus on flawless execution
throughout the entire value chain. From procurement
of our raw materials to manufacturing, distributing,
pricing, promoting and selling our products, only
when we execute flawlessly can we truly delight

our consumers and customers ... every day.

the joy of eating =

Investing in our brands
Building strong, relevant
brands through creative
and effective marketing
and advertising is key
for Sara Lee’s growth.
Sara Lee is running
exciting advertising cam-
paigns, effective in-store
promotions and unique
brand activation events
across its entire business.
All focused on grabbing
the attention of our
busy target audiences,
creatively communicat-
ing the benefits of our
products, and driving
our sales, of course.

Sara Lee Corporation 7



Fostering a new culture

In addition to the very tangible improvements we
have made at Sara Lee over the past few years,
from focusing our portfolio to reinvigorating our inno-
vation pipeline, there is one crucial aspect of the new
Sara Lee that is a bit more difficult to put your finger
on: the new culture that has emerged at our company.
During the process of moving from a decentralized
holding company to an integrated operating company,

the culture — the corporate DNA of the company, if

you will — has changed as well. Living and breathing
our values every day, our people around the world
work as teams, act with integrity, are inclusive, use
their imagination and, most important of all, have
the passion to excel. All this makes every single
one of our 44,000 employees essential in realizing
our vision to be the first choice of consumers and
customers around the world, because they are the

ones who make things happen every day.

Continuous improvement
Sara Lee is becoming
faster, leaner and more
efficient in every aspect
of its business. How?

By constantly looking for
a better way to approach
everything we do. It's an
ongoing process of taking
non-value-added steps
out of each process,
maintaining cost aware-
ness and challenging the
status quo. At the very
heart of this effort is a
shift in attitude, approach
and practice across the
entire company to a way
of doing business cen-
tered on continuously
improving.

8 Sara Lee Corporation

Under one roof

One of the first steps of
our transformation was
to move Sara Lee’s head-
quarters and our North
American businesses
together into one office
building in the western
suburbs of Chicago. The
aim: to fully leverage our
employee talent, promote
high levels of collabora-
tion among people and
departments and, ulti-
mately, foster a new
company culture.

Diversity

At Sara Lee, we are
striving to become a more
diverse and inclusive com-
pany. We're working across
our global organization
to achieve measurable
diversity and inclusion
objectives in employee
recruitment, retention and
engagement. Because
diversity influences the
richness of our products,
ideas and innovations,
we embrace a culture
where all employees feel
welcomed, connected
and valued — and where
everyone can contribute
in their own unique way
to Sara Lee’s success.

Social responsibility

As a global company,
Sara Lee touches the
lives of millions of people
every day. We work hard
to be a positive, socially
responsible force in the
lives of our employees,
consumers, customers
and communities — a
responsibility we take
very seriously. Doing the
right thing in everything
we do is deeply embed-
ded in Sara Lee’s culture
and business operations.

Sustainability

Sara Lee is committed
to promoting wellness
and nutrition, supporting
our communities, and
protecting our planet.
Sustainability is one of
the ways we are able

to deliver on our values.
To help us continue to
make progress, we're
reaching out — to con-
sumers, customers,
investors, employees and
our communities. You
can read more about our
program and initiatives in
our sustainability report
“Reaching Out,” which is
available on our Web site,
www.saralee.com.



Mission
To simply delight you ... every day

Vision

To be the first choice of consumers and
customers around the world by bringing

together innovative ideas, continuous
improvement and people who make
things happen

Values

Act with integrity

Use imagination

Be inclusive

Work as a team

Have passion to excel
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Financial summary

Dollars in millions except per share data Years ended June 28, 20081  June 30, 20072 July 1, 20063 July 2, 20054 July 3, 200456
Results of Operations
Continuing operations

Net sales $13,212 $11,983 $11,175 $11,115 $11,029

Operating income’ 260 562 416 943 1,015

Income before income taxes 160 429 189 746 824

Income (loss) (41) 440 31 616 553

Effective tax rate 125.6% (2.6)% 83.6% 17.5% 32.8%

Income (loss) per share of common stock

Basic $ (0.06) $ 0.59 $ 0.04 $ 0.78 $ 0.70
Diluted (0.06) 0.59 0.04 0.77 0.69

Income (loss) from discontinued operations (14) 48 123 103 719
Gain (loss) on sale of discontinued operations (24) 16 401 - -
Net income (loss) (79) 504 555 719 1,272
Net income (loss) per share of common stock

Basic (0.11) 0.68 0.72 0.91 1.61

Diluted (0.11) 0.68 0.72 0.90 1.59
Financial Position
Total assets $10,830 $11,755 $14,660 $14,540 $15,044
Total debt 3,188 4,220 5,914 4,613 5,253
Per Common Share

Dividends declared® $ 0.42 $ 0.50 $ 0.59 $ 0.79 $ 0.78

Book value at year-end® 3.98 3.51 3.22 3.28 3.34

Market value at year-end 12.18 17.40 16.02 19.65 23.17
Shares used in the determination of net income per share

Basic (in millions) 715 741 766 789 788

Diluted (in millions) 715 743 768 796 798
Other Information — Continuing Operations Only®
Net cash flow from operating activities $ 596 $ 404 $ 405 $ 521 $ 1,188
Net cash from (used in) investing activities (188) 615 704 (123) (113)
Net cash from (used in) financing activities (1,806) (857) 509 (491) (1,443)
Depreciation 398 395 389 375 375
Media advertising expense 325 313 298 333 293
Total advertising and promotion expense 594 566 531 546 518
Capital expenditures 509 598 438 395 383
Common stockholders of record 70,000 76,000 82,000 87,000 91,000
Number of employees 44,000 46,000 50,000 50,000 58,000

The amounts above include the impact of certain significant items. Significant items include exit activities, asset and business dispositions, including the spin off of the Hanesbrands
business in 2007, impairment charges, transformation charges, accelerated depreciation and amortization, hurricane losses, settlement and curtailment gains or losses, a change

in the vacation policy and various significant tax matters. Further details of these items are included in the Financial Review on page 13.
1 In 2008, the impact of significant items decreased income from continuing operations before income taxes and income from continuing operations by $941 and $765, respectively.
2 |n 2007, the impact of significant items decreased income from continuing operations before income taxes and income from continuing operations by $417 and $90, respectively.
3 In 2006, the impact of significant items decreased income from continuing operations before income taxes and income from continuing operations by $468 and $220, respectively.
4 |n 2005, the impact of significant items decreased income from continuing operations before income taxes by $54 and increased income from continuing operations by $169.

5 53-week year.

6 In 2004, the impact of significant items, excluding the impact of the 53rd week, decreased income from continuing operations before income taxes and income from continuing

operations by $11 and $5, respectively.

7 Operating income is reconciled between the income from each of the corporation’s business segments to income from continuing operations before income taxes in Note 22
of the Consolidated Financial Statements titled, “Business Segment Information.”
8 Certain prior year amounts have been restated to correct a misstatement in dividends and common stockholders’ equity. See Note 1 of the Consolidated Financial Statements

for additional information.

9 Financial amounts only include results for businesses reported in continuing operations.

The Consolidated Financial Statements and Notes and the Financial Review should be read in conjunction with the Financial Summary.
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Financial review

This Financial Review discusses the corporation’s results of operations,
financial condition and liquidity, risk management activities, and
significant accounting policies and critical estimates. This discussion
should be read in conjunction with the Consolidated Financial
Statements and related notes thereto contained elsewhere in this
annual report. The corporation’s fiscal year ends on the Saturday
closest to June 30. Fiscal years 2008, 2007 and 2006 were 52-week
years. Unless otherwise stated, references to years relate to fiscal
years. The following is an outline of the analysis included herein:

¢ Business Overview

e Summary of Results

* Review of Consolidated Results

¢ Operating Results by Business Segment

* Financial Condition

e Liquidity

¢ Risk Management

* Significant Accounting Policies and Critical Estimates
¢ |ssued But Not Yet Effective Accounting Standards

¢ Forward-Looking Information

Business Overview

Our Business Sara Lee is a global manufacturer and marketer of
high-quality, brand name products for consumers throughout the world
focused primarily in the meats, bakery, beverage, and household
products categories. Our major brands include Ambi Pur, Ball Park,
Douwe Egberts, Hillshire Farm, Jimmy Dean, Kiwi, Sanex, Senseo
and our namesake, Sara Lee.

In North America, the North American Retail Meats segment
sells a variety of packaged meat products that include hot dogs,
corn dogs, breakfast sausages, dinner sausages and deli meats,
while the North American Retail Bakery segment sells a variety of
fresh and frozen baked products and specialty items that include
bread, buns, bagels, cakes and cheesecakes. These products are
sold through the retail channel to supermarkets, warehouse clubs
and national chains. The Foodservice segment sells a variety of
meat, bakery and beverage products to foodservice customers
in North America. Internationally, the International Beverage seg-
ment sells coffee and tea products in Europe, Brazil, Australia and
Asia through both the retail and foodservice channels, while the
International Bakery segment sells a variety of bakery and dough
products to retail and foodservice customers in Europe and Australia.
The Household and Body Care segment sells body care, air care,
shoe care and insecticides to retail customers primarily in Western
and Central Europe and the Asia Pacific region.

The company is focused on building sustainable, profitable
growth over the long term by achieving share leadership in its
core categories; innovating around its core products and product
categories; expanding into high opportunity geographic markets
and strategic joint ventures/partnerships; delivering superior quality
and value to our customers; and driving operating efficiencies.

Challenges and Risks As an international consumer products
company, we face certain risks and challenges that impact our
business and financial performance. The risks and challenges
described below have impacted our performance and are likely
to impact our future results as well.

The food and consumer products businesses are highly
competitive. In many product categories, we compete not only with
widely advertised branded products, but also with private label
products that are generally sold at lower prices. The consumers’
willingness to purchase our products depends upon our ability to
offer brand value propositions — selling products that consumers
perceive as higher value at economical prices.

Commodity prices directly impact our business because of their
effect on the cost of raw materials used to make our products and
the cost of inputs to manufacture, package and ship our products.
Many of the commodities we use, including beef, pork, coffee, wheat,
corn, corn syrup, soybean and corn oils, butter, sugar and fuel, have
experienced price volatility due to factors beyond our control. The
company’s objective is to offset commodity price increases with pricing
actions and to offset any operating costs increases with continuous
improvement savings.

We also face significant price competition. From time to time,
we may need to reduce the prices for some of our products to
respond to competitive pressures. Such pressures also may restrict
our ability to increase prices in response to raw material and other
cost increases. Any reduction in prices as a result of competitive
pressures, or our failure to increase prices when raw material costs
increase, negatively impacts our profit margins.

To maintain and increase our existing market share in this highly
competitive environment, we need to regularly spend on advertising
and promotions and introduce new products. Due to inherent risks
and uncertainty in the marketplace associated with the success of
advertising and new product introductions, including uncertainties
about trade and consumer acceptance, these expenditures may not
result in increased sales and as a result could lower our profits.

The company’s business results are also heavily influenced by
changes in foreign currency exchange rates. For the most recently
completed fiscal year, approximately 50% of net sales and the
majority of operating segment income were generated outside of
the U.S. As a result, changes in foreign currency exchange rates,
particularly the European euro, can have a significant impact on
the reported results.

The company’s international operations provide a significant
portion of the company’s cash flow from operating activities, which
has required and is expected to continue to require the company to
repatriate a greater portion of cash generated outside of the U.S.
The repatriation of these funds has resulted in higher income tax
expense and cash tax payments.

Sara Lee Corporation and Subsidiaries 11



Financial review

Summary of Results
2008 Compared with 2007 The business highlights for 2008
include the following:

¢ Net sales increased by 10.3% to $13.2 billion, reflecting the
positive impact of changes in foreign currency exchange rates, price
increases to offset higher commodity costs, higher unit volumes
and an improved sales mix.

¢ Reported operating income declined by $302 million to $260 mil-
lion. The current year results were negatively impacted by $851 million
of impairment charges.

¢ The $851 million non-cash pretax impairment charge in 2008
was related to the goodwill associated with the North American
foodservice bakery and Spanish bakery businesses and the write-
downs of certain other assets in the North American operations.

* Operating segment income increased at each of the business
segments, with the exception of Foodservice and International
Bakery, driven by favorable changes in foreign currency exchange
rates, pricing actions, improved volumes and sales mix, and cost
savings achieved from continuous improvement initiatives.

¢ The results for continuing operations were a loss of $41 million,
or $0.06 per share on a diluted basis, reflecting the impact of the
impairment charges noted above.

¢ Cash from operating activities increased by $114 million due

to improved earnings, excluding non-cash impairment and other
charges, partially offset by an increase in cash used to fund
working capital requirements.

¢ Capital expenditures for property, plant and equipment and
computer software declined $116 million due in part to reduced
spending on information technology systems.

¢ The company’s total debt declined by $1,032 million as cash
on hand was used to repay maturing long-term debt.

¢ The company expended $315 million to repurchase 20 million
shares of its common stock under a share repurchase program.

Significant Items Affecting Comparability The reported results
for 2008, 2007 and 2006 reflect amounts recognized for actions
associated with the corporation’s ongoing business transformation
program, which was announced in February 2005 and other
significant amounts that impact comparability. The nature of these
items includes the following:

Exit Activities, Asset and Business Dispositions These costs

are reported on a separate line of the Consolidated Statements of
Income. Exit activities primarily relate to charges taken to recognize
severance actions approved by the corporation’s management and
the exit of leased facilities or other contractual arrangements.
Asset and business disposition activities include costs associated
with separating businesses targeted for sale and preparing financial

12 Sara Lee Corporation and Subsidiaries

statements for these businesses, as well as gains and losses
associated with the disposition of asset groups that do not qualify
for discontinued operations reporting. More information on these
costs can be found in Note 5 to the Consolidated Financial
Statements, “Exit, Disposal and Transformation Activities.”

Business Transformation Costs In February 2005, the corporation
announced a transformation plan designed to improve performance
and better position the corporation for long-term growth. The plan
involved significant changes in the organization structure, portfolio
changes including the disposition of a significant portion of the corpo-
ration’s businesses and initiatives to improve operational efficiency.

The costs related to the transformation include costs to retain
and relocate existing employees, recruit new employees, third-party
consulting costs associated with transformation efforts, and amorti-
zation costs for new enterprise-wide software. In addition, these
costs include incremental depreciation associated with decisions to
close facilities at dates sooner than originally anticipated, pursuant
to an exit plan. These costs are recognized in Cost of Sales or
Selling, General and Administrative Expenses in the Consolidated
Statements of Income as they do not qualify for treatment as an
exit activity or asset and business disposition under Statement of
Financial Accounting Standards No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities.” However, management
believes that the disclosure of these transformation related charges
provides the reader greater transparency to the total cost of the
transformation plan. More information on these costs can be found
in Note 5 to the Consolidated Financial Statements, “Exit, Disposal
and Transformation Activities.”

The savings resulting from these transformation actions were
$2418 million in 2008, $160 million in 2007 and $62 million in
2006. The incremental benefits resulting from the ongoing exit
and business transformation activities are a significant factor in
the operating performance of the continuing businesses. The
corporation anticipates annual savings in 2009 for these actions
to be approximately $220 million.

Impairment Charges These costs are included on a separate line
of the Consolidated Statements of Income and represent charges
for the impairment of fixed assets, intangible assets, goodwill and
investments held by the corporation. More information regarding
impairment charges can be found in Note 3 to the Consolidated
Financial Statements, “Impairment Charges.”

The reported results were also impacted by certain discrete
tax matters that affect comparability. They include contingent tax
obligation adjustments, tax on repatriation of prior years’ earnings,
valuation allowance adjustments and various other tax matters.

The impact of the above items on net income and diluted earnings
per share is summarized on the following page.



Impact of Significant Items on Income from
Continuing Operations and Net Income

Year ended June 28, 2008 Year ended June 30, 2007 Year ended July 1, 2006
Pretax Diluted EPS Pretax Diluted EPS Pretax Diluted EPS
In millions except per share data Impact Net Income Impact 1 Impact Net Income Impact 1 Impact Net Income Impact 1
Significant items affecting comparability
of income from continuing operations
and net income
(Charges for) income from exit activities $ (39) $ (25) $(0.03) $(106) $ (69) $(0.09) $(166) $(111) $(0.14)
Income from (charges for) asset and
business disposition activities 1 - - 12 10 0.01 80 52 0.07
Subtotal (38) (25) (0.03) (94) (59) (0.08) (86) (59) (0.08)
(Charges) income in cost of sales
Transformation charges - IT costs (8) (5) (0.01) (10) (6) (0.01) (5) 3) -
Accelerated depreciation @) @) - (31) (19) (0.03) (29) (19) (0.02)
Hurricane losses - - - - - - 2) @) -
(Charges) income in SG&A expenses
Transformation charges - IT costs (40) (26) (0.04) 42) (27) (0.04) (32) (21) (0.03)
Other transformation costs 3) (2) - (67) (44) (0.06) (122) (80) (0.10)
Accelerated depreciation - - - @) ) - (10) (6) (0.01)
Change in vacation policy - - - - - - 14 9 0.01
Hurricane losses - - - - - - 3) (2) -
Impairment charges (851) (827) (1.16) 172) (145) (0.19) (193) (120) (0.16)
Impact of significant items on income from
continuing operations before income taxes (941) (886) 1.24) (417) (301) (0.41) (468) (302) (0.39)
Significant tax matters affecting comparability
Deferred tax valuation allowance adjustment - 19 0.03 - (27) (0.04) - 36 0.05
Tax benefit on disposition of a business - - - - 169 0.23 - - -
Contingent tax obligation adjustment - 103 0.14 - 67 0.09 - 332 0.43
Tax on repatriation of prior years’ earnings - - - - - - - (291) (0.38)
Other tax adjustments, net - ) - - 2 - - 5 0.01
Impact on income from continuing operations (941) (765) (1.07) (417) (90) (0.13) (468) (220) (0.29)
Significant items impacting
discontinued operations
U.K. Pension plan settlement charge (15) (45) (0.02) - - - - - -
Impairment charges - - - - - - (394) (338) (0.43)
Charge for transformation expenses @ ) - @) @) - 13) (8) (0.01)
European Meats curtailment gain - - - - - - 11 8 0.01
Contingent tax adjustments - - - - - - - (24) (0.03)
Tax benefit from Direct Selling - - - - - - - 50 0.07
Gain (loss) on the sale of discontinued
operations, net (23) (24) (0.03) 5 16 0.02 466 401 0.52
Impact of significant items on net income $(980) $(805) $(1.12) $(413) $ (75) $(0.10) $(398) $(131) $(0.17)

1 The earnings per share (EPS) impact of individual amounts in the table above are rounded to the nearest $0.01 and may not add to the total.
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Review of Consolidated Results

The following tables summarize net sales and operating income for
2008 versus 2007 and 2007 versus 2006 and certain items that
affected the comparability of these amounts:

2008 versus 2007

Dollar Percent
In millions 2008 2007 Change Change
Net sales $13,212 $11,983 $1,229 10.3 %
Increase/(decrease) in
net sales from
Changes in currency rates $ - § (650) $ 650
Acquisitions/dispositions 2 2 -
Total $ 2 $ (648) $ 650
Operating income $ 260 $ 562 $ (302) (53.6)%
Increase/(decrease) in
operating income from
Contingent sale proceeds $ 130 $ 120 $ 10
Changes in currency rates - (81) 81
Exit activities, asset and
business dispositions (38) (94) 56
Transformation charges (51) (119) 68
Accelerated depreciation @) (32) 31
Impairment charges (851) a72) (679)
Acquisitions/dispositions @) - @)
Total $ (812) $ (378) $ (434)
2007 versus 2006
Dollar Percent
In millions 2007 2006 Change Change
Net sales $11,983 $11,175 $808 7.2%
Increase/(decrease) in
net sales from
Changes in currency rates $ - $ (316) $316
Acquisitions/dispositions 116 54 62
Total $ 116 $ (262) $378
Operating income $ 562 $ 416 $146 34.8%
Increase/(decrease) in
operating income from
Contingent sale proceeds $ 120 $ 114 $ 6
Changes in currency rates - (39) 39
Exit activities, asset and
business dispositions (94) (86) (8)
Transformation charges (119) (159) 40
Accelerated depreciation (32) (39) 7
Impairment charges @72) (193) 21
Hurricane losses - (5) 5
Change in vacation policy - 14 4)
Acquisitions/dispositions 6 8 2)
Total $ (291) $ (385) $ 94
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Net Sales Net sales were $13,212 million in 2008, an increase of
$1,229 million, or 10.3%, over 2007. Changes in foreign currency
exchange rates, particularly the European euro, Brazilian real and
Australian dollar, increased reported net sales by $650 million, or
5.7%. The remaining increase in net sales of $579 million, or 4.6%
was driven by price increases to offset higher commodity costs, an
increase in unit volumes, and an improved sales mix.

Net sales in 2007 increased $808 million, or 7.2%, over 2006,
due to changes in foreign currency exchange rates, price increases
to cover higher commodity costs, the impact of acquisitions net of
dispositions, and an improved sales mix.

The following table summarizes the components of the change
in sales on a percentage basis versus the prior year:

Net Sales Bridge — Components of Change versus Prior Year

Price/Mix/ Acquisitions/ Foreign
Volume Other Dispositions Exchange Total
2008 versus 2007 1.2% 3.4% -% 5.7% 10.3%
2007 versus 2006 0.7% 3.1% 0.5% 2.9% 7.2%

Operating Income Operating income represents income before
income taxes and net interest expense.

Operating income decreased by $302 million, or 53.6%, in 2008.
The year-over-year net impact of the changes in currency rates, trans-
formation charges, impairment charges and the other factors identified
in the preceding table reduced operating income by $434 million.
The remaining increase in operating income of $132 million, or 13.9%,
was due to an improved gross margin and a reduction in SG&A
costs after considering the impact of changes in foreign currency
exchange rates.

Operating income in 2007 increased $146 million, or 34.8%.
The year-over-year change in amounts related to contingent sales
proceeds, foreign currency exchange rates, transformation and
impairment charges and the other factors summarized in the
preceding table increased operating income by $94 million. The
remaining increase in operating income of $52 million, or 6.4%,
was due to an improved gross margin, partially offset by higher
SG&A expenses.

The changes in the individual components of operating income
are discussed in more detail below.



Gross Margin The gross margin, which represents net sales less cost
of sales, increased by $445 million in 2008, driven by the favorable
impact of changes in currency exchange rates, price increases to
offset higher commodity costs, higher unit volumes, and savings
from continuous improvement programs, partially offset by higher
commodity costs and higher labor costs due to inflationary pressures.

The gross margin percent declined from 38.5% in 2007 to 38.3%
in 2008. The gross margin percent declined in each business seg-
ment with the exception of North American Retail Meats. The gross
margin percent was negatively impacted by higher commodity costs
and inflation, which was partially offset by price increases.

The gross margin in 2007 increased by $295 million due to
the favorable impact of changes in currency exchange rates, sales
price increases, savings from continuous improvement programs
and an improved product mix partially offset by higher commodity
and energy costs.

The gross margin percent declined from 38.6% in 2006 to
38.5% in 2007. The gross margin percent declined in each business
segment except North American Retail Bakery, primarily due to the
impact of higher commodity and energy costs and competitive
market conditions.

Selling, General and Administrative Expenses

In millions 2008 2007 2006
SG&A expenses in the business
segment results
Media advertising and promotion $ 594 $ 567 $ 531
Other 3,124 2,922 2,829
Total business segments 3,718 3,489 3,360
Amortization of identifiable intangibles 67 64 58
General corporate expenses 254 352 319
Total $4,039 $3,905 $3,737

Total selling, general and administrative (SG&A) expenses in
2008 increased $134 million, or 3.4%. Changes in foreign currency
exchange rates, primarily in the European euro, increased SG&A
expenses by $213 million, or 5.3%. The remaining decrease in
SG&A expenses was $79 million, or 1.9%. Measured as a percent
of sales, SG&A expenses decreased from 32.6% in 2007 to 30.6%
in 2008. SG&A expenses as a percent of sales declined in each
of the business segments. The results reflect the favorable impact
of savings from continuous improvement initiatives, a $67 million
reduction in transformation related costs and lower general
corporate expenses.

Total selling, general and administrative expenses in 2007
increased $168 million, or 4.5%. Changes in foreign currency
exchange rates, primarily in the European euro, increased SG&A
expenses by $120 million, or 3.3%. The remaining increase in
SG&A expenses was $48 million, or 1.2%. Measured as a percent
of sales, SG&A expenses decreased from 33.4% in 2006 to 32.6%
in 2007. SG&A expenses as a percent of sales declined in each
of the business segments with the exception of North American
Retail Meats and International Beverage.

Total SG&A expenses reported in 2008 by the business segments
increased by $229 million, or 6.6%, over 2007 primarily due to the
impact of changes in foreign currency exchange rates, higher distri-
bution costs driven by higher fuel costs, and the impact of inflation
on wages and employee benefit costs, partially offset by the bene-
fits of cost savings initiatives and lower costs associated with the
corporation’s transformation program.

Amortization of intangibles increased by $3 million in 2008
versus 2007. General corporate expenses, which are not allocated
to the individual business segments, decreased by $98 million, due
to a reduction in business transformation costs, lower pension and
other benefit plan costs, and the non-recurrence of costs related
to corporate hedging programs.

Total SG&A expenses reported in 2007 by the business
segments increased by $129 million, or 3.8%, over 2006, primarily
due to the impact of changes in foreign currency exchange rates,
higher media advertising and promotion expenditures and higher
distribution and selling costs partially offset by the benefits of cost
savings initiatives and lower costs associated with the corporation’s
transformation program.

Amortization of intangibles increased by $6 million in 2007.
General corporate expenses increased by $33 million, or 10.3%,
primarily due to unfavorable foreign currency results, partially offset
by lower transformation expenses and a decrease in corporate
office and administrative expenses.

As previously noted, reported SG&A reflects amounts recognized
for actions associated with the corporation’s ongoing business
transformation program and other significant amounts. These
amounts include the following:

In millions 2008 2007 2006
Transformation costs - IT $40 $ 42 $ 32
Transformation costs - other 3 67 122
Accelerated depreciation - 1 10
Hurricane losses - - 3
Change in vacation policy - - 14)
Total $43 $110 $153
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Transformation costs, including accelerated depreciation, in 2008
were down $67 million from 2007 due to a reduction in costs asso-
ciated with the corporation’s decision to centralize the management
of its North American and European operations, which resulted in
costs being incurred in 2007 for employee relocation, recruitment
and retention bonuses in order to maintain business continuity.
These cost reductions were partially offset by $15 million of computer
software amortization expense related to systems that were put
into use in 2008.

The reduction in costs from 2006 to 2007 was driven primarily
by lower employee costs related to relocation, recruitment and
retention bonuses resulting from the centralization of the North
American and European operations.

Exit Activities, Asset and Business Dispositions Exit activities,
asset and business dispositions are as follows:

In millions 2008 2007 2006

Charges for (income from) exit activities
Severance $31 $ 93 $159
Exit of leased and owned facilities 5 13 14
Other 3 - (7)
Asset and business dispositions @) @2) (80)
$38 $94 $ 86

The net charges recognized in 2008 are $56 million lower than
the prior year primarily due to a $62 million reduction in employee
termination costs as well as lower charges related to the exit of
certain non-cancelable lease and other contractual obligations,
partially offset by an $11 million reduction in income related to
asset and business dispositions. Costs in 2007 were higher than
in 2006 because the corporation had implemented extensive
restructuring plans to terminate employees in all our North
American segments and the International Beverage segment.

In 2007, the corporation also recognized costs to exit leased space
in connection with the relocation of the corporation’s headquarters
to Downers Grove, lllinois. The decline in income from asset and
business dispositions from 2006 to 2007 is due to a nonrecurring
gain of $119 million in 2006 related to the sale of working capital
of a European rice product line, certain European skin care and
sunscreen assets, certain assets related to the French and Belgian
nuts and snacks business and certain other asset dispositions,
which was partially offset by a $39 million charge to prepare
businesses for disposition.
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Impairment Charges During 2008, the corporation recognized

an $851 million non-cash charge primarily for the impairment of
goodwill associated with the North American foodservice bakery
and Spanish bakery operations and writedowns of certain other
assets in North America. Both operations are not expected to gen-
erate sufficient profitability to support the goodwill balances. In 2007
and 2006, impairment charges of $172 million and $193 million,
respectively, were recognized and represent charges for the impair-
ment of goodwill, intangible assets, fixed assets, and investments
held by the corporation. These charges impacted each of the corpo-
ration’s business segments. Additional details regarding these
impairment charges are discussed in Note 3 to the Consolidated
Financial Statements, titled “Impairment Charges.”

Receipt of Contingent Sale Proceeds Under the terms of the sale
agreement for its cut tobacco business, the corporation will receive
annual cash payments of 95 million euros through July 2009, contin-
gent on tobacco continuing to be a legal product in the Netherlands,
Germany and Belgium. The U.S. dollar amounts received in 2008,
2007 and 2006 upon the expiration of the contingency were $130
million, $120 million and $114 million, respectively, based upon
respective foreign currency exchange rates on the date of receipt.
These amounts were recognized in the corporation’s earnings when
received and the payments increased diluted earnings per share
from continuing operations in 2008, 2007 and 2006 by $0.18,
$0.16 and $0.15, respectively.

Net Interest Expense Net interest expense decreased by $33 million
in 2008 to $100 million. The decrease was a result of a $74 million
decline in interest expense due to lower average debt levels, which
more than offset a $41 million reduction in interest income result-
ing from a decline in cash and cash equivalents, a portion of which
was used to repay debt. Net interest expense in 2007 was $94 mil-
lion lower than 2006 due to lower debt levels and higher interest
income partially offset by higher average interest rates.

Income Tax Expense The effective tax rate on continuing operations
in 2008, 2007 and 2006 was impacted by a number of significant
items that are shown in the reconciliation of the corporation’s effective
tax rate to the U.S. statutory rate in Note 21 to the Consolidated
Financial Statements. Additional information regarding income
taxes can be found in “Significant Accounting Policies and Critical
Estimates” within Management’s Discussion and Analysis.

2008 2007 2006
Continuing operations
Income before income taxes $ 160 $429 $ 189
Income tax expense (benefit) 201 (11) 158
Effective tax rates 125.6% (2.6)% 83.6%




In 2008, the corporation recognized tax expense on continuing
operations of $201 million, or an effective tax rate of 125.6%.
The significant components impacting the corporation’s effective
tax rate are as follows:

e Goodwill Impairment — The corporation’s tax rate increased by
173.5% as a result of recognizing $790 million of non-deductible
goodwill impairments during the year.

* Remittance of Foreign Earnings — The corporation incurred a tax
charge of $118 million related to the repatriation of earnings from
certain foreign subsidiaries. This charge increased the effective
rate by 74.0%.

¢ Finalization of Tax Reviews and Audits — A $96 million benefit
resulted from the completion of tax audits and the expiration of
statutes of limitations in France, Morocco, the Netherlands, the
Philippines and various state and local jurisdictions. Of this amount,
$40 million related to the completion of tax audits and $56 million
related to the expiration of statutes of limitations.

* Receipt of Contingent Sales Proceeds — The corporation
recognized a tax benefit of $46 million related to its receipt of
non-taxable contingent sales proceeds pursuant to the sale terms
of its European cut tobacco business in 1999. The corporation will
continue to recognize a tax rate reduction related to contingent sales
proceeds received during the agreement term, which is effective
through July 2009.

¢ Valuation Allowance — A $19 million benefit relates to the net
reversal of valuation allowances, primarily on German deferred tax
assets. The corporation determined that a valuation allowance was
no longer necessary due to the recent projected profitability of the
German operations. This benefit was partially offset by the establish-
ment of valuation allowances for certain state deferred tax assets in
which the corporation does not anticipate future realization.

¢ Foreign Earnings — The corporation’s global mix of earnings, the
tax characteristics of the corporation’s income, and the benefit from
certain foreign jurisdictions that have lower tax rates also reduced
the corporation’s tax expense during 2008.

In 2007, the corporation recognized a tax benefit on continuing
operations of $11 million, or a negative effective tax rate of (2.6)%.
The significant components impacting the corporation’s effective
tax rate are as follows:

¢ Remittance of Foreign Earnings — In 2007, the corporation
incurred a tax charge of $194 million related to the repatriation
of earnings from certain foreign subsidiaries.

e Sale of Capital Assets — The corporation sold the shares of
a subsidiary in the first quarter of 2007, which resulted in a
$169 million tax benefit.

¢ Finalization of Tax Reviews and Audits — During 2007, the
corporation recorded net adjustments to reduce its tax contingency
reserves related to uncertain tax positions by approximately $110 mil-
lion. The adjustments resulted in a tax benefit for the corporation.
Approximately $80 million of the reserve reduction related to the
finalization of federal, state and foreign examinations, including
the federal income tax examinations covering the corporation’s tax
years 2003 and 2004. The remaining $30 million of reserve reduc-
tions related to the lapsing of the statute of limitations in two
foreign jurisdictions.

* Receipt of Contingent Sales Proceeds — The corporation
recognized a tax benefit of $42 million related to its receipt of
non-taxable contingent sales proceeds pursuant to the sale terms
of its European cut tobacco business in 1999. The corporation will
continue to recognize a tax rate reduction related to contingent
sales proceeds received during the agreement term, which is
effective through July 2009.

e Goodwill Impairment — In 2007, the corporation’s tax rate
increased by 7.8% as a result of recognizing $95 million of non-
deductible goodwill impairments.

¢ Valuation Allowance — After considering the lower profit
expectations of a Brazilian coffee operation, the corporation concluded
that it was necessary to increase the valuation allowances on cer-
tain deferred tax asset balances related to Brazilian net operating
loss carryforwards, as the corporation does not believe that it will
be able to utilize these tax benefits. This adjustment resulted in

a $27 million tax charge for 2007.

e Foreign Earnings — The corporation’s global mix of earnings, the
tax characteristics of the corporation’s income, and the benefit from
certain foreign jurisdictions having lower tax rates also reduced the
corporation’s tax expense during 2007.

In 2006, the corporation recognized tax expense of $158 million,
or an effective tax rate of 83.6%, as the corporation recognized a
$529 million tax charge to repatriate to the U.S. approximately
$1.7 billion of cash related to current and prior year earnings of
certain foreign subsidiaries previously deemed to be permanently
invested. Of the $529 million charge, $291 million relates to earn-
ings of prior years. This charge was partially offset by a $332 million
credit related to the favorable outcome of certain foreign tax audits
and reviews that were completed during 2006 and a $36 million
benefit due to a change in a valuation allowance.
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Income (Loss) from Continuing Operations and Diluted Earnings per
Share (EPS) from Continuing Operations The loss from continuing
operations in 2008 was $41 million, which was $481 million lower
than the prior year. Income from continuing operations in 2007 was
$440 million, which was $409 million higher than 2006.

Diluted EPS from continuing operations was a loss of $0.06
in 2008 versus income of $0.59 in 2007 and $0.04 in 2006. The
diluted EPS from continuing operations in each succeeding year
was favorably impacted by lower average shares outstanding as
the corporation has been repurchasing shares of its common stock
as part of an ongoing share repurchase program. The corporation
repurchased 20 million shares, 42 million shares and 30 million
shares of common stock during 2008, 2007 and 2006, respectively.

Discontinued Operations The results of the corporation’s Direct
Selling, U.S. Retail Coffee, European Branded Apparel, European
Nuts and Snacks, U.K. Apparel, U.S. Meat Snacks, European Meats,
Branded Apparel Americas/Asia and Mexican meats businesses
have been classified as discontinued operations. The following
summarizes the results of the discontinued operations for 2008,
2007 and 2006:

In millions 2008 2007 2006
Income (loss) from discontinued

operations before income taxes $(14) $ 82 $144
Income tax benefit (expense) on

income from discontinued operations - (34) (21)
Gain (loss) on disposition

of discontinued operations (23) 5 466
Income tax (expense) benefit on

disposition of discontinued operations ) 11 (65)
Net income (loss) from

discontinued operations $(38) $64 $524

Income from Discontinued Operations before Income Taxes

The decline in income from operations before income taxes in each
succeeding year is primarily the result of the timing of the dispositions.
The Mexican meats business was sold in March of 2008, while the
European Meats business and Branded Apparel Americas/Asia
businesses were disposed of in the early part of 2007. The remaining
businesses being reported as discontinued operations were disposed
of in 2006. The operating results in 2008 also include a $15 million
charge related to the settlement of a pension plan in the U.K. asso-
ciated with the European Branded Apparel business. During 2006,
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the corporation recognized pretax impairment charges of $394 million
related to the discontinued operations. Further details regarding
these charges can be found in Note 4 to the Consolidated Financial
Statements, “Discontinued Operations.”

Gain on Sale of Discontinued Operations The corporation
completed the disposition of its Mexican meats business in March
2008 and recognized a pretax and after tax loss of $23 million and
$24 million, respectively. In 2007, the corporation completed the
disposition of the European Meats and Branded Apparel Americas/
Asia businesses and completed certain postclosing adjustments
related to the completed transactions and recognized a pretax and
after tax gain of $5 million and $16 million, respectively. The corpo-
ration completed the sales of the remaining businesses reported as
discontinued operations during 2006 and recognized a pretax and
after tax gain of $466 million and $401 million, respectively. Further
details regarding these transactions are included in Note 4 to the
Consolidated Financial Statements, “Discontinued Operations.”

Consolidated Net Income and Diluted Earnings per Share (EPS)
The net loss was $79 million in 2008 as compared to net income
of $504 million reported in 2007. The decrease in net income was
due to the $827 million of after tax impairment charges, which were
$682 million higher than the prior year. Diluted EPS decreased from
$0.68 in 2007 to a loss of $0.11 in 2008.

Net income of $504 million in 2007 was $51 million, or 9.4%,
lower than reported in 2006. The decline in net income was primarily
due to the $460 million decline in results related to the discontinued
operations partially offset by the $409 million increase in income
from continuing operations. Diluted EPS decreased from $0.72 in
2006 to $0.68 in 2007, a decline of 5.6%.

Operating Results by Business Segment
The corporation’s structure is currently organized around six business
segments, which are described below.

North American Retail Meats sells a variety of packaged meat
products to retail customers in North America. Products include
hot dogs and corn dogs, breakfast sausages and sandwiches,
smoked and dinner sausages, premium deli and luncheon meats,
bacon and cooked hams. The major brands include Hillshire Farm,
Ball Park, Jimmy Dean, Sara Lee, Bryan, State Fair and Kahn'’s.



North American Retail Bakery sells a wide variety of bakery products
to retail customers in North America including fresh and frozen
baked products and specialty items, including bread, buns, bagels,
rolls, muffins, specialty bread, frozen pies, cakes, cheesecakes and
other desserts. This segment includes the results of the corpora-
tion’s Senseo retail coffee business in the U.S. The major brands
include Sara Lee, Earth Grains, Colonial, Rainbo, Holsum, IronKids,
Mother’s, Sunbeam, Sun-Maid, Healthy Choice and Heiner’s, certain
of which are used under licensing arrangements.

Foodservice sells a variety of meat, bakery and beverage products
to foodservice customers in North America including hot dogs and
corn dogs, breakfast sausages and sandwiches, smoked and dinner
sausages, premium deli and luncheon meats, bacon, cooked and
dry hams, beef, turkey, bread, pastry, bagels, rolls, muffins, refriger-
ated dough, frozen pies, cakes, cheesecakes, roast, ground and liquid
coffee, cappuccinos, lattes, teas and a variety of sauces, dressings
and condiments. Sales are made in the foodservice channel to dis-
tributors, restaurants, hospitals and other large institutions. The
Foodservice segment also offers direct delivery of beverage products
to restaurants and warehouses through its direct delivery system.

International Beverage sells coffee and tea products in certain
markets around the world, including Europe, Australia and Brazil.
Sales are made in both the retail channel to supermarkets, ware-
house clubs and national chains, and in the foodservice channel to
distributors. The segment also offers direct delivery to restaurants
and warehouses through its direct delivery system. In Europe, some
of the more prominent brands are Douwe Egberts, Senseo, Maison
du Café, Marcilla, Merrild and Pickwick, while in South America,
significant brands include Café do Ponto, Café Caboclo, Unido

and Café Pilao.

International Bakery sells a variety of bakery and dough products
to retail and foodservice customers in Europe and Australia. Products
include a variety of bread, buns, rolls, specialty bread, refrigerated
dough and frozen desserts. Sales are made in the retail channel

to supermarkets, warehouse clubs and national chains and in the
foodservice channel to distributors and other institutions. The major
brands under which International Bakery sells its products include
Bimbo, CroustiPate, Ortiz, BonGateaux and Sara Lee.

Household and Body Care sells products in four primary categories:
body care, air care, shoe care and insecticides. Body care consists
of soaps, shampoos, bath and shower products, deodorants, shaving
creams and toothpastes, which are sold primarily in Europe under
brands such as Sanex, Duschdas, Radox, Monsavon and Zendium.
Air care provides air fresheners under the Ambi Pur brand in Europe,
Africa, Australia and certain Asian countries. Shoe care includes
polishes, cleaners and wax primarily under the Kiwi brand in many
countries around the world. Insecticides are sold primarily in Europe
and Asia under brands such as Vapona, Catch, GoodKnight, Bloom
and Ridsect.

The following is a summary of results by business segment:

In millions 2008 2007 2006
Net sales
North American Retail Meats $ 2424 $ 2,355 $ 2,259
North American Retail Bakery 2,183 1,998 1,871
Foodservice 2,221 2,197 2,179
International Beverage 3,215 2,617 2,320
International Bakery 929 799 742
Household and Body Care 2,291 2,042 1,827
Total business segments 13,263 12,008 11,198
Intersegment sales (51) (25) (23)

Net sales $13,212 $11,983 $11,175

The following tables summarize the components of the
percentage change in net sales as compared to the prior year.

Net Sales Bridge — Components of Change 2008 versus 2007

Price/Mix/ Acquisitions/

Volume Other Dispositions Currency Total
North American
Retail Meats 21 % 0.9 % -% -% 3.0%
North American
Retail Bakery 1.3 7.9 - - 9.2
Foodservice 3.1) 4.0 - 0.2 14
International Beverage 1.5 71 - 14.3 22.9
International Bakery 0.3 2.7 - 13.1 16.1
Household and
Body Care 4.6 (2.4) 01 9.9 12.2
Total business
segments 1.2 % 3.4 % -% 5.7% 10.3%
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Net Sales Bridge — Components of Change 2007 versus 2006

Price/Mix/ Acquisitions/

Volume Other Dispositions Currency Total
North American
Retail Meats 3.6 % 0.6 % - % -% 4.2%
North American
Retail Bakery (3.9) 5.0 5.7 - 6.8
Foodservice 1.8) 2.6 - - 0.8
International Beverage 1.6 6.1 (2.5) 7.6 12.8
International Bakery 1.9 1.1) - 7.0 7.8
Household and
Body Care 5.6 (0.1) 0.4 5.9 11.8
Total business
segments 0.7 % 31 % 0.5 % 2.9% 7.2%

Operating segment income and total income from continuing
operations for 2008, 2007 and 2006 are as follows:

In millions 2008 2007 2006
Income from continuing operations

before income taxes
North American Retail Meats $ 175 $ 94 $ 136
North American Retail Bakery 55 2) (197)
Foodservice (295) 139 116
International Beverage 547 317 388
International Bakery (346) 38 20
Household and Body Care 315 272 216

Total operating segment income 451 858 679
Amortization of intangibles (67) (64) (58)
General corporate expenses (254) (352) (319)
Contingent sale proceeds 130 120 114

Total operating income 260 562 416
Interest expense, net (100) (133) (227)

Income from continuing operations

before income taxes $ 160 $ 429 $ 189
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A discussion of each business segment’s sales and operating
segment income is presented on the following pages.
The change in unit volumes for each business segment excludes

the impact of acquisitions and dispositions, if any.

The amortization of intangibles in the preceding table relates
to trademarks and customer relationships. Software amortization

is recognized in the earnings of the segments.

General corporate expenses decreased in 2008 by $98 million
due to lower transformation related costs, a reduction in pension
and other benefit plan expenses and the non-recurrence of costs
associated with the corporation’s hedging program. General corporate
expenses increased by $33 million in 2007 as compared to 2006
primarily due to costs associated with the corporation’s hedging
program in 2007 partially offset by lower costs associated with
the transformation and lower corporate office and administrative

expenses as compared to the prior year.

The impact of the costs related to exit activities and asset
and business dispositions, transformation costs and impairment
charges on the corporation’s business segments and general

corporate expenses are summarized as follows:

In millions 2008 2007 2006
North American Retail Meats $ 33 $112 $ 48
North American Retail Bakery 4 48 208
Foodservice 436 11 21
International Beverage 15 139 16
International Bakery 409 18 44
Household and Body Care 7 17 28

Impact on the business segments 904 345 365
General corporate expenses 37 72 103
Impact on income from continuing

operations before income taxes $941 $417 $468

The most significant charges in the above table relate to
impairment charges. In 2008, impairment charges of $431 million
and $400 million were recognized in Foodservice and International
Bakery, respectively. In 2007, an impairment charge of $118 million
was recoghized in International Beverage, while in 2006 an impair-
ment charge of $179 million was recognized in North American Retail
Bakery. Additional information regarding the amount and nature of
the above charges is provided in the individual business segment

discussions that follow.



North American Retail Meats

Dollar Percent Dollar Percent

In millions 2008 2007 Change Change 2007 2006 Change Change
Net sales $2,424 $2,355 $69 3.0% $2,355 $2,259 $ 96 4.2 %
Operating segment income $ 175 $ 94 $81 87.2% $ 94 $ 136 $(42) (31.6)%
Increase/(decrease) in operating segment income from

Exit activities, asset and business dispositions $ (13) $ (34) $21 $ (34) $ (15) $(19)

Transformation charges - @a7) 17 @a7) (21) 4

Impairment charge (20) (34) 14 (34) - (34)

Vacation accrual - - - - 3 (3)

Accelerated depreciation - (27) 27 (27) (5) 12)

Total $ (33) $ (112) $79 $ 112) $ (48) $(64)

Gross margin % 28.5 % 27.8 % 0.7% 27.8 % 28.2 % (0.4)%

2008 versus 2007 Net sales in 2008 increased by $69 million,

or 3.0%, due to a 6.5% increase in the net sales of retail meats,
which resulted from higher volumes and positive pricing actions to
offset the higher commodity and other raw material costs. The strong
improvement in retail meats sales was partially offset by a 32.6%
decline in the net sales of non-retail commodity meats, due to an
unfavorable shift in sales mix. Unit volumes in the North American
Retail Meats segment increased 2.1% with an 8.7% increase in non-
retail commodity unit volumes and a 0.6% increase in unit volumes
for retail products. In 2007, the corporation completed the shutdown
of its pork slaughtering and meat production facility that supplied prod-
ucts to both the retail and commodity categories. Exiting this facility
had a negative impact on volumes in the retail products category

in 2008 as some processed products from the slaughter operation
were sold in the retail products category in prior years. Excluding the
impact of the exit of these product categories, unit volumes in the
retail products category were up 3.7%. The increased unit volumes

in this retail category were driven by growth in hot dogs, cooked break-

fast sausages, and sliced luncheon meats. For non-retail commodities,
exiting the production facility had the impact of increasing unit volumes
as whole hogs are now being sold to another meat processor, result-
ing in an increase in non-retail commodity unit volumes for the year,
but lower overall non-retail commodity meat revenues due to the low
sales price per unit for hogs.

Operating segment income increased by $81 million, or
87.2%, in 2008. The net impact of the change in exit activities,
asset and business dispositions, transformation charges, impair-
ment charges and accelerated depreciation increased operating
segment income by $79 million, or 86.4%. The remaining operating
segment income increase of $2 million, or 0.8%, was the result of
the volume improvements in certain product categories, an improved
product mix, savings from continuous improvement programs and
pricing actions partially offset by higher commodity, labor, fuel
and other manufacturing costs.

2007 versus 2006 Net sales in 2007 increased by $96 million, or
4.2% over 2006. The increase in net sales was due to higher retail
unit volumes and a favorable product mix. Unit volumes increased
3.6% as compared to 20086, driven by a 4.0% increase in retail unit
volumes due to higher volumes for breakfast sandwiches, lunch com-
bos, ultra thin slice meats, hot dogs and smoked sausages and a
1.9% increase in commodity meats. The favorable mix was due to

a shift to higher value added products.

Operating segment income declined by $42 million, or 31.6%, in
2007. The net impact of the amounts identified in the table above
reduced operating segment income by $64 million. The remaining
operating segment income increase of $22 million, or 11.6%, was
due to the favorable impact of higher volumes, an improved product
mix, savings from continuous improvement programs and a reduction
in pension, postretirement and other benefit plan costs, which were
partially offset by higher commodity costs, higher media advertising
and promotion expenses to support new product introductions, and
higher distribution and administrative costs due to the impact of
inflation on labor and other costs.
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North American Retail Bakery

Dollar Percent Dollar Percent

In millions 2008 2007 Change Change 2007 2006 Change Change
Net sales $2,183 $1,998 $185 9.2 % $1,998 $1,871 $127 6.8%
Increase/(decrease) in net sales from

Acquisition/dispositions $ - $ - $ - $ 106 $ - $106
Operating segment income (loss) $ 55 $ (2) $ 57 NM $ (2) $ (197 $195 99.1%
Increase/(decrease) in operating segment income from

Exit activities, asset and business dispositions $ 3) $ (8) $ 5 $ ‘8 $ (7) $ (1)

Transformation charges ) (21) 20 (21) (a8) (3)

Impairment charge - ae) 16 (ae) (179) 163

Acquisition/dispositions - - - 7 - 7

Vacation accrual - - - - 3 (3)

Accelerated depreciation - 3) 3 (3) (7) 4

Total $ (4 s (48 $ 44 $ (41) S (208) $167

Gross margin % 46.0 % 46.4 % (0.4)% 46.4 % 46.2 % 0.2%

2008 versus 2007 The North American Retail Bakery segment
also includes the results of the corporation’s Senseo retail coffee
business in the U.S.

Net sales increased $185 million, or 9.2% over 2007. The
increase in net sales was attributable to positive pricing actions to
cover higher commodity costs and higher unit volumes. The pricing
actions were primarily in the fresh bakery channel. Net unit volumes
increased 1.3% due to an increase in unit volumes for branded fresh
and frozen bakery products as well as nonbranded fresh bakery
products. Sales of Sara Lee branded products continued their strong
growth, with an increase of 19% versus the prior year.

Operating segment income increased by $57 million in 2008.
The net impact of the change in exit activities, asset and business
dispositions, transformation charges, impairment charges and
accelerated depreciation increased operating segment income by
$44 million. The remaining operating segment income increase of
$13 million, or 29.7%, was due to the benefits of price increases,
hedging gains and savings from continuous improvement programs.
These benefits were offset somewhat by higher costs for key ingre-
dients and wages, and higher SG&A costs driven primarily by labor,
fuel, and selling expenses.
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2007 versus 2006 Net sales in 2007 increased $127 million,

or 6.8%, over 2006. Acquisitions completed after the start of fiscal
2006 increased sales by $106 million, or 5.7%, during the period.
The remaining increase in net sales of $21 million, or 1.1%, was pri-
marily attributable to certain selling price increases to offset higher
costs, which was partially offset by a 3.9% decline in unit volumes.
The lower unit volumes were the result of a decline in unbranded U.S.
fresh bread business, particularly with certain private label customers,
which was partially offset by increases in sales of frozen bakery
products. Sales of Sara Lee branded products were particularly
strong during the period, up 15% versus the prior year.

The segment reported an operating segment loss of $2 million
in 2007 compared to a loss of $197 million in 2006. The change
in exit activities, transformation and impairment charges and the
other items identified in the table above increased 2007 operating
segment income by $167 million. The remaining operating segment
income increase of $28 million was attributable to improved pricing
and product mix, the benefits of continuous improvement programs,
lower media advertising and promotion spending, and a reduction
in pension and postretirement benefit plan costs partially offset
by higher commodity and labor costs.



Foodservice

Dollar Percent Dollar Percent

In millions 2008 2007 Change Change 2007 2006 Change Change
Net sales $2,221 $2,197 $ 24 1.1 % $2,197 $2,179 $18 0.8 %
Increase/(decrease) in net sales from

Changes in foreign currency exchange rates $ - $ 4) $ 4 $ - $ @) $1
Operating segment income $ (295) $ 139 $(434) NM $ 139 $ 116 $23 20.2 %
Increase/(decrease) in operating segment income from

Changes in foreign currency exchange rates $ - $ - s - $ - $ - $ -

Exit activities, asset and business dispositions (5) (7) 2 (7) (8) 1

Transformation charges - 3) 3 (3) (8) 5

Impairment charge (431) - (431) - - -

Hurricane losses - - - - (5) 5

Vacation accrual - - - - 4 4)

Accelerated depreciation - @) 1 ) 4) 3

Total $ (436) $ (11) $(425) $ (11) $ (21) $10

Gross margin % 251 % 26.3 % 1.2)% 26.3 % 27.2 % (0.9)%

2008 versus 2007 Net sales increased $24 million, or 1.1% over
2007. Changes in foreign currency exchange rates, primarily the
Canadian dollar, increased net sales by $4 million, or 0.2%. The
remaining net sales increase of $20 million, or 0.9%, was due to
selected price increases to cover higher commodity costs and an
improved product mix related to beverage products partially offset
by a 3.1% decline in unit volumes. Net unit volumes decreased as

a result of volume declines for meat and beverage products partially
offset by higher volumes for private label bakery products. The volume
declines were due in part to the planned exit of certain low-margin
meats, sauces and dressing products, and overall volume softness
due to competitive and economic pressures.

Operating segment income decreased by $434 million versus
the prior year. The net change in exit activities, asset and business
dispositions, transformation charges, impairment charges and
accelerated depreciation decreased operating segment income
by $425 million. This change included $431 million of impairment
charges related to goodwill and fixed assets in the foodservice bakery
and beverage businesses. The remaining operating segment income
decline of $9 million, or 7.5%, was due to higher commodity and
overhead costs as well as lower unit volumes, partially offset by pric-
ing actions, and savings from continuous improvement initiatives.

2007 versus 2006 Net sales in 2007 increased $18 million, or 0.8%,
over the comparable prior year period. Changes in foreign currency
exchange rates, primarily the Canadian dollar, increased net sales
by $1 million. The remaining net sales increase of $17 million, or
0.8%, was due to price increases to cover higher commodity costs;
an improved sales mix reflecting growth in liquid coffee and a reduc-
tion in lower margin sauces; partially offset by a 1.8% decline in unit
volumes. Net unit volumes declined during the period as increases
for meat products were offset by declines in roast and ground coffee,
sauces and dressing products and bakery products.

Operating segment income increased by $23 million, or 20.2%,
in 2007. The change in exit activities, transformation expenses,
accelerated depreciation, hurricane losses and a change in vacation
accrual increased operating segment income by $10 million, or 8.6%.
The remaining operating segment income increased by $13 million,
or 11.5%, due to lower SG&A costs driven by savings from contin-
uous improvement initiatives, the impact of higher pricing and a
reduction in pension and postretirement benefit plan costs partially
offset by higher commodity costs and the negative impact of infla-
tion on employee costs.
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International Beverage

Dollar Percent Dollar Percent

In millions 2008 2007 Change Change 2007 2006 Change Change
Net sales $3,215 $2,617 $598 22.9 % $2,617 $2,320 $ 297 12.8 %
Increase/(decrease) in net sales from

Changes in foreign currency exchange rates $ - $ (347) $347 $ - $ (162) $ 162

Dispositions - 2 (2) - 51 (51)

Total $ - $ (345) $345 $ -  $ (111 $111
Operating segment income $ 547 $§ 317 $230 72.8 % $ 317 $ 388 $ (71) (18.4)%
Increase/(decrease) in operating segment income from

Changes in foreign currency exchange rates $ - $ (59) $ 59 $ - $ (28) $ 28

Exit activities, asset and business dispositions 4) 12) 8 12) 3 (15)

Transformation charges (10) (8) (2) (8) ae) 8

Impairment charge - (118) 118 (118) - (118)

Dispositions - - - - 8 (8)

Accelerated depreciation ) ) - 1) 3) 2

Total $ (15) $ (198) $183 $ (139) $ (36) $(103)

Gross margin % 41.4 % 43.0 % (1.6)% 43.0 % 43.5 % (0.5)%

2008 versus 2007 Net sales increased by $598 million, or 22.9%.
The impact of changes in foreign currency exchange rates, particu-
larly in the European euro and Brazilian real, increased reported net
sales by $347 million, or 14.3%, while a disposition decreased sales
by $2 million. The remaining net sales increase of $253 million, or
8.6%, was due to the impact of pricing actions, a favorable sales
mix into higher priced single serve products and concentrates, and
an increase in unit volumes. Net unit volumes increased 1.5% with
increases in both the retail and foodservice sectors. In the retail
channel, volume growth was driven by increases in single-serve
products, especially in France and the Netherlands, and in instant
coffees. Unit volume growth in the foodservice channel was driven
by increased sales of concentrates.

Operating segment income increased by $230 million, or 72.8%.
Changes in foreign currency exchange rates increased operating
segment income by $59 million, or 14.2%. The net impact of the
change in exit activities, asset and business dispositions, trans-
formation charges, accelerated depreciation and impairment charges
increased operating segment income by $124 million, or 49.4%.
The remaining operating segment income increase of $47 million,
or 9.2%, was due to the favorable impact of price increases, higher
unit volumes and the benefits of continuous improvement programs,
which were partially offset by higher green coffee and packaging
costs and an increase in SG&A costs due to higher labor costs
to support general growth in the business.
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2007 versus 2006 Net sales in 2007 increased by $297 million,
or 12.8%. The impact of changes in foreign currency exchange rates,
particularly the European euro, increased reported net sales by
$162 million, or 7.6%. Dispositions completed after the start of
2006 reduced net sales by $51 million, or 2.5%, during the year.
The remaining net sales increase of $186 million, or 7.7%, was due
to an improved product mix, higher unit volumes and price increases
to pass on certain raw material cost increases to the customer. Net
unit volumes in the International Beverage segment increased 1.6%
compared to the prior year, as unit volumes for retail coffee products
increased 1.7% while foodservice coffee unit volumes increased
0.4%. Unit volume growth in retail was driven by strong double digit
growth in single-serve coffee in Europe and growth in roast and
ground coffee in Brazil.

Operating segment income decreased $71 million, or 18.4%,
in 2007. Changes in foreign currency exchange rates increased
operating segment income by $28 million, or 7.7%. The net impact
of the change in the remaining items identified in the table above
decreased operating segment income by $131 million, or 33.5%. The
remaining operating segment income increase of $32 million, or 7.4%,
was due to higher unit volumes, an improved product mix and lower
pension costs, partially offset by higher selling and administrative
costs and higher media advertising and promotion expense.



International Bakery

Dollar Percent Dollar Percent

In millions 2008 2007 Change Change 2007 2006 Change Change
Net sales $ 929 $ 799 $130 16.1 % $799 $742 $57 7.8 %
Increase/(decrease) in net sales from

Changes in foreign currency exchange rates s - $(102) $102 $ - $ (51) $51
Operating segment income $(346) $ 38 $(384) NM % $ 38 $ 20 $18 91.3 %
Increase/(decrease) in operating segment income from

Changes in foreign currency exchange rates s - $ (7) $ 7 $ - $ (5) $5

Exit activities, asset and business dispositions (7) (14) 7 (14) (25) 11

Transformation charges (2) 4) 2 4) (5) 1

Impairment charge (400) - (400) - (14) 14

Total $(409) $ (25) $(384) $ (18) $ (49) $31

Gross margin % 37.6 % 40.0 % (2.4)% 40.0 % 41.8 % 1.8)%

2008 versus 2007 Net sales in 2008 increased $130 million,

or 16.1% over 2007. The impact of changes in foreign currency
exchange rates, particularly in the European euro, increased reported
net sales by $102 million, or 13.1%. The remaining net sales increase
of $28 million, or 3.0%, was primarily a result of price increases to
cover higher commodity costs and higher unit volumes in Europe, par-
tially offset by an unfavorable sales mix due to an increase in private
label sales. Net unit volumes increased 0.3% due to an increase in
private label fresh bread volumes in Spain, and refrigerated dough
volumes in Europe, which were partially offset by a volume decline

in private label frozen products and the planned exit of certain prod-
ucts in Australia.

Operating segment income in 2008 decreased by $384 million
versus 2007. Changes in foreign currency exchange rates increased
operating segment income by $7 million, or 12.6%. The net impact
of the change in exit activities, asset and business dispositions,
transformation charges and impairment charges decreased operating
segment income by $391 million due primarily to a $400 million
goodwill impairment charge related to the Spanish bakery operations.
The remaining operating segment income was unchanged versus the
prior year as favorable pricing actions and savings from continuous
improvement programs were offset by higher commodity and labor
costs and an unfavorable sales mix shift to private label in Spain.

2007 versus 2006 Net sales increased $57 million, or 7.8%, in
2007. The impact of changes in foreign currency exchange rates,
particularly in the European euro, increased reported net sales by
$51 million, or 7.0%. The remaining net sales increase of $6 million,
or 0.8%, was a result of higher unit volumes and price increases to
offset certain cost increases. Net unit volumes increased 1.9% in
2007 with increases in unit volumes for refrigerated dough products
and fresh bread in Europe and frozen baked goods in Australia.

Operating segment income increased by $18 million, or 91.3%,
in 2007. The impact of changes in foreign currency exchange rates
increased operating segment income by $5 million, or 5.8%. The
net impact of changes related to exit activities and transformation
expenses increased operating segment income by $26 million, or
104.0%. The remaining decline in operating segment income of
$13 million, or 18.5%, was primarily due to an unfavorable product
mix due to a shift into discount channels and higher commodity,
energy and employee costs, which were partially offset by savings
from continuous improvement initiatives.
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Household and Body Care

Dollar Percent Dollar Percent

In millions 2008 2007 Change Change 2007 2006 Change Change
Net sales $2,291 $2,042 $249 12.2 % $2,042 $1,827 $215 11.8 %
Increase/(decrease) in net sales from

Changes in foreign currency exchange rates $ - $ (197) $197 $ - $ (102) $102

Acquisition/dispositions 2 - 2 10 3 7

Total $ 2 $ (197) $199 $ 10 $ (99) $109
Operating segment income $ 315 $ 272 $ 43 15.7 % $ 272 $ 216 $ 56 25.7 %
Increase/(decrease) in operating segment income from

Changes in foreign currency exchange rates $ - $ (249) $ 24 $ - $ (11) $ 11

Exit activities, asset and business dispositions 1 - 1 - @) 1

Transformation charges (8) a3) 5 a3) 19) 6

Impairment charge - 4) 4 4) - 4)

Acquisition ) - 1) 1) - 1)

Accelerated depreciation - - - - (8) 8

Total $ (8 $ @A) $ 33 $ (18) $ (39) $ 21

Gross margin % 49.4 % 49.8 % (0.4)% 49.8 % 49.9 % (0.1)%

2008 versus 2007 Net sales in 2008 increased $249 million, or
12.2%. The impact of changes in foreign currency exchange rates
increased reported net sales by $197 million, or 9.9%, primarily due
to the strengthening of the European euro, Indian rupee, Danish
krone and the British pound. The 2008 net sales includes $2 million
from an acquisition made after the start of 2007, which increased
net sales by 0.1%. The remaining net sales increase of $50 million,
or 2.2%, was due to higher unit volumes, partially offset by increased
trade promotions related to new product launches and competitive
market pressures. Unit volumes for the four core categories — shoe
care, body care, air care and insecticides — increased 4.6%, primarily
as a result of increased volumes in body care products driven by
promotional activities and air care products due to the continuing
success of new products, partially offset by a decline in insecticide
volumes due to unfavorable weather conditions in Europe.

Operating segment income in 2008 increased $43 million,
or 15.7%. Changes in foreign currency exchange rates increased
operating segment income by $24 million, or 8.9%. The net change
in exit activities, asset and business dispositions, transformation
charges and an impairment charge increased operating segment
income by $10 million, or 3.8%. The 2008 results include $1 mil-
lion of losses from an acquisition made after the start of 2007.
The remaining operating segment income increase of $10 million,
or 3.3%, was due to the higher unit volumes and savings from con-
tinuous improvement initiatives, partially offset by an increase in
trade promotions, higher SG&A costs due to higher labor costs,
an $8 million charge for legal matters and higher commodity
and packaging costs.
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2007 versus 2006 Net sales increased $215 million, or 11.8%
in 2007. The impact of changes in foreign currency exchange rates,
primarily the European euro and British pound sterling, increased
net sales by $102 million, or 5.9%. The impact of acquisitions, net of
product lines that had been disposed of after the start of 2006
increased net sales by $7 million, or 0.4%. The remaining net sales
increase of $106 million, or 5.5%, was due to higher unit volumes and
an improved product mix. Unit volumes for the four core categories
increased 5.6% in 2007, driven primarily by strong unit volume growth
for insecticides, body care and air care products. Insecticide volumes
grew due to strength in India and Europe. Body care unit volumes
increases were driven by strong volumes across this core category
particularly in deodorants and bath and shower products. Air care
volumes increased behind new product introductions.

Operating segment income increased $56 million, or 25.7%,
in 2007. Changes in foreign currency exchange rates increased
operating segment income by $11 million, or 5.2%. The change in
transformation charges, exit activities, an impairment charge, and
accelerated depreciation between 2006 and 2007 increased oper-
ating segment income by $11 million, or 7.7%, in 2007. Acquisitions
reduced operating segment income by $1 million, or 0.5%. The remain-
ing operating segment income increased by $35 million, or 13.3%,
due to an increase in unit volumes, the favorable impact of cost
saving initiatives and a reduction in pension costs, partially offset
by higher media advertising and promotion to support new products.



Financial Condition

The corporation’s cash flow statements include amounts related
to discontinued operations through the date of disposal. The
discontinued operations had a significant impact on the cash
flows from operating, investing and financing activities in 2007
and 2006.

Cash from Operating Activities The total cash generated from
operating activities was $606 million in 2008, $492 million in
2007 and $1,265 million in 2006.

The cash from operating activities generated by continuing
and discontinued operations is summarized in the following table:

In 2007, the primary changes in working capital which impacted
cash from operations were a $270 million decline in accrued liabilities
related to cash contributions to pension and postretirement plans and
various operating expenses. In addition, the corporation made cash
payments for income taxes of $378 million and used $106 million
to fund an increase in inventories, which was partially offset by a
$93 million increase in accounts payable. In 2006, the corporation
reduced inventories, generating $108 million of cash, which was
offset by $132 million of additional cash that was used to fund
various accrued liabilities and other current assets.

Cash from Investment Activities In 2008, $196 million of cash was
used in investment activities, while the corporation received $568 mil-

2008 2007 2006 lion from investment activities in 2007 and $365 million in 2006.

Cash from operating activities Net cash (used in) generated from investment activities is split

Continuing operations $596 $404 $ 405 Dbetween continuing and discontinued operations as follows:

Discontinued operations 10 88 860

Total $606 $492 $1,265 2008 2007 2006

Cash from (used in) investment activities
The increase in cash from operating activities of $114 million Continuing operations $(188) $615 $ 704

in 2008 was due to an increase in earnings, after adjusting for the Discontinued operations (8) 47) (339)
non-cash impairment and other charges, partially offset by an increase Total $(196) $568 $ 365

in cash used to fund working capital requirements.

Changes in current assets and liabilities resulted in the usage
of $507 million of cash in 2008, $527 million in 2007 and $44 mil-
lion in 2006. In 2008, the primary changes in working capital which
impacted cash flow from operations were:

e Accrued liabilities, other than income taxes, declined by

$318 million due to $194 million of cash contributions to pension
and postretirement plans and a reduction in accrued liabilities
resulting from cash expenditures exceeding expenses for various
operating expenses.

¢ Accrued taxes increased by $18 million primarily as a result of a
current tax provision of $468 million partially offset by $459 million
of cash tax payments.

¢ Cash was used to fund a $117 million increase in inventories
and a $92 million increase in accounts receivable during the year
due in part to the general growth in the business, as well as higher
commodity costs with respect to inventories.

The most significant reason for the decline in cash from operating
activities from 2006 to 2007 was the disposition of a number of
businesses which are reported as discontinued operations. The
Branded Apparel Americas/Asia and the European Meats businesses,
which were disposed of in the first quarter of 2007, generated the
majority of the cash from operating activities related to discontin-
ued operations in 2007 and a significant portion of the 2006
amount as well.

A significant amount of cash was received in 2007 and 2006 from
the disposition of businesses and assets as well as the cash received
from the collection of loans receivable related to prior business dis-
positions. In total, $223 million, $1,224 million and $1,101 million
were received in 2008, 2007 and 2006, respectively.

During 2008, the corporation completed the disposition of its
meat operations in Mexico and received $55 million. It also received
95 million euros or $130 million in contingent proceeds from the
previous sale of the corporation’s tobacco product line. The increase
versus the prior year was due to a change in foreign currency
exchange rates.

During 2007, the corporation completed the disposition of
Hanesbrands and the European Meats businesses. The net assets
of businesses disposed of included certain intercompany loans
payable which were paid shortly after the businesses were disposed
of. The corporation received $688 million of cash in total from the
settlement of these notes receivable — $450 million of cash received
was related to the Hanesbrands disposition and $238 million was
related to the European Meats disposition. The corporation also
received $346 million in proceeds primarily related to the disposition
of the European Meats business and received 95 million euros
or $120 million in contingent proceeds from the sale of the
corporation’s tobacco product line.
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In 2006, cash proceeds from dispositions of businesses and
assets were $1,101 million, which includes proceeds from the sale
of several businesses that are reported in discontinued operations,
the sale of certain working capital, trademarks and assets related
to certain suncare and rice product lines, proceeds from the sale of
an investment in a foreign company and $114 million in contingent
proceeds from the sale of the corporation’s tobacco product line.

The corporation spent $515 million, $631 million and $625 million
for the purchase of property, equipment, computer software and
intangibles in 2008, 2007, and 2006, respectively. The higher level
of spending in 2007 and 2006 were due in part to an increase in
expenditures for certain information technology assets and for certain
costs for the corporation’s new headquarters facility in Downers
Grove, lllinois and other facilities that are being used to centralize
management. The corporation expects capital expenditures for
property and equipment to be approximately $500 million in 2009
due to a reduction in projected expenditures related to information
technology assets.

In 2008 and 2007, the corporation did not expend any funds to
make any business acquisitions. However, in 2006, the corporation
used $78 million of cash for the purchase of certain businesses,
the largest of which was Butter-Krust Baking, a Mid-Atlantic fresh
bread and baking company for $53 million.

Cash from Financing Activities The total cash used in financing
activities was $1,811 million in 2008, $913 million in 2007 and
$41 million in 2006. The net cash (used in) received from financing
activities is split between continuing and discontinued operations
as follows:

2008 2007 2006
Cash (used in) received
from financing activities
Continuing operations $(1,806) $(857) $ 509
Discontinued operations (5) (56) (550)
Total $(1,811) $(913) $ (41)

Significant items impacting the cash used in financing activities
are discussed below.

Purchases of Common Stock The corporation expended $315
million to repurchase shares of its common stock in 2008, versus
$686 million and $561 million in 2007 and 20086, respectively.

An ongoing share repurchase program is in place that allows the
repurchase of the corporation’s common stock at times management
deems appropriate, given current market valuations. During 2008,
the corporation repurchased 20 million shares of its common
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stock. At June 28, 2008, the corporation had approximately 24.8
million shares remaining on its existing share authorization. The
corporation intends to repurchase additional shares in 2009 with
a total value of $500 million. These repurchases will be influenced
by market conditions and other factors.

Long-Term Borrowings During 2008, the corporation had net
repayments of long-term borrowings of $1,456 million. During
2007, the corporation had net borrowings of long-term debt of
$2,479 million versus net repayments of long-term borrowings
of $430 million in 2006. As noted below, prior to the 2007 spin
off, Hanesbrands borrowed $2,558 million, which is included in
the $2,479 million of net borrowings in 2007. In 2008 and 2006,
the corporation utilized a combination of cash on hand and short-
term borrowings to repay maturing long-term debt.

Prior to being spun off by the corporation, Hanesbrands
borrowed $2,600 million from a group of banks. Net of loan origina-
tion fees, Hanesbrands received $2,558 million of cash proceeds,
and this amount is included in the corporation’s borrowings of
long-term debt. Using a portion of the proceeds received from the
borrowing, Hanesbrands paid a dividend of $1,950 million to the
corporation. Immediately following this dividend, the corporation
distributed to stockholders of record one share of Hanesbrands
common stock for every eight shares of Sara Lee common stock
held. A total of $650 million of cash was transferred to Hanesbrands
at the spin off date.

Short-Term Borrowings During 2008 and 2006, the corporation
had net short-term borrowings of $251 million and $1,528 million,
respectively, versus net repayments of short-term borrowings in 2007
of $1,720 million. In 2007, the corporation utilized a combination
of cash on hand and the proceeds from the borrowing of long-term
debt noted above to fund the repayments.

At the end of 2006, the corporation chose not to utilize cash on
hand to repay outstanding notes payable borrowings that had been
made during the year as it had done in prior years. This resulted in
a higher amount of cash on the balance sheet at the end of 2006
and higher borrowings of short-term debt, which are reflected in the
corporation’s cash flow statement as a financing activity.

Cash Dividends Dividends paid during 2008 were $296 million,
as compared to the $374 million paid in 2007 and $605 million
paid in 2006. The decline in dividends paid in 2008 is due to a
lower number of shares outstanding due to the impact of the share
repurchase program. The decline in the dividends paid in 2007
versus 2006 was primarily due to the reduction in the annual divi-
dend rate after the spin off of Hanesbrands, from $0.79 per share
in 2006 to $0.40 per share in 2007. The annual dividend rate

in 2008 was $0.42 per share.



Liquidity

Notes Payable Notes payable increased from $23 million in

2007 to $280 million in 2008 as the corporation utilized short-term
borrowings to repay a portion of its maturing long-term debt. The
corporation had cash and cash equivalents on the balance sheet
at the end of 2008 and 2007 of $1,284 million and $2,517
million, respectively.

Debt The corporation’s total long-term debt decreased $1,289 million
in 2008, to $2,908 million at June 28, 2008, primarily due to the
use of cash on hand and short term borrowings to repay long-term
debt that matured during the year. The corporation’s total remaining
long-term debt of $2,908 million is due to be repaid as follows:
$568 million in 2009, $52 million in 2010, $20 million in 2011,
$1,128 million in 2012, $517 million in 2013 and $623 million
thereafter. Of the amounts that are due to be repaid in 2009, approx-
imately $394 million matures in the second quarter, $5 million
matures in the third quarter, $152 million matures in the fourth quar-
ter and the remainder matures throughout the year. Debt obligations
due to mature in the next year are expected to be satisfied with cash
on hand, cash from operating activities or with additional borrowings.

Including the impact of swaps, which are effective hedges and
convert the economic characteristics of the debt, the corporation’s
long-term debt and notes payable consist of 66.2% fixed-rate debt
as of June 28, 2008, as compared with 60.7% as of June 30, 2007.
The increase in fixed-rate debt at the end of 2008 versus the end of
2007 is due to the repayment of long-term variable rate debt during
the period and the impact of changes in foreign currency exchange
rates. The corporation monitors the interest rate environments in the
geographic regions in which it operates and modifies the components
of its debt portfolio as necessary to manage interest rate and
foreign currency risks.

Pension Plans As shown in Note 19 to the Consolidated Financial
Statements, titled “Defined Benefit Pension Plans,” the funded status
of the corporation’s defined benefit pension plans is defined as the
amount the projected benefit obligation exceeds the plan assets.
The underfunded status of the plans is $321 million at the end of
fiscal 2008 as compared to $580 million at the end of fiscal 2007.
The corporation expects to contribute $196 million of cash to
its pension plans in 2009 as compared to $175 million in 2008,
$191 million in 2007 and $331 million in 2006. The 2009 contri-
butions are for pension plans of continuing operations and pension
plans where the corporation has agreed to retain the pension liabil-
ity after certain business dispositions were completed. The exact
amount of cash contributions made to pension plans in any year is
dependent upon a number of factors, including minimum funding
requirements in the jurisdictions in which the company operates,

the timing of cash tax benefits for amounts funded and arrangements
made with the trustees of certain foreign plans. As a result, the
actual funding in 2009 may be materially different from the estimate.
During 2006, the corporation entered into an agreement to fully
fund certain U.K. pension obligations by 2015. The anticipated 2009
contributions reflect the amounts agreed upon with the trustees of
these U.K. plans. Under the terms of this agreement, the corporation
will make annual pension contributions of 32 million British pounds
to the U.K. plans through 2015. Subsequent to 2015, the corporation
has agreed to keep the U.K. plans fully funded in accordance with
local funding standards. If at any time prior to January 1, 2016,
Sara Lee Corporation ceases having a credit rating equal to or greater
than all three of the following ratings, the annual pension funding of
these U.K. plans will increase by 20%: Standard & Poor’s minimum
credit rating of “BBB-,” Moody’s Investors Service minimum credit
rating of “Baa3” and FitchRatings minimum credit rating of “BBB-."
The corporation’s credit ratings are currently above these levels and
are discussed below in this Liquidity section.

Repatriation of Foreign Earnings and Income Taxes Since 2006,
the corporation has adopted a policy of repatriating a higher level
of foreign sourced earnings to fund U.S. cash requirements. The
Hanesbrands business that was spun off in 2007 historically gener-
ated a significant amount of cash from operations within the U.S.,
which was used to service debt payments, dividends and other domes-
tic capital requirements. As a result of the spin off of Hanesbrands
and the disposition of a number of significant European operations,
the corporation has repatriated dividends annually since 2006 and
will likely continue to do so in the future. This policy will increase the
corporation’s income tax rate and increase cash income taxes paid.

The tax costs associated with the anticipated repatriation of
foreign earnings are recognized as the amounts are earned. However,
the corporation pays the tax liability upon completing the repatria-
tion action.

During the first quarter of 2008, the corporation repatriated
$1.4 billion of foreign accumulated earnings to the U.S. The taxes
paid on the $1.4 billion dividend were fully accrued in 2007 and prior
years. This dividend, in isolation, would have required the payment
of approximately $420 million of cash taxes over the remainder of
2008. However, other income or losses generated by the business
impacted the ultimate amount of 2008 cash taxes paid. During 2008
the corporation accrued $125 million of taxes payable relating to the
repatriation of $720 million of 2008 foreign earnings. This repatria-
tion, in isolation, will result in a payment of $125 million of cash
tax in 2009. However, other income or losses generated by the
business will impact the ultimate cash tax payment.
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Cash and Equivalents, Short-Term Investments and Cash Flow
The corporation’s cash balance of $1,284 million at the end

of 2008 was invested in interest-bearing bank deposits that are
redeemable on demand by the corporation. A significant portion
of cash and equivalents are held by the corporation’s subsidiaries
outside of the U.S. A portion of these balances will be used to
fund future working capital and other funding requirements.

The corporation has also recognized amounts for transformation
and other restructuring charges and at the end of 2008 recognized
a liability of approximately $110 million that relates primarily to
future severance and other lease and contractual payments. These
amounts will be paid when the obligation becomes due, and the
corporation expects a significant portion of these amounts will be
paid in 2009. The anticipated 2009 payments of cash taxes and
severance associated with previously recognized exit activities will
have a significant negative impact on cash from operating activities.

Dividend Annual dividend amounts paid per share by the corporation
were $0.41 in 2008, $0.50 in 2007, and $0.79 in 2006. Future
dividends are determined by the corporation’s Board of Directors
and are not guaranteed.

Credit Facilities and Ratings The corporation has a $1.85 billion
five-year revolving credit facility available which management considers
sufficient to satisfy its operating requirements. This facility expires
in December 2011 and the pricing under this facility is based upon
the corporation’s current credit rating. At June 28, 2008, the corpo-
ration had not borrowed under the facility and the facility does not
mature or terminate upon a credit rating downgrade. The facility
contains a number of typical covenants, which the corporation is
in compliance with, including a requirement to maintain an interest
coverage ratio of at least 2.0 to 1.0. The interest coverage ratio is
generally defined as a ratio of pretax income (excluding net interest
expense, any extraordinary or non-recurring non-cash charges or
gains), to net interest expense. For the 12 months ended June 28,
2008, the corporation’s interest coverage ratio was 11.2 to 1.0.
The corporation’s credit ratings by Standard & Poor’s, Moody’s
Investors Service and FitchRatings, as of June 28, 2008, were
as follows. Standard & Poor’s and Moody’s Investors Service have
the corporation’s long-term credit rating classified as having a
negative outlook.

Senior
Unsecured Short-term
Obligations  Borrowings Outlook
Standard & Poor’s BBB+ A-2 Negative
Moody’s Baal P-2 Negative
FitchRatings BBB F-2 Stable

Changes in the corporation’s credit ratings result in changes in
the corporation’s borrowing costs. The corporation’s current short-
term credit rating allows it to participate in a commercial paper
market that has a number of potential investors and a historically
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high degree of liquidity. A downgrade of the corporation’s short-term
credit rating would place the corporation in a commercial paper
market that would contain significantly less market liquidity than

it currently operates in with a rating of “A-2,” “P-2,” or “F-2.” This
would reduce the amount of commercial paper the corporation
could issue and raise its commercial paper borrowing cost. To the
extent that the corporation’s operating requirements were to exceed
its ability to issue commercial paper following a downgrade of its
short-term credit rating, the corporation has the ability to use avail-
able credit facilities to satisfy operating requirements, if necessary.

Off-Balance Sheet Arrangements The off-balance sheet
arrangements that are reasonably likely to have a current or future
effect on the corporation’s financial condition are lease transactions
for facilities, warehouses, office space, vehicles and machinery
and equipment.

Leases The corporation has numerous operating leases for
manufacturing facilities, warehouses, office space, vehicles and
machinery and equipment. Operating lease obligations are scheduled
to be paid as follows: $116 million in 2009, $76 million in 2010,
$53 million in 2011, $33 million in 2012, $26 million in 2013 and
$102 million thereafter. The corporation is also contingently liable
for certain long-term leases on property operated by others. These
leased properties relate to certain businesses that have been sold.
The corporation continues to be liable for the remaining terms of
the leases on these properties in the event that the owners of the
businesses are unable to satisfy the lease liability. The minimum
annual rentals under these leases are as follows: $29 million in
2009, $27 million in 2010, $23 million in 2011, $18 million in
2012, $14 million in 2013 and $61 million thereafter.

Future Contractual Obligations and Commitments During 2007,
the corporation exited a U.S. meat production plant that included

a hog slaughtering operation. Certain purchase contracts for the
purchase of live hogs at this facility were not exited or transferred
after the closure of the facility. These contracts, the majority of
which will expire by December 2009, represent the purchase of
approximately $158 million of hogs over the remaining life of the
contracts. Under the terms of these contracts, the corporation must
continue to purchase these live hogs and therefore, the corporation
has entered into a hog sales contract under which these hogs will be
sold to another slaughter operator. The corporation’s purchase price
of these hogs is generally based on the price of corn products, and
the corporation’s selling price for these hogs is generally based on
USDA posted hog prices. Divergent movements in these indices will
result in either gains or losses on these hog transactions. Expected
losses from the sale of these hogs are recognized when the loss is
probable of occurring. At the end of 2008, based on current market
pricing, the corporation deemed that it was not probable that material
future near-term losses would occur. The contractual commitment
for these purchases is included in the table below.



The corporation has no material unconditional purchase obligations
as defined by SFAS No. 47, “Disclosure of Long-Term Purchase
Obligations.” The following table aggregates information on the
corporation’s contractual obligations and commitments:

Payments Due by Fiscal Year

In millions Total 2009 2010 2011 2012 2013 Thereafter
Long-term debt $2,908 $ 568 $ 52 $ 20 $1,128 $ 517 $ 623
Interest on debt obligations! 1,164 147 131 130 78 59 619
Operating lease obligations 406 116 76 53 33 26 102
Purchase obligations? 3,237 1,765 775 348 185 138 26
Other long-term liabilities® 1,086 239 112 93 83 390 169

Subtotal 8,801 2,835 1,146 644 1,507 1,130 1,539
Contingent lease obligations* 172 29 27 23 18 14 61

Total® $8,973 $2,864 $1,173 $667 $1,525 $1,144 $1,600

[N

Interest obligations on floating rate debt instruments are calculated for future periods using interest rates in effect at the end of 2008. See Note 12 to the Consolidated Financial
Statements for further details on the corporation’s long-term debt.

Purchase obligations include expenditures to purchase goods and services in the ordinary course of business for production and inventory needs (such as raw materials, supplies,
packaging, manufacturing arrangements, storage, distribution and union wage agreements); capital expenditures; marketing services; information technology services; and maintenance
and other professional services where, as of the end of 2008, the corporation has agreed upon a fixed or minimum quantity to purchase, a fixed, minimum or variable pricing arrangement
and the approximate delivery date. Future cash expenditures will vary from the amounts shown in the table above. The corporation enters into purchase obligations when terms or
conditions are favorable or when a long-term commitment is necessary. Many of these arrangements are cancelable after a notice period without a significant penalty. Additionally,
certain costs of the corporation are not included in the table since at the end of 2008 an obligation did not exist. An example of these includes situations where purchasing decisions
for these future periods have not been made at the end of 2008. Ultimately, the corporation’s decisions and cash expenditures to purchase these various items will be based upon
the corporation’s sales of products, which are driven by consumer demand. The corporation’s obligations for accounts payable and accrued liabilities recorded on the balance sheet
are also excluded from the table.

Represents the projected 2009 pension contribution of $196 million and the projected payment for long-term liabilities recorded on the balance sheet for deferred compensation,
restructuring costs, deferred income, sales and other incentives. The 2009 projected pension contribution of $196 million and subsequent years through 2015 include an annual
pension contribution of 32 million British pounds related to the terms of an agreement to fully fund certain U.K. pension obligations. The corporation has employee benefit obligations
consisting of pensions and other postretirement benefits including medical; other than the projected 2009 pension contribution of $196 million and the U.K. funding amounts, noted
previously, pension and postretirement obligations, including any contingent amounts that may be due related to multi-employer pension plans, have been excluded from the table.

A discussion of the corporation’s pension and postretirement plans, including funding matters, is included in Notes 19 and 20 to the Consolidated Financial Statements. The corporation’s
obligations for employee health and property and casualty losses are also excluded from the table. Finally, the amount does not include any reserves for income taxes under FIN 48
because we are unable to reasonably predict the ultimate amount or timing of settlement of our reserves for income taxes (balance was $617 million at June 28, 2008).

Contingent lease obligations represent leases on property operated by others that only become an obligation of the corporation in the event that the owners of the businesses are
unable to satisfy the lease liability. A significant portion of these amounts relates to leases operated by Coach, Inc. At June 28, 2008, the corporation has not recognized a contingent
lease liability on the Consolidated Balance Sheets.

Contractual commitments and obligations identified under SFAS No. 5 are reflected and disclosed on the Consolidated Balance Sheets and in the related notes. Amounts exclude
any payments related to deferred tax balances including any tax related to future repatriation of foreign earnings. See Note 21 to the corporation’s Consolidated Financial Statements
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regarding income taxes for further details.

Guarantees The corporation is a party to a variety of agreements
under which it may be obligated to indemnify a third party with respect
to certain matters. Typically, these obligations arise as a result of
contracts entered into by the corporation under which the corpora-
tion agrees to indemnify a third party against losses arising from

a breach of representations and covenants related to such matters
as title to assets sold, the collectibility of receivables, specified
environmental matters, lease obligations assumed and certain tax
matters including a manufacturing facility pledged as collateral for
a Brazilian tax dispute. In each of these circumstances, payment
by the corporation is conditioned on the other party making a claim
pursuant to the procedures specified in the contract. These proce-
dures allow the corporation to challenge the other party’s claims.
In addition, the corporation’s obligations under these agreements
may be limited in terms of time and/or amount, and in some cases
the corporation may have recourse against third parties for certain
payments made by the corporation. It is not possible to predict the
maximum potential amount of future payments under certain of
these agreements, due to the conditional nature of the corpora-
tion’s obligations and the unique facts and circumstances involved
in each particular agreement. Historically, payments made by the

corporation under these agreements have not had a material effect
on the corporation’s business, financial condition or results of oper-
ations. The corporation believes that if it were to incur a loss in any
of these matters, such loss would not have a material effect on the
corporation’s business, financial condition or results of operations.

The material guarantees, within the scope of FASB Interpretation
No. 45, “Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of
Others” (FIN 45), for which the maximum potential amount of future
payments can be determined, include the corporation’s contingent
liability on leases on property operated by others that is described
above, and the corporation’s guarantees of certain third-party debt.
These debt guarantees require the corporation to make payments
under specific debt arrangements in the event that the third parties
default on their debt obligations. The maximum potential amount
of future payments that the corporation could be required to make
in the event that these third parties default on their debt obliga-
tions is $32 million. At the present time, the corporation does not
believe it is probable that any of these third parties will default on
the amount subject to guarantee.
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Risk Management

Geographic Risks The corporation maintains a presence in a large
number of nations in the world. This includes geographic locations
where the corporation has a direct economic presence through
owned manufacturing or distribution facilities, or companies where
Sara Lee maintains a direct equity investment. The corporation also
has an indirect economic presence in many geographic locations
through third-party suppliers who provide inventory or distribution
services. In most cases, alternative sources of supply are available
for inventory products that are manufactured or purchased from
these foreign locations. However, the general insurance coverage
that is maintained by the corporation does not cover losses resulting
from acts of war or terrorism. As a result, a loss of a significant
direct or indirect manufacturing or distribution location could impact
the corporation’s operations, cash flows and liquidity.

Foreign Exchange, Interest and Commodity Risks The corporation
is exposed to market risk from changes in foreign currency exchange
rates, interest rates and commodity prices. To mitigate the risk from
interest rate, foreign currency exchange rate and commodity price
fluctuations, the corporation enters into various hedging transactions
that have been authorized pursuant to the corporation’s policies
and procedures. The corporation does not use financial instruments
for trading purposes and is not a party to any leveraged derivatives.

Foreign Exchange The corporation primarily uses foreign currency
forward and option contracts to hedge its exposure to adverse
changes in foreign currency exchange rates. The corporation’s
exposure to foreign currency exchange rates exists primarily with
the European euro, British pound, Brazilian real, Danish krone,
Hungarian forint, Russian ruble and Australian dollar against the
U.S. dollar. Hedging is accomplished through the use of financial
instruments as the gain or loss on the hedging instrument offsets
the gain or loss on an asset, a liability or a basis adjustment to a
firm commitment. Hedging of anticipated transactions is accomplished
with financial instruments as the gain or loss on the hedge occurs
on or near the maturity date of the anticipated transactions.

Interest Rates The corporation uses interest rate swaps to modify
its exposure to interest rate movements and to reduce borrowing
costs. The corporation’s net exposure to interest rate risk consists
of floating-rate instruments that are benchmarked to U.S. and
European short-term money market interest rates. Interest rate risk
management is accomplished through the use of swaps to modify
interest payments under these instruments.
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Commodities The corporation is a purchaser of certain commodities
such as beef, pork, coffee, wheat, corn, corn syrup, soybean and
corn oils, butter, sugar, natural gas and diesel fuel. The corporation
generally buys these commodities based upon market prices that
are established with the vendor as part of the purchase process.

In circumstances where commodity derivative instruments are used,
there is a high correlation between the commodity costs and the
derivative instrument.

Risk Management Activities The corporation maintains risk
management control systems to monitor the foreign exchange,
interest rate and commodity risks, and the corporation’s offsetting
hedge positions. The risk management control system uses
analytical techniques including market value, sensitivity analysis
and value at risk estimations.

Value at Risk The value at risk estimations are intended to measure
the maximum amount the corporation could lose from adverse
market movements in interest rates and foreign currency exchange
rates, given a specified confidence level, over a given period of
time. Loss is defined in the value at risk estimation as fair market
value loss. As a result, foreign exchange gains or losses that are
charged directly to translation adjustments in common stockholders’
equity are included in this estimate. The value at risk estimation
utilizes historical interest rates and foreign currency exchange rates
from the past year to estimate the volatility and correlation of these
rates in the future. The model uses the variance-covariance statistical
modeling technique and includes all interest rate-sensitive debt and
swaps, foreign exchange hedges and their corresponding underlying
exposures. Foreign exchange value at risk includes the net assets
invested in foreign locations. The estimated value at risk amounts
shown below represent the potential loss the corporation could incur
from adverse changes in either interest rates or foreign currency
exchange rates for a one-day period. The average value at risk amount
represents the simple average of the quarterly amounts for the past
year. These amounts are not significant compared with the equity,
historical earnings trend or daily change in market capitalization

of the corporation.

Time Confidence

In millions Amounts Average Interval Level
Value at risk amounts
2008

Interest rates $16 $18 1 day 95%

Foreign exchange 35 27 1 day 95%
2007

Interest rates $11 $9 1 day 95%

Foreign exchange 9 9 1 day 95%




Increases in foreign exchange value at risk amounts in 2008
were primarily due to increased levels of volatility in foreign exchange
between the Euro and U.S. dollar, in addition to U.S. dollar interest
rate volatility.

Sensitivity Analysis For commodity derivative instruments held, the
corporation utilizes a sensitivity analysis technique to evaluate the
effect that changes in the market value of commodities will have on
the corporation’s commodity derivative instruments. This analysis
includes the commodity derivative instruments and, thereby, does
not consider the underlying exposure. At the end of 2008 and 2007,
the potential change in fair value of commaodity derivative instruments,
assuming a 10% change in the underlying commaodity price, was
$16 million and $11 million, respectively. This amount is not signifi-
cant compared with the earnings and equity of the corporation.

Significant Accounting Policies and Critical Estimates

The corporation’s summary of significant accounting policies is
discussed in Note 2 to the Consolidated Financial Statements.

The application of certain of these policies requires significant
judgments or a complex estimation process that can affect the
results of operations and financial position of the corporation, as
well as the related footnote disclosures. The corporation bases its
estimates on historical experience and other assumptions that it
believes are most likely to occur. If actual amounts are ultimately
different from previous estimates, the revisions are included in the
corporation’s results of operations for the period in which the actual
amounts become known, and, if material, are disclosed in the finan-
cial statements. The disclosures below also note situations in which
it is reasonably likely that future financial results could be impacted
by changes in these estimates and assumptions. The term “reason-
ably likely” refers to an occurrence that is more than remote but
less than probable in the judgment of management.

Sales Recoghnition and Incentives Sales are recognized when title
and risk of loss pass to the customer. Reserves for uncollectible
accounts are based upon historical collection statistics, current
customer information, and overall economic conditions. These
estimates are reviewed each quarter and adjusted based upon
actual experience. The reserves for uncollectible trade receivables
are disclosed and trade receivables due from customers that the
corporation considers highly leveraged are presented in Note 18 to
the Consolidated Financial Statements, titled “Financial Instruments
and Risk Management Interest Rate and Currency Swaps.” The
corporation has a significant number of individual accounts receivable
and a number of factors outside of the corporation’s control that
impact the collectibility of a receivable. It is reasonably likely that
actual collection experience will vary from the assumptions and
estimates made at the end of each accounting period.

The Notes to the Consolidated Financial Statements specify a
variety of sales incentives that the corporation offers to resellers and
consumers of its products. Measuring the cost of these incentives
requires, in many cases, estimating future customer utilization and
redemption rates. Historical data for similar transactions are used
in estimating the most likely cost of current incentive programs.
These estimates are reviewed each quarter and adjusted based upon
actual experience and other available information. The corporation
has a significant number of trade incentive programs and a number
of factors outside of the corporation’s control impact the ultimate
cost of these programs. It is reasonably likely that actual experience
will vary from the assumptions and estimates made at the end of
each accounting period.

Inventory Valuation Inventory is carried on the balance sheet at the
lower of cost or market. Obsolete, damaged and excess inventories
are carried at net realizable value. Historical recovery rates, current
market conditions, future marketing and sales plans and spoilage
rates are key factors used by the corporation in assessing the most
likely net realizable value of obsolete, damaged and excess inventory.
These factors are evaluated at a point in time and there are inherent
uncertainties related to determining the recoverability of inventory.
It is reasonably likely that market factors and other conditions
underlying the valuation of inventory may change in the future.

Impairment of Property Property is tested for recoverability whenever
events or changes in circumstances indicate that its carrying value
may not be recoverable. Such events include significant adverse
changes in the business climate, current period operating or cash
flow losses, forecasted continuing losses or a current expectation
that an asset group will be disposed of before the end of its useful
life. Recoverability of property is evaluated by a comparison of the
carrying amount of an asset or asset group to future net undiscounted
cash flows expected to be generated by the asset or asset group.
If these comparisons indicate that an asset is not recoverable, the
impairment loss recognized is the amount by which the carrying
amount of the asset exceeds the estimated fair value. When an
impairment loss is recognized for assets to be held and used, the
adjusted carrying amount of those assets is depreciated over its
remaining useful life. Restoration of a previously recognized impair-
ment loss is not allowed.

There are inherent uncertainties associated with these judgments
and estimates and it is reasonably likely that impairment charges
can change from period to period. Note 3 to the Consolidated
Financial Statements discloses the impairment charges recognized
by the corporation and the factors which caused these charges.

It is also reasonably likely that the sale of a business can result in
the recognition of an impairment that differs from that anticipated
prior to the closing date.
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Note 5 to the Consolidated Financial Statements sets out the
impact of the corporation’s decisions to exit the use of property in
advance of previously anticipated useful lives. Given the corporation’s
ongoing efforts to improve operating efficiency, it is reasonably likely
that future restructuring actions could result in decisions to dispose
of other assets before the end of their useful life and it is reasonably
likely that the impact of these decisions would result in impairment
and other related costs including employee severance that in the
aggregate would be significant.

Trademarks and Other Identifiable Intangible Assets The primary
identifiable intangible assets of the corporation are trademarks and
customer relationships acquired in business combinations and com-
puter software. Identifiable intangibles with finite lives are amortized
and those with indefinite lives are not amortized. The estimated
useful life of an identifiable intangible asset to the corporation is
based upon a number of factors, including the effects of demand,
competition, expected changes in distribution channels and the
level of maintenance expenditures required to obtain future cash
flows. As of June 28, 2008, the net book value of trademarks and
other identifiable intangible assets was $1,021 million, of which
$926 million is being amortized. The anticipated amortization over
the next five years is $437 million.

Identifiable intangible assets that are subject to amortization
are evaluated for impairment using a process similar to that used
to evaluate elements of property. Identifiable intangible assets not
subject to amortization are assessed for impairment at least as often
as annually and as triggering events may occur. The impairment
test for identifiable intangible assets not subject to amortization
consists of a comparison of the fair value of the intangible asset
with its carrying amount. An impairment loss is recognized for the
amount by which the carrying value exceeds the fair value of the
asset. The fair value of the intangible asset is measured using the
royalty saved method. In making this assessment, management
relies on a number of factors to discount anticipated future cash
flows including operating results, business plans and present value
techniques. Rates used to discount cash flows are dependent upon
interest rates and the cost of capital at a point in time.

There are inherent assumptions and estimates used in developing
future cash flows requiring management’s judgment in applying
these assumptions and estimates to the analysis of intangible asset
impairment including projecting revenues, interest rates, the cost
of capital, royalty rates and tax rates. Many of the factors used in
assessing fair value are outside the control of management and it
is reasonably likely that assumptions and estimates will change in
future periods. These changes can result in future impairments.
Note 3 to the Consolidated Financial Statements sets out the impact
of charges taken to recognize the impairment of intangible assets
and the factors which led to changes in estimates and assumptions.
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Goodwill Goodwill is not amortized but is subject to periodic
assessments of impairment and is discussed further in Note 15.
Goodwill is assessed for impairment at least as often as annually
and as triggering events may occur. The corporation performs its
annual review in the second quarter of each year. Recoverability

of goodwill is evaluated using a two-step process. The first step
involves a comparison of the fair value of a reporting unit with its
carrying value. If the carrying value of the reporting unit exceeds

its fair value, the second step of the process involves a comparison
of the implied fair value and carrying value of the goodwill of that
reporting unit. If the carrying value of the goodwill of a reporting
unit exceeds the implied fair value of that goodwill, an impairment
loss is recognized in an amount equal to the excess. Reporting units
are business components one level below the operating segment
level for which discrete financial information is available and reviewed
by segment management. In evaluating the recoverability of goodwill,
it is necessary to estimate the fair value of the reporting units. In
making this assessment, management relies on a number of factors
to discount anticipated future cash flows including operating results,
business plans and present value techniques. Rates used to dis-
count cash flows are dependent upon interest rates and the cost
of capital at a point in time.

There are inherent assumptions and estimates used in developing
future cash flows requiring management’s judgment in applying these
assumptions and estimates to the analysis of goodwill impairment
including projecting revenues and profits, interest rates, the cost of
capital, tax rates, and the allocation of shared or corporate items.
Many of the factors used in assessing fair value are outside the
control of management and it is reasonably likely that assumptions
and estimates can change in future periods. These changes can
result in future impairments. Note 3 to the Consolidated Financial
Statements sets out the impact of charges taken to recognize the
impairment of goodwill and the factors which led to changes in
estimates and assumptions.

Self-Insurance Reserves The corporation purchases third-party
insurance for workers’ compensation, automobile and product and
general liability claims that exceed a certain level. The corporation
is responsible for the payment of claims under these insured limits,
and consulting actuaries are utilized to estimate the obligation
associated with incurred losses. Historical loss development factors
are utilized to project the future development of incurred losses, and
these amounts are adjusted based upon actual claim experience
and settlements. Consulting actuaries make a significant number of
estimates and assumptions in determining the cost to settle these
claims and many of the factors used are outside the control of the
corporation. Accordingly, it is reasonably likely that these assumptions
and estimates may change and these changes may impact future
financial results.





