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FINANCIAL HIGHLIGHTS

In Millions, Except per Share Data; Fiscal Year Ended ! May 27, 2001 Change
Net Sales $5,450 46%
Earnings Before Interest, Taxes and Unusual Items (EBIT) 1,169 9
Eamings Before Interest, Taxes, Depreciation,

Amortization and Unusual items 1,392 13
Net Earnings Before Unusual Items and Accounting Change 643 (10)
Net Earnings 665 (31)
Earnings per Share:

Diluted, before unusual items, accounting change and goodwill amortization 2.28 (25)

Basic 2.34 41)

Diluted 2.28 (41)
Average Common Shares Outstanding:

Basic 284 17

Diluted 292 17
Dividends per Share $ 1.10 -
Cash Flow from Operations $ 740 24
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See Note Three to the consolidated financial statements for information about unusual items.
1998 and 1999 unusual expenses relate to restructuring charges (including our share of joint ventures’ unusual items in EPS).
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The strategies that will drive our growth in 2003 — and
beyond — are the same ones that have guided General Mills
in the past:
THE FIRST KEY IS PRODUCT INNOVATION
Whether it's product improvements, new flavor varieties, or
entirely new lines, innovation drives unit volume growth and
market share gains for our businesses. As you can see from
the table below, our major retail categories are growing,
because they are on trend with consumers. And our brands
hold strong share positions in these attractive markets. We
think our expanded portfolio provides terrific opportunities for
product and marketing innovation.
OUR SECOND GROWTH STRATEGY IS CHANNEL
EXPANSION Today's consumers are picking up groceries
in lots of new places, from general merchandise chains to con-
venience stores. In addition, sales for food eaten away from
home are expected to grow faster than at-home food sales
over the long term. Our Bakeries and Foodservice business is
focused on expanding sales of our products with foodservice
distributors and operators, bakeries, convenience stores and
vending companies. Adding Pillsbury quadrupled the size of this
business for General Mills, and we are already generating new
volume by selling General Mills product lines to established
Pillsbury customers and vice versa.
INTERNATIONAL EXPANSICN IS A THIRD KEY
STRATEGY Adding Pillsbury doubles the size of our busingess
in Canada, and gives us established operations in fast-growing
markets across Europe, Latin America and Asia. Pillsbury also
created several joint ventures in Asia to market Haagen-Dazs ice
cream. These businesses, plus our Cereal Partners Worldwide
joint venture with Nestlé and our Snack Ventures Europe joint
venture with PepsiCo, are expected to generate strong earnings
growth in fiscal 2003 and beyond.

OUR FINAL KEY STRATEGY IS MARGIN
EXPANSION The immediate opportunity we see is for
significant cost synergies from combining General Mills and
Pillsbury. As mentioned earlier, we expect to capture

$350 million of cost savings in 2003. In fact, we've already
completed actions - such as combining media purchases or
eliminating overlapping administrative jobs - that generate
75 percent of this cost target. By fiscal 2004, we expect our
merger cost synergies to reach $475 million. And beyond
these synergies, we expect our larger supply chain to create
opportunities for ongoing productivity savings as we leverage
our increased scale.

As this report goes to press in early August, our new fiscal
year is off to a good start. We have a high level of product inno-
vation planned across our U.S. Retall, Foodservice and Inter-
national businesses. You'll see a number of these products
pictured on the pages that follow. We plan to support our
product news with strong levels of brand-building marketing.
With the distractions of integration targely behind us, the 98* 99 00
focus will be on driving our business plans with our usual high
level of execution. General Mills people — now more than
29,000 strong — are committed to doing just that.

WORLDWIDE UNIT VOLUME GROWTH
(cases)

3
)
™ +

+8%
+3%

O As reported
® Comparable for Pillsbury
*53-week fiscal year

Leading Market Positions

Our

[Gategouny] Category Dollar
Dollars in Millions, Fiscal 2002 L e | Dollar Growth Share Rank
Ready-to-eat Cereals ,, 1S74577.0; 2% 32% 2
Refrigerated Yogurt 2257.0) 12 37 1
Frozen Vegetables/Meal Starters* 24450 0 20 2
Refrigerated Dough §185770) 3 72 1
Ready-to-serve Soup NIF480) 9 26 2
Dessert Mixes R 17450} 2 39 1
Frozen Breakfast Foods . 880 3 31 2
Frozen Baked Goods 820, 21 18 1
Frozen Hot Snacks 820 12 22 1
Microwave Popcorn 800 9 21 2
Dinner Mixes* (650] 23 58 1
Fruit Snacks 550} 9 65 1
Mexican Dinner Kits/Shells 280 8 51 1

Source: ACNielsen, plus Wal-Mart projections
*Excludes Wal-Mart
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TIME TO EAT!

At General Mills, we're excited about the expanded opportuni-
ties we have to grow. Our portfolio includes more great-tasting
food products than ever before, for consumers to enjoy at
home or on the go, in markets around the world. We'e focused
on innovating to improve our established brands and develop
new food choices that meet consumers’ needs whenever —
and wherever — it's time to eat.

Let's start with breakfast. Our Big G cereal division is bring-
ing news to its best-selling brands. For example, sales for
60-year-old Cheerios continue to grow on news that it can help
lower cholesterol. In January, we improved Honey Nut
Cheerios so that it offers this same heart-healthy benefit and
sales increased 5 percent in fiscal 2002.

,_ 5 HIG R

{ Swweet Rolls §

PR A1

Running late? We've made cereal nutrition portable with
Chex Morning Mix and Big G Milk 'n Cereal Bars. This spring
we added new flavor varieties to both of these grab-and-go
breakfast options.

In June 2002, we introduced four new, certified organic
cereals as part of our Cascadian Farm line, a leading brand in
natural and organic food stores. You can increase the nutri-
tional benefit of these cereals by pouring on soymilk from
8th Continent, our joint venture with DuPont.

Our cereal brands are growing in markets outside the
United States, too. In Canada, our cereal volume grew 7 per-
cent last year, and we now hold a 22 percent share of category
sales. Cereal Partners Worldwide (CPW), our joint venture

P
n moN
e

BIG G CEREALS
DOLLAR MARKET SHARE

32%

82
Source: SAMI, ACNielsen
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WANT TO GRAB SOME LUNCH?

Where do you eat lunch? At schoo!, at your desk, or on the go?
General Mills has lots of options for your midday meal.

Progresso soup is a great choice for a fast and nutritious
lunch. The health and convenience of ready-to-serve soup
drove category dollar sales up 9 percent in fiscal 2002. The
Progresso line offers consumers a variety of delicious, adult-
oriented flavors, and we'll continue to add new ones, like
Grilled Chicken ltaliano.

Our line of Bow! Appétit! microwavable entrées posted
double-digit growth in U.S. sales for fiscal 2002. In January, we
launched Bow! Appétit! in Canada, where it has been an early

R S ——

ey LN

\M,, e ——

hit with consumers. We will continue to expand this line in both
the United States and Canada with new flavors coming soon.
Yoplait yogurt makes a great light lunch. New Yoplait Whips!
was introduced nationally in January 2002 and continues to
gain dollar share. To meet consumers’ demand for variety, we're
adding several great new flavors such as Creme Caramel
Yoplait Custard yogurt and Boston Cream Pie Colombo Light
yogurt. Sales for our Yop/aitand Colombo brands grew 15 per-
cent in fiscal 2002, and our doltar share of the $2 billion
U.S. refrigerated yogurt category grew by more than a point to
37 percent.

YOPLAIT-COLOMBO YOGURT
DOLLAR MARKET SHARE

31%
35%
36%

37%

27%

98 99 00 01

Source: ACNielsen,
plus Wal-Mart projections
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The Pillsbury brand
holds the leading position

in the $820 m
goods category,

n frozen baked
thanks to some

great products like Pillsbury Home
Baked Classics. This line of dinner
rolls and biscuits goes
from freezer to table in
just 20 minutes.

WHAT’'S FOR DINNER?

At dinnertime, you can count on General Mills products for a
delicious, convenient meal. Hamburger Helper dinner mixes
have been a family favorite for 30 years, and this line holds a
58 percent share of dinner mix category sales. This fall, we will
introduce an even more convenient option — Betty Crocker
Complete Meals. This new line has everything you need for a
hearty meal, including the meat, all in one box.

Mexican food is growing in popularity with families around
the world. In the United States, Old £/ Pasois the No. 1 brand
in the Mexican dinner kit category, where sales are growing at
an 8 percent rate. In addition, O/d £/ Paso dinner kits are sold

in nearly 80 countries from Sweden to Australia. Volume for
these dinner kits grew an average of 15 percent over the past
fiscal year in our top six markets around the world.

Green Giantis another popular global brand, with a presence
in nearly 90 countries. Green Giant is the leading brand of
canned corn in France, Spain and the United Kingdom, all mar-
kets in which it is considered a delicacy. it also is the leading
canned corn as far away as Taiwan. In the United States, our
convenient frozen vegetables with sauce in large, resealable
bags helped Green Giant grow its frozen vegetable sales 6 per-
centin fiscal 2002. We're expanding this line with new varieties.

U.S. DINNER MIX CATEGORY

DOLLAR SALES GROWTH

98"

Source: ACNielsen
*53-week fiscal year

N 12%
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A BIG SELECTION OF SNACKS
General Mills feeds consumers’ cravings anytime with a vari-
ety of snack options. Our Nature Valley Granola Bars had their
fourth straight year of double-digit unit volume growth thanks to
new flavors on our line of crunchy granola bars and new products
like Chewy Trail Mix bars. This summer, we added Nature Valley
chewy granola bars dipped in a vanilla or strawberry yogurt coating.
Totino’s Pizza Rolls are a savory snack favorite, especially
with teens. Sales for Pizza Rolls grew 7 percent this past
fiscal year, and we're building on that momentum by intro-
ducing two new flavors — Spicy Pepperoni and Cheesy Taco.
For a sweet snack, try Pillsbury ready-to-bake cookies. Sales
for these cookies more than doubled in fiscal 2002 thanks to

WL QWW
N\

Q)

the introduction of some great new flavors. Now we have
made this entire line more convenient with resealable bags.
And we're introducing a new line of Big Deluxe Classics cook-
ies. These convenient, larger-sized cookies are available in four
delicious flavors popular with adults and kids.

Consumers look for snacks wherever they are when hunger
hits. Sales of our snacks in convenience stores and vending
machines grew 12 percent last year. Qur Bakeries and
Foodservice division is expanding the snack options available in
these channels with Chex Morning Mix and new Sunkist® fruit
snacks. And we are expanding our presence in these channels
by bringing Pillsbury brands into these outlets.

NATURE VALLEY GRANOLA BARS
DOLLAR SALES GROWTH

+48%

-9%
+23%
+14%
+34%

98" 99 00 01 02

Source: ACNielsen
*53-week fiscal year
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MANAGEMENT'S DISCUSSION AND ANALYSIS
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General Mills is a global consumer foods company. We compete in markets around
the world by developing differentiated food products that consumers recognize as
superior to alternative offerings. We market our value-added products under unique
brand names, and build the equity of those brands with strong consumer-directed
advertising and innovative merchandising. We believe this brand-building strategy is
the key to winning and sustaining market share leadership. With the addition of the
Pillsbury businesses, we have expanded our portfolio of teading consumer brands.
We believe that this portfolio will generate superior financial returns for our share-
holders over the long term.

Qur financial performance is determined by how well we execute the key elements of
our business model. These business drivers are: unit volume growth, which is the sin-
gle most critical element; productivity initiatives, to mitigate the effects of cost infla-
tion: efficient utilization of capital; and prudent management of risk. This section of the
annual report discusses our critical accounting policies, the results of our operations,
our liquidity and financial condition, and our risk management practices.

CRITICAL ACCOUNTING POLICIES Foracomplete description of our sig-
nificant accounting policies, please see Note One on page 24 of this report. Our critical
accounting policies are those that have meaningful impact on the reporting of our
financial condition and results, and that require significant management judgment and
estimates. These policies include our accounting for (a) trade and consumer promotion
activities; {b) asset impairments; and {(c) income taxes.

The amount and timing of expense recognition for trade and consumer promotion
activities involve management judgment related to estimated participation and perfor-
mance levels. The vast majority of year-end habilities associated with these activities
are resolved within the following fiscal year and therefore do not require highly uncer-
tain long-term estimates.

Evaluating the impairment of long-lived assets, including goodwill, involves manage-
ment judgment in estimating the fair values and future cash flows related to these
assets. Although the predictability of long-term cash flows may be somewhat uncertain,
our evaluations indicate fair values of assets significantly in excess of stated book val-
ues. Therefore, we believe the risk of unrecognized impairment is low.

Income tax expense involves management judgment as to the ultimate resolution of any
tax issues. Historically, our assessments of the ultimate resolution of tax issues have been
reasonably accurate. The current open issues are not dissimilar from historical items.

NEW ACCOUNTING RULES ADOPTED In fiscal 2002, we adopted four new
accounting policies, all required by new accounting standards. Each of these new rules
is discussed in more detail in Note One (N) to the consolidated financial statements.

At the beginning of the year, we adopted Statement of Financial Accounting Standards
{SFAS) No.133, “Accounting for Derivative Instruments and Hedging Activities,” which
requires all derivatives to be recorded at fair value on the balance sheet and estab-
lishes new accounting rules for hedging. The cumulative effect of adopting this
accounting change was a $3 million after-tax charge to earnings and a $158 million
after-tax charge to Accumulated Other Comprehensive Income, recorded in the first
quarter of fiscal 2002.

SFAS No. 141, “Business Combinations,” requires all business combinations to be
accounted for using the purchase method. The Pillsbury transaction was accounted for
as a purchase. Under SFAS No. 142, "Goodwill and Other Intangible Assets,” the amor-
tization of goodwill is eliminated and goodwill is tested for impairment. We completed
our assessment of goodwill in the second quarter of 2002 and found no impairment.

In the fourth quarter of 2002, we adopted Emerging Issues Task Force (EITF)

Issue 01-09, which resulted in the reclassification of certain coupon and trade promo-
tion expenses from selling, general and administrative expenses to a reduction of net
sales. All sales and selling, general and administrative expenses throughout this report
and our consolidated financial statements reflect the adoption of ssue 01-09.
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INTERMATIONAL SEGMENT Our International operations include our business
in Canada, as well as our consolidated operations in Europe, Asia and Latin America.
With the addition of Pillsbury’s international businesses, net sales for our International
operations totaled $778 million in fiscal 2002 compared to $263 million in 2001.
Operating profits before unusual items grew to $45 million, more than double last year’s
$17 million total. Comparable unit volume rose 4 percent for the year, driven by good
growth in Canada, Europe and Asia.

CORPORATE ITEMS Interest expense roughly doubled in fiscal 2002 to $416 mil-
lion, as we incurred additional debt related to our Pilisbury acquisition and our repur-
chase of 55 million shares from Diageo. We have entered into interest rate swap
contracts to lock in our interest rate on floating-rate debt. These contracts total a net
$3.5 billion in notional amount and convert floating-rate debt to an average fixed rate
of approximately 6 percent with maturities averaging three years. Taking into account
the effect of these interest rate swaps, the average interest rate on our total debt is
approximately 6 percent. For fiscal 2003, we estimate our interest expense will be
approximately $600 million. Our effective tax rate in fiscal 2002 was 36 percent.

We expect our tax rate for fiscal 2003 to be a maximum of 35% percent, and we may
be able to reduce it further during the year.

JOINT VENTURE EARNINGS
(after tax, dollars in mitlions)

JOINT VENTURES General Mills’ pro-
portionate share of joint venture net sales
grew to $777 million, compared to $666 mil-
lion in fiscal 2001. Total after-tax earnings
from joint venture operations reached $33
million in fiscal 2002, compared with $17 mil-
lion reported a year earlier. Profits for Cereal
Partners Worldwide (CPW), our joint venture
with Nestlg, and Snack Ventures Europe
{SVE), our joint venture with PepsiCo,
together grew to $31 million. In addition,
Haagen-Dazs joint ventures established by
Pillsbury in Asia contributed profits for the
six months included in our results. These
profit gains were partially offset by introductory marketing expense of 8th Continent,
the Company’s soymilk joint venture with DuPont.

33

17

98 99 00 01 02

FISCAL 2001 RESULTS VS. 2000 |n fiscal 2001, net sales grew 5 percent to
$545 billion. Operating profits grew 6 percent to $1.17 billion before an unusual gain
from a partial insurance settlement related to a 1994 oats handling incident. Earnings
after tax excluding unusual items grew 5 percent to $643 million. Excluding unusual
items, diluted earnings per share comparable for goodwill grew 10 percent to $2.28, up
from $2.07 in fiscal 2000. Net earnings after tax were $665 million in fiscal 2001 com-
pared to $614 million in fiscal 2000. Net earnings per diluted share comparable for
gooawill were $2.35 compared to $2.07 in fiscal 2000. Net earnings per diluted share
as reported were $2.28 vs. $2.00 in fiscal 2000.

Total U.S. Retail unit volume grew 4 percent in fiscal 2001, led by gains in Big G cereals,
Yoplait-Colombo and Snacks. Net sales grew 5 percent to $4.79 billion. Operating
profits grew 4 percent to $1.06 billion. Foodservice results in 2001 included 9 percent
unit volume growth. Net sales and operating profit each grew 12 percent, to $397 mil-
lion and $91 million, respectively. International unit volume grew 10 percent with gains
across our business. Net sales were up 2 percent to $263 million and operating profit
was essentially flat at $17 million.

Fiscal 2000 earnings before unusual items grew 8 percent to $614 million. Diluted earn-
ings per share before unusual items and comparable for goodwill grew 12 percent to
$2.07 from $1.85. Net earnings after tax grew to $614 million compared to $535 million
for fiscal 1999. Net earnings per diluted share comparable for goodwill grew to $2.07
from $1.75. Net earnings per diluted share as reported increased to $2.00 from $170 in
fiscal 1999. Net sales grew 7 percent to reach $5.2 billion.

It is our view that changes in the general rate of inflation have not had a significant
effect on profitability over the three most recent years. We attempt to minimize the
effects of inflation through appropriate planning and operating practices. Our market
risk management practices are discussed later in this section.

CASH FLOWS Sources and uses of cash
in the past three years are shown in the fol-
lowing table. Over the most recent three-
year period, General Mills" operations have
generated $2.4 billion in cash. In 2002, cash
flow from operations totaled $316 million.
That was up from the previous year due to
higher operating earnings before deprecia-
tion, amortization and unusual items, as well
as decreased use of working capital, partially
offset by components of our earnings which
did not generate operating cash flows: pen-
sion income and joint venture earnings. 98 99 00 01 02

CASH FLOW FROM OPERATIONS
{dotlars in millions)

805
713
725
740
916
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Debt Structure

In Millions May 26, 2002 May 27, 2001

Floating-rate $ 602 7% $1,974 55%
Fixed-rate 7,961 88% 1,311 36%
Leases — debt equivalent 423 4% 266 7%
Deferred income taxes — tax leases 71 1% 74 2%
Adjusted Debt plus Minority interest $9,057 100% $3,625 100%

At the end of fiscal 2002, approximately half of our debt was long term, 41 percent was
short term (excluding the impact of reclassification from our long-term credit facility},
and the balance was leases and tax-benefit leases. We plan to refinance the majority of
our short-term debt with long-term debt in fiscal 2003.

Commercial paper is a continuing source of short-term financing. We can issue com-
mercial paper in the United States and Canada, as well as in Europe through a program
established in fiscal 1999. The table below details the fee-paid credit lines we had avail-
able as of May 26, 2002. We have $4 billion in committed credit lines available to us,
$2.1 billion as part of our core facilities and $1.9 billion as part of a bridge facility we set
up at the time of the acquisition. Additionally, we have $45 million in uncommitted
credit lines available.

Committed Credit Facilities

Amount Expiration

Core Facilities $1.05 billion January 2003

$1.05 billion January 2006

Bridge Facility $1.90 billion October 2002
Total Credit Lines $4.00 billion

We believe that two important measures of financial strength are the ratios of fixed
charge coverage and cash flow to debt. With the increased debt associated with our
acquisition, our fixed charge coverage in fiscal 2002 was 2.9 times before unusual
items, and cash flow to debt was 10 percent. We do not expect to pay down any signif-
icant amount of debt in 2003. However, given the cash generating nature of our busi-
ness, we expect that stronger cash flow over the following years will allow us to
reduce our debt and significantly strengthen our ratios. Our goal is to return to a mid
single-A rating for our long-term debt, and to the top tier short-term rating, where we
were prior to our announcement of the Pillsbury acquisition.

Currently, Standard and Poor’s Corporation has ratings of “BBB+" on our publicly held
long-term debt and “A-2" on our commercial paper. Moody’s Investors Services, Inc.
has ratings of “Baa1"” for our long-term debt and "P-2" for our commercial paper. Fitch
Ratings, Inc. rates our long-term debt "BBB+" and our commercial paper “F-2.
Dominion Bond Rating Service in Canada currently rates General Mills as "A-low.”

In fiscal 2002, we established a minority interest structure, which provides some
attractive opportunities for us to refinance some of our short-term debt. In May, we
sold a minerity interest in a subsidiary to a third-party investor for $150 million. This
subsidiary holds some of our manufacturing assets and trademarks. All assets, ljabili-
ties and results of operations of the subsidiary are reflected in our financial statements,
and the third party's investment is reflected as minority interest on our balance sheet.
We did not have any preferred distribution obligations to the third-party investor in fis-
cal 2002. We may sell additional minority interests, as this structure may provide favor-
able financing terms, be viewed more positively by the rating agencies and generate
tax efficiencies. Subsequent to fiscal year end, we sold a minority interest in another
subsidiary for $150 million. For more information on these minority interests, refer to
Note Nine on page 32 of this report.

CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS

Long-term Financial Obligations

Less Than
in Millions, Payments Due by Period Total 1 Year 1-3 Years 4-5Years  After 5 Years
Long-term debt, including
current maturities $5,839 $248 $329 $1,590 $3,672
Operating leases 287 59 79 53 96
Total $6,126 $307 $408 $1,643 $3,768

Our other commercial commitments as of May 26, 2002, include:

* Guarantees of approximately $212 million of debt and other obligations of unconsoli-
dated affiliates, primarily CPW and SVE.

* Commitments for the purchase of goods, services and equipment to be used in the
production of our products for approximately $500 million with terms up to three years.
These commitments do not exceed projected requirements over the related terms and
are in the normal course of business.

We are contingently liable for the payment of up to $395 million to Diageo, depending
on the General Mills stock price during the 20-day period preceding Aprit 30, 2003.

EURO CONVERSION Twelve of the 15 member countries of the European
Economic and Monetary Union adopted the euro as a common legal currency in
January 2002. General Mills’ operating subsidiaries affected have addressed the sys-
tems and business issues raised by the euro currency conversion. These issues
included, among others (1) the need to adapt computer and other business systems
and equipment to accommodate euro-denominated transactions; and (2) the competi-
tive impact of cross-border price transparency. The euro conversion has not had mate-
rial impact on General Mills" operations or financial results.
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SIX-YEAR FINANCIAL SUMMARY GENERAL MILLS, INC. 2002

In Millions, Except per Share Data May 26, 2002 May 27, 2001 May 28, 2000 May 30, 1999 May 31,1998 May 25,1997
FINANCIAL RESULTS
Earnings per share — basic $ 1.38 $ 234 $ 2.05 $ 1.74 $ 1.33 $ 1.4
Earnings per share - diluted 1.34 2.28 2.00 1.70 1.30 1.38
Dividends per share 1.10 1.10 1.10 1.08 1.06 1.02
Return on average total capital 9.1% 23.6% 24 4% 23.7% 20.0% 23.3%
Net sales 7,949 5,450 5173 4,834 4,736 4,398
Costs and expenses:

Cost of sales 4,767 2,841 2,698 2,593 2,638 2,475

Selling, general and administrative 1,909 1,440 1,376 1,223 1,248 1,064

Interest, net 416 206 152 119 117 101

Unusual expenses (income) 190 (35) - a1 156 48
Earnings before taxes and earnings {losses) of joint ventures 667 998 947 - 858 677 710
Income taxes 239 350 336 308 246 259
Earnings {losses) of joint ventures 33 17 3 (15) 9) (6)
Earnings before accounting changes 461 665 614 535 422 445
Accounting changes (3) - - - ~ -
Earnings including accounting changes . 458 665 614 535 422 445
Earnings before interest, taxes and unusual items 1,273 1,169 1,099 1,018 950 859
Earnings before interest, taxes and unusual items as a % of sales 16.0% 21.4% 21.2% 21.1% 20.1% 195%
Earnings before interest, taxes, depreciation, amortization and unusual items 1,569 1,392 1,308 1,212 1,145 1,042
Earnings as a % of sales 5.8% 12.2% 11.9% 11.1% 8.9% 10.1%
Average common shares:

Basic 331 284 299 306 316 316

Diluted 342 292 307 315 325 323
FINANCIAL POSITION
Total assets 16,540 5,091 4,574 4,141 3.861 3,902
Land, buildings and equipment, net 2,764 1,501 1,405 1,295 1,186 1,279
Working capital at year-end (2,310} (801) (1,339) (598) (408) (281)
Long-term debt, excluding current portion 5,591 2,221 1,760 1,702 1,640 1,530
Stockholders’ equity 3,576 52 (289) 164 150 495
OTHER STATISTICS
Total dividends 358 312 329 331 336 321
Purchases of land, buildings and equipment 506 307 268 281 184 163
Research and development 131 83 77 70 66 61
Advertising media expenditures 489 358 361 348 366 306
Wages, salaries and employee benefits 1,105 666 644 636 608 564
Number of employees (actual) 29,859 11,001 11,077 10,664 10,228 10,200
Common stock price:

High for year 52.86 46.35 43.94 4234 39.13 34.38

Low for year 41.61 31.38 29.38 29.59 30.00 26.00

Year-end 45 42 .20 41.00 40.19 34.13 32.13

All share and per share data have been adjusted for the two-for-one stock split in Novernber 1999.
All sales-related and selling, general and administrative information prior to fiscal 2002 has been restated for the adoption of EITF Issue 01-09.
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CONSQOLIDATED STATEMENTS OF EARNINGS

In Miliions, Except per Share Data, Fiscal Year Ended

Net Sales
Costs and Expenses:
Cost of sales
Selling, general and administrative
Interest, net
Unusual items — expense (income)

Total Costs and Expenses

Earnings before Taxes and Earnings from Joint Ventures
Income Taxes
Earnings from Joint Ventures

Earnings before Cumulative Effect of Change in Accounting Principle
Cumulative Effect of Change in Accounting Principle

Net Earnings

Earnings per Share - Basic:
Earnings before cumulative effect of change in accounting principle
Cumulative effect of change in accounting principle

Net Earnings per Share — Basic

Average Number of Common Shares

Earnings per Share — Diluted:
Earnings before cumulative effect of change in accounting principle
Cumulative effect of change in accounting principle

Net Earnings per Share - Diluted

Average Number of Common Shares — Assuming Dilution

See accompanying notes to consolidated financial statements.

GENERAL MILLS, INC. 2002

May 26, 2002 May 27, 2001 May 28, 2000
$7,949 $5,450 $5,173
2,841 2,698

1,440 1,376

206 152

(35) -

4,452 4,226

998 947

350 336

17 3

. 665 614

$ 665 $ 614

$ 234 $ 2.05

$ 234 $ 2.05

284 299

$ 228 $ 2.00

$ 2.28 $ 2.00

292 307
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CONSOLIDATED STATEMENTS OF CASH FLOWS

GENERAL MILLS, INC. 2002

See accompanying notes to consolidated financial statements.

In Millions, Fiscal Year Ended May 26, 2002 May 27 2001 May 28, 2000
Cash Flows - Operating Activities:
Net earnings L $ 665 $614
Adjustments to reconcile net earnings to cash flow:
Depreciation and amortization 296 223 209
Deferred income taxes 93 49 44
Changes in current assets and liabilities, excluding effects from businesses acquired 37 (73) (126)
Tax benefit on exercised options 46 33 34
Cumulative effect of change in accounting principle 3 - -
Unusual items expense (income) (35) -
Other, net (122) (50)
Cash provided by continuing operations 740 725
Cash used by discontinued operations (3) (3}
Net Cash Provided by Operating Activities 737 722
Cash Flows - Investment Activities:
Purchases of land, buildings and equipment (307) (268)
Investments in businesses, intangibles and affiliates, net of investment returns and dividends (96) (295)
Purchases of marketable securities (98) (18)
Proceeds from sale of marketable securities 70 12
Proceeds from disposal of land, buildings and equipment 1 6
Proceeds from disposition of businesses - -
Other, net (30} (1}
Net Cash Used by Investment Activities {460} {564)
Cash Flows — Financing Activities:
Change in notes payable 295 566
Issuance of long-term debt 296 501
Payment of long-term debt (408) (111
Proceeds from minority investors - -
Common stock issued 107 76
Purchases of common stock for treasury (226) {820)
Dividends paid (312) (329)
Other, net 10 (20)
Net Cash Provided (Used) by Financing Activities (238) (137)
Increase in Cash and Cash Equivalents 39 21
Cash and Cash Equivalents — Beginning of Year 25 4
Cash and Cash Equivalents — End of Year $ 64 $ 25
Cash Flows from Changes in Current Assets and Liabilities, Excluding Effects from Businesses Acquired:
Receivables $ (94) $ 1
Inventories 9) (51}
Prepaid expenses and other current assets (17) (5)
Accounts payable 7 (50)
Other current liabilities 40 {(31)
Changes in Current Assets and Liabilities $ (73) $(126)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Preparing our consolidated financial statements in conformity with generally accepted
U.S. accounting principles requires us to make estimates and assumptions that affect
reported amounts of assets, liabilities, disclosures of contingent assets and liabilities
at the date of the financial statements, and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from our estimates.
Certain prior years’ amounts have been reclassified to conform with the current

year presentation.

(A) PRINCIPLES OF CONSOLIDATION - QOur consolidated financial state-
ments include parent company operations and majority-owned subsidiaries as well as
General Mills” investment in and share of net earnings or losses of 20- to 50-percent-
owned companies, which are recorded on an equity basis.

Our fiscal year ends on the last Sunday in May. Years 2002, 2001 and 2000 each con-
sisted of 52 weeks. Our wholly owned international operations, with the exception of
Canada and our export operations, are reported for the 12 calendar months ending
April 30. The results of the acquired Pillsbury operations are reflected in our financial
results from Nov. 1, 2001.

(B) LAND, BUILDINGS, EQUIPMENT AND DEPRECIATION - Buildings
and equipment are depreciated over estimated useful lives, primarily using the
straight-line method. Buildings are usually depreciated over 40 to 50 years, and equip-
ment is depreciated over three to 15 years. Depreciation charges for 2002, 2001 and
2000 were $283 million, $194 million and $183 million, respectively. Accelerated depre-
ciation methods generally are used for income tax purposes. When an item is sold or
retired, the accounts are relieved of its cost and related accumulated depreciation; the
resulting gains and losses, if any, are recognized.

(C) INVENTORIES - Inventories are valued at the lower of cost or market. We
generally use the LIFO method of valuing inventory because we believe that it is a bet-
ter match with current revenues. However, FIFO is used for most foreign operations,
where LIFQ is not recognized for income tax purposes and the operations often lack
the staff to handle LIFO complexities accurately.

(D) INTANGIBLE ASSETS - Goodwill represents the difference between the pur-
chase prices of acquired companies and the related fair values of net assets acquired and
accounted for by the purchase method of accounting. On May 28, 2001, we adopted
Statement of Financial Accounting Standards (SFAS) No. 142, “Goodwill and Intangible
Assets.” This Statement eliminates the amortization of goodwill and instead requires that
goodwill be tested annually for impairment. See Note One (N} for the effects of this
adoption. The costs of patents, copyrights and other amortizable intangible assets are
amortized evenly over their estimated usefut lives.

(E}) RECOVERABILITY OF LONG-LIVED ASSETS - We review long-lived
assets, including identifiable intangibles and goodwill, for impairment when events or
changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. An asset is deemed impaired and written down to its fair value if esti-
mated related future cash flows are less than its carrying amount.

(F) FOREIGN CURRENCY TRANSLATION - For most of our foreign opera-
tions, local currencies are considered the functional currency. Assets and liabilities are
translated using exchange rates in effect at the balance sheet date. Results of opera-
tions are translated using the average exchange rates prevailing throughout the period.
Translation effects are classified within Accumulated Other Comprehensive Income in
Stockholders' Equity.

(G) FINANCIAL INSTRUMENTS - See Note One (N) for a description of our
adoption of SFAS No. 133, “Accounting for Derivative Instruments and Hedging
Activities.” See Note Seven for a description of our accounting policies related to finan-
cial instruments.

(H) REVENUE RECOGNITION - We recognize sales upon shipment to
our customers.

(1) RESEARCH AND DEVELOPMENT - All expenditures for research and
development are charged against earnings in the year incurred. The charges for 2002,
2001 and 2000 were $131 million, $83 million and $77 million, respectively.

(J) ADVERTISING COSTS - Advertising expenses {including production and
communication costs) for 2002, 2001 and 2000 were $489 million, $358 million and
$361 million, respectively. Prepaid advertising costs (including syndication properties)
of $36 million and $34 million were reported as assets at May 26, 2002, and May 27,
2001, respectively. We expense the production costs of advertising the first time that
the advertising takes place.

({K) STOCK-BASED COMPENSATION - We use the intrinsic value method for
measuring the cost of compensation paid in Company common stock. This method
defines our cost as the excess of the stock’s market value at the time of the grant over
the amount that the employee is required to pay. Our stock option plans require that
the employee’s payment (i.e., exercise price) be the market value as of the grant date.

(L) EARNINGS PER SHARE - Basic Earnings per Share (EPS) is computed by
dividing net earnings by the weighted average number of common shares outstanding.
Diluted EPS includes the effect of all dilutive potential common shares {primarily
related to outstanding in-the-money stock options).

(M) CASH AND CASH EQUIVALENTS - We consider all investments purchased
with an original maturity of three months or less to be cash equivalents. Cash and cash
equivalents totaling $77 million are designated as collateral for certain derivative liabilities.
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Under terms of the agreement, Diageo holds contingent value rights that may require
payment to Diageo on April 30, 2003, of up to $335 million, depending on the General
Mills stock price and the number of General Mills shares that Diageo continues to hold
on that date. If the General Mills stock price averages less than $49 per share for the
20 trading days prior to that date, Diageo will receive an amount per share equal to the
difference between $49 and the General Mills stock trading price, up to a maximum of
$5 per share.

The stockholders’ agreement between General Mills and Diageo includes a standstill
provision, under which Diageo is precluded from buying additional shares in General
Mills for a 20-year period following the close of the transaction, or for three years fol-
lowing the date on which Diageo owns less than 5 percent of General Mills’ outstand-
ing shares, whichever is earlier. The agreement also generally requires pass-through
voting by Diageo, so its shares will be voted in the same proportion as the other
General Mills shares are voted. So long as Diageo owns at least 50 percent of the

134 million shares it originally received in this transaction, Diageo may designate

two individuals to the General Mills Board of Directors.

The excess of the purchase price over the estimated fair value of the net assets pur-
chased was approximately $8 billion. The allocation of the purchase price is based on
preliminary estimates, subject to revisions when appraisals and integration plans have
been finalized. Revisions 1o the allocation, which may be significant, will be reported as
changes to various assets and liabilities, including goodwill, other intangible assets, and
deferred income taxes. As of May 26, 2002, the goodwill balance includes all of the
excess purchase price of the Pillsbury acquisition, as the valuation of specific intangible
assets has not yet been completed. We expect the valuation to result in a significant
value for nonamaortizable brands. We do not anticipate significant amounts to be allo-
cated to amortizable intangible assets and, therefore, the amount of intangibles amorti-
zation is not expected to be material to the results of operations in future periods.

In order to obtain regulatory clearance for the acquisition of Pillsbury, we arranged to
divest certain businesses. On Nov. 13, 2001, International Multifoods Corporation {(IMC)
purchased the Pillsbury dessert and specialty products businesses as well as certain
General Mills brands and the General Mills Toledo production facilities for $316 million.
After-tax cash proceeds from this transaction were used to reduce General Mills debt.
Under the agreement with IMC, General Mills expects to spend approximately $70 mil-
lion for the purchase and installation of certain production assets at the Toledo plant, of
which $47 million has been expended through May 26, 2002.

As part of the transaction, IMC received an exclusive royalty-free license to use the
Doughboy trademark and Pillsbury brand in the desserts and baking mix categories.

The licenses are renewable without cost in 20-year increments at IMC’s discretion.
Since the sale of the assets to IMC was integral to the Pillsbury acquisition, and
because the assets sold were adjusted to fair market value as part of the purchase of
Pillsbury, there was no gain or loss recorded on the sale in the Company’s consofidated
statement of earnings.

Pillsbury had a 50 percent equity interest in Ice Cream Partners USA LLC (ICP), a joint
venture Pillsbury formed with Nestlé USA during fiscal 2000 for the manufacture,
marketing and distribution of Hdagen-Dazs and Nestlé ice cream products in the
United States. On Dec. 26, 2001, Nestlé USA exercised its right, triggered by the change
of ownership of Pillsbury, to buy the 50 percent stake of ICP that it did not already
own. Nestlé paid us $641 million for our 50 percent of the joint venture and a long-
term, paid-in-full license for the Hdagen-Dazs brand in the United States. Net proceeds
from this transaction also were used to reduce our debt level.

We are reconfiguring our cereal production as a result of selling our Toledo, Ohio, plant
to IMC. We also incurred a number of one-time costs associated with the acquisition of
Pilisbury, and the associated divestiture of certain businesses and assets to IMC. (See
Note Three.)

In February 2002, we decided to close two Pillsbury facilities in order to utilize the operating
capacity of the newly combined companies more fully. We closed the Geneva, lIl., plant,
which produced frozen breakfast products; and the Anthony, Texas, production facility,
which produced various Mexican food products. Our exit liabilities connected to these plant
closures amount to $22 million and have been included in the purchase price allocation of
Pillsbury. Approximately 370 employees were affected by these two plant closures.

We continue to evaluate plans to consolidate manufacturing, warehouse and distribution
activities into fewer locations. The closure of additional Pillsbury facilities could result in
additional severance and other exit liabilities, which would increase the excess purchase
price. These amounts will be recorded on our consolidated balance sheet as adjustments
to the excess purchase price when plans have been finalized and announced. The inte-
gration of Pillsbury into General Mills" operations also may result in the restructuring of
certain General Mills activities. These actions could result in additional unusual charges,
which will be recorded as expense in our consolidated statements of earnings in the
period during which plans are finalized.

Actual results of acquired business operations are included in the consolidated state-
ment of earnings for the period from Nov. 1, 2001 through May 26, 2002. The following
unaudited pro forma information presents a summary of our consolidated results of
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foods and beverages. As a result of the Pillsbury acquisition, we have 50 percent interests
in the following joint ventures for the manufacture, distribution and marketing of
Héagen-Dazs frozen ice cream products and novelties: Haagen-Dazs Japan K.K., Haagen-
Dazs Korea Company Limited, Haagen-Dazs Taiwan Limited, Hdagen-Dazs Distributors
{Thailand) Company Limited, and Haagen-Dazs Marketing & Distribution (Philippines} Inc.
We also have a 50 percent interest in Seretram, a joint venture with Co-op de Pau for the
production of Green Giant canned corn in France.

Thejoint ventures are reflected in our financial statements on an equity accounting
basis. We record our share of the earnings or losses of these joint ventures. (The table
that follows reflects the joint ventures on a 100 percent basis.) We also receive royalty
income from certain of these joint ventures, incur various expenses (primarily research
and development) and record the tax impact of certain of the joint venture operations
that are structured as partnerships.

Our cumulative investment in these joint ventures (including our share of earnings and
losses) was $326 million, $218 million and $198 million at the end of 2002, 2001 and
2000, respectively. We made aggregate investments in the joint ventures of $38 mil-
lion, $25 million and $29 million (net of a $6 million loan repayment) in 2002, 2001

and 2000, respectively. We received aggregate dividends from the joint ventures of
$17 million, $3 million and $5 million in 2002, 2001 and 2000, respectively.

Summary combined financial information for the joint ventures on a 100 percent basis
follows. Since we record our share of CPW results on a two-month lag, CPW informa-
tion is included as of and for the 12 months ended March 31. The Haagen-Dazs and
Seretram joint ventures are reported as of and for the six months ended April 30, 2002.
The SVE and 8th Continent information is consistent with our May year-end.

Combined Financial Information — Joint Ventures - 100% Basis

In Millions, Fiscal Year 2001 2000
Net Sales $1,468 $1,429
Gross Profit 664 619
Earnings (losses) before Taxes 61 4)

Earnings (losses) after Taxes 48

In Millions May 26, 2002 May 27, 2001
Current Assets $587
Noncurrent Assets 712

Current Liabilities 630
Noncurrent Liabilities 9

Our proportionate share of joint venture sales was $777 million, $666 million and
$652 million for 2002, 2001 and 2000, respectively.

5. BALANCE SHEET INFORMATION

The components of certain balance sheet accounts are as follows:

In Millions

May 26, 2002

May 27, 2001

Land, Buildings and Equipment:

lLand $ 54
Buildings 1,151
Equipment 2,916
Construction in progress 497
Total land, buildings and equipment 4,618
Less accumulated depreciation (1,854)
Net land, buildings and equipment $ 2,764 $ 1,501
Goodwill:
Total goodwill $ 8,559
L ess accumulated amortization (86)
Goodwill $8,473

Intangible Assets:
Intangible assets, primarily capitalized software $ 129
Less accumulated amortization (39)

$ 90

Intangible assets

Other Assets:
Prepaid pension
Marketable securities, at market
Investments in and advances to affiliates
Miscellaneous

Total other assets

The changes in the carrying amount of goodwill for the fiscal year ended May 26, 2002,
are as follows:

Pillsbury

Unallocated

Excess

Bakeries and Purchase
In Millions U.S. Retail Foodservice International  Corporate Price Total
Balance at May 27, 2001 $745 $59 $ -~ $- % - $ 804
Pillsbury transaction - - ~ - 7.669 7,669

Balance at May 26, 2002 $59

$7,669

The Pillsbury acquisition valuation and purchase price allocation has not yet been
completed. (See Note Two.) Therefore, all the excess purchase price is currently
accounted for in goodwill. When the purchase price allocation is completed, the
amount allocated to goodwill will change and the remaining goodwill will be allocated
to our operating segments.

Intangible asset amortization expense was $13 million, $6 million and $5 million for fis-
cal 2002, 2001 and 2000, respectively. Excluding amortization for intangible assets
acquired as part of the Pillsbury acquisition, estimated amortization expense for the next
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exchanges. These transactions may expose the Company to credit risk to the extent that
the instruments have a positive fair value, but we have not experienced any material
losses nor do we anticipate any losses. The Company does not have a significant concen-
tration of risk with any single party or group of parties in any of its financial instruments.

Qualitying derivatives are reported as part of hedge arrangements as follows:

CASH FLOW HEDGES - Gains and losses on these instruments are recorded in
Other Comprehensive Income untit the underlying transaction is recorded in earnings.
When the hedged item is realized, gains or losses are reclassified from Accumulated
Other Comprehensive Income to the Consolidated Statements of Earnings on the
same line item as the underlying transaction risk.

FOREIGN EXCHANGE TRANSACTION RISK-The Company is exposed to
fluctuations in foreign currency cash flows related primarily to third-party purchases,
intercompany product shipments, and intercompany loans. Forward contracts of gen-
erally less than 12 months duration are used to hedge some of these risks. Effective-
ness is assessed based on changes in forward rates.

INTEREST RATE RISK - The Company is exposed to interest rate volatility with
regard to existing variable-rate debt and planned future issuances of fixed-rate debt.
The Company uses interest rate swaps, including forward-starting swaps, to reduce
interest rate volatility, and to achieve a desired proportion of variable vs. fixed-rate
debt, based on current and projected market conditions.

Variable-to-fixed interest rate swaps are accounted for as cash flow hedges, with effec-
tiveness assessed based on either the hypothetical derivative method or changes in
the present value of interest payments on the underlying debt.

PRICE RISK -~ The Company is exposed to price fluctuations primarily as a result of
anticipated purchases of ingredient and packaging materials. The Company uses a
combination of long cash positions with suppliers, exchange-traded futures and option
contracts and over-the-counter hedging mechanisms to reduce price fluctuations in a
desired percentage of forecasted purchases over a period of generally less than one
year. Commodity contracts are accounted for as cash flow hedges, with effectiveness
assessed based on changes in futures prices.

We use a grain merchandising operation to provide us efficient access to and more
informed knowledge of various commodities markets. This operation uses futures and
options to hedge its net inventory position to minimize market exposure. As of May 26,
2002, our grain merchandising operation had futures and options contracts that essen-
tially hedged its net inventory position. None of the contracts extended beyond

May 2003. All futures contracts and futures options are exchange-based instruments
with ready liquidity and determinable market values. Neither results of operations nor

the year-end positions from our grain merchandising operation were material to the
Company'’s overall results.

Unrealized losses from cash flow hedges recorded in Accumulated Other Comprehensive
Income as of May 26, 2002, totaled $432 million pretax, primarily related to interest rate
swaps we entered into in contemplation of future borrowings and other financing
requirements (primarily related to the Pillsbury acquisition), which are being reclassified
into interest expense over the life of the interest rate hedge. (See Note Eight regarding
swaps settled or neutralized.) Other insignificant amounts related to foreign currency and
commodity price cash flow hedges will be reclassified, as appropriate, into earnings dur-
ing the next 12 months.

FAIR VALUE HEDGES — Fair value hedges involve recognized assets, liabilities or
firm commitments as the hedged risks.

FOREIGN EXCHANGE TRANSLATION RISK - The Company is exposed

to fluctuations in the value of foreign currency investments in subsidiaries and cash
flows related primarily to repatriation of these investments. Forward contracts, gener-
ally less than 12 months duration, are used to hedge some of these risks. Effective-
ness is assessed based on changes in forward rates. Effective gains and losses on
these instruments are recorded as a foreign currency translation adjustment in Other
Comprehensive Income.

The Company enters into foreign currency forward contracts to reduce volatility in the
translation of foreign currency earnings to U.S. dollars. Gains and losses on these
instruments are recorded in selling, general and administrative expense, generally
reducing the exposure to translation volatility during a full-year period.

Our net balance sheet exposure consists of the net investment in foreign operations,
translated using the exchange rates in effect at the balance sheet date. The compo-
nents of our net balance sheet exposure by geographic region are as follows:

In Millions May 26, 2002 May 27, 2001
Europe $363
North/South America 248
Asia/Other 101
Net Balance Sheet Exposure $712

INTEREST RATE RISK - The Company currently uses interest rate swaps to reduce
funding costs associated with certain debt issues and to achieve a desired proportion of
vanable vs. fixed-rate debt, based on current and projected market conditions.

Fixed-to-variable interest rate swaps are accounted for as fair value hedges with effec-
tiveness assessed based on changes in the fair value of the underlying debt, using
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In 2001, we issued $284 million of debt under our medium-term note program with
maturities up to two years and interest rates varying from 7.0 to 74 percent.

The Company has guaranteed the debt of the Employee Stock Ownership Plan; there-
fore, the loan is reflected on our consolidated balance sheets as long-term debt with a
related offset in Unearned Compensation in Stockholders’ Equity.

The sinking fund and principal payments due on long-term debt are (in millions) $248,
$104, $225, $54 and $1,536 in 2003, 2004, 2005, 2006 and 2007, respectively. The
2005 and 2006 amounts are exclusive of $12 million and $5 million, respectively, of
interest yet to be accreted on zero coupon notes. The notes payable that are reclassi-
fied under our revolving credit agreement are not included in these principal payments.

Our marketable securities (see Note Five) include zero coupon U.S. Treasury and other top-
rated securities. These investments are intended to provide funds for the payment of prin-
cipal and interest for the zero coupon notes due Aug. 15, 2004, and Aug. 15, 2013.

9. MINORITY INTEREST

fn Aprit 2002, the Company and certain of its wholly owned subsidiaries contributed
assets with an aggregate fair market value of approxirmately $4 billion to another sub-
sidiary (GMC), a limited liability company. GMC is a separate and distinct legal entity
from the Company and its subsidiaries, and has separate assets, liabilities, businesses
and operations. The contributed assets consist primarily of manufacturing assets and
intellectual property associated with the production and retail sale of Big G ready-to-eat
cereals, Progresso soups and Old El Paso products. In exchange for the contribution of
these assets, GMC issued the managing membership interest and Class A and Class B
preferred membership interests to wholly owned subsidiaries of the Company. The
managing member directs the business activities and operations of GMC and has fidu-
ciary responsibilities to GMC and its members. Other than rights to vote on certain
matters, holders of the Class A and Class B interests have no right to direct the man-
agement of GMC.

In May 2002, GMC sold approximately 30 percent of the Class A interests to an unre-
lated third-party investor in exchange for $150 million. The Class A interests receive quar-
terly preferred distributions at a floating rate equal to the three-month LIBOR plus 90
basis points. The GMC limited liability company agreement requires that the rate of

the preferred distributions for the Class A interests be reset by agreement between the
third-party investors and GMC every five years, beginning in May 2007. If GMC and

the investors fail to mutually agree on a new rate of preferred distributions, GMC must

remarket the securities. Upon a failed remarketing, the rate over LIBOR will be
increased by 75 basis points (up to a maximum total of 300 basis points following a
scheduled reset date). In the event of four consecutive failed remarketings, the third-
party investors can force a liquidation and winding up of GMC.

GMC has a scheduled duration of 20 years. However, GMC, through the managing
member, may elect to redeem all of the Class A interests held by third-party investors at
any time for an amount equal to the investors’ capital accounts, plus an optional retire-
ment premium if such retirement occurs prior to June 2007. Under certain circum-
stances, GMC also may be dissolved and liquidated earlier. Events requiring liquidation
include, without limitation, the bankruptcy of GMC or its subsidiaries, failure to deliver
the preferred quarterly return, failure to comply with portfolio requirements, breaches
of certain covenants, and four consecutive failed attempts to remarket the Class A
interests. In the event of a liquidation of GMC, the third-party investors that hold the
Class A interests would be entitled to repayment from the proceeds of liquidation prior
to the subsidiaries of the Company that are members of GMC. The managing member
may avoid liquidation in most circumstances by exercising an option to purchase the pre-
ferred interests. An election to redeem the preferred membership interests could
impact the Company'’s liquidity by requiring the Company to refinance the redemption
price or liquidate a portion of GMC assets.

Currently, all of the Class B interests are held by a subsidiary of the Company. The
Company may offer the Class B interests and the remaining, unsold Class A interests to
third-party investors on terms and conditions to be determined.

For financial reporting purposes, the assets, liabilities, results of operations, and cash
flows of GMC are included in the Company's consolidated financial statements. The
third-party investor's Class A interest in GMC is reflected as a minority interest on the
consolidated balance sheet of the Company.

Subsequent to fiscal year end, General Mills Capital, Inc. (GM Capital), a wholly owned
subsidiary, sold $150 million of its Series A preferred stock to an unrelated third-party
investor. GM Capital regularly enters into transactions with the Company to purchase
receivables of the Company. These receivables are included in the consolidated balance
sheet and the $150 million purchase price for the Series A preferred stock will be
reflected as additional minority interest on the balance sheet. The proceeds from the
issuance of the preferred stock were used to pay down commercial paper.
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11. STOCK PLANS

The Company uses broad-based stock plans to help ensure alignment with stock-
holders’ interests. A total of 8,984,631 shares are available for grant under the 1998
senior management plan through Oct. 1, 2005, the 1998 employee plan (which has no
specified duration) and the 2001 director plan through Sept. 30, 2006. Shares available
for grant are reduced by shares issued, net of shares surrendered to the Company in
stock-for-stock exercises. Options may be priced only at 100 percent of the fair market
value at the date of grant. No options now outstanding have been re-priced since the
original date of grant. Options now outstanding include some granted under the 1988,
1990, 1993 and 1995 option plans, under which no further rights may be granted. All
options expire within 10 years and one month after the date of grant. The stock plans
provide for full vesting of options upon completion of specified service periods, or in
the event there is a change of control.

Stock subject to a restricted period and a purchase price, if any {(as determined by the
Compensation Committee of the Board of Directors), may be granted to key employees
under the 1998 employee plan. Restricted stock, up to 50 percent of the value of an
individual’s cash incentive award, may be granted through the Executive Incentive Plan.
Certain restricted stock awards require the employee to deposit personally owned
shares (on a one-for-one basis) with the Company during the restricted period. The
2001 director plan allows each nonemployee director to annually receive 1,000 restricted
stock units convertible to common stock at a date of the director’s choosing following
his or her one-year term. In 2002, 2001 and 2000, grants of 691,115, 353,500 and
330,229 shares of restricted stock or units were made to employees and directors
with weighted average values at grant of $46.93, $37.61 and $38.49 per share, respec-
tively. On May 26, 2002, a total of 1,634,168 restricted shares and units were out-
standing under all plans.

The 1988 plan permitted the granting of performance units corresponding to stock
options granted. The value of performance units was determined by return on equity
and growth in earnings per share measured against preset goals over three-year
performance periods. For seven years after a performance period, holders may elect
to receive the value of performance units {with interest) as an alternative to exercising
corresponding stock options. On May 26, 2002, there were 48,614 options outstanding
with corresponding performance unit accounts. The value of these options exceeded
the value of the performance unit accounts.

The following table contains information on stock option activity. Approximately 33 percent
of the options outstanding at May 26, 2002, were granted under the Salary Replacement
Option and Deposit Stock Option Plans, both of which have been discontinued.

Weighted Weighted

Average Average

Options Exercise Options Exercise

Exercisable Price per Qutstanding Price per

(Thousands) Share {Thousands) Share

Balance at May 30, 1999 24,232 $25.05 53,076 $28.17
Granted 11,445 37.49
Exercised (5,679) 2182
Expired (552) 33.42
Balance at May 28, 2000 25,412 26.40 58,290 30.57
Granted 11,600 38.07
Exercised (5,651) 24.60
Expired (741) 35.98
Balance at May 27, 2001 27,724 27.79 63,498 32.40
Granted 14,567 48.17
Exercised (6,569) 27.64
Expired (421) 39.44

Balance at May 26, 2002 30,149 71,075

The following table provides information regarding options exercisable and outstanding
as of May 26, 2002:

Weighted Weighted Weighted
Range of Average Average Average
Exercise Options Exercise Options Exercise Remaining
Price Exercisable Price per Outstanding Price per Contractual
per Share (Thousands) Share (Thousands) Share Life (Years)
Under $25 4,976 $22.61 4,982 $22.61 2.26
$26-%30 12,392 26.46 12,401 26.47 2.53
$30-$35 9,822 3224 19,836 33.28 6.65
$35-340 173 36.96 8,464 37.43 6.25
Over $40 2,786 41.77 25,392 45.02 8.91
30,149 $29.18 71,075 $36.03 6.38

Stock-based compensation expense related to restricted stock for 2002, 2001 and
2000 was $16 million, $11 million and $9 million, respectively, using the intrinsic value-
based method of accounting for stock-based compensation plans. Effective with 1997,
we adopted the disclosure reguirements of SFAS No. 123, “Accounting for Stock-
Based Compensation.” SFAS No. 123 allows either a fair value-based method or an
intrinsic value-based method of accounting for such compensation plans. Had com-
pensation expense for our stock option plan grants been determined using the fair
value-based method, net earnings, basic earnings per share and diluted earnings per
share would have been approximately $384 million, $1.16 and $1.13, respectively, for
2002; $621 million, $2.19 and $2.15, respectively, for 2001; and, $575 million, $1.92
and $1.89, respectively, for 2000. The weighted average fair values at grant date of
the options granted in 2002, 2001 and 2000 were estimated as $11.77, $8.78 and
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Plans with obligations in excess of plan assets:

Postretirement

Pension Plans Benefit Plans

In Millions 2001
Accumulated benefit obligation $166
Plan assets at fair value 41

Assumptions as of year-end are:

Postretirement

Pension Plans Benefit Plans

Discount rate

Rate of return on plan assets
Salary increases

Annual increase in cost of benefits

The annual increase in cost of postretirement benefits is assumed to decrease gradu-
ally in future years, reaching an ultimate rate of 5.2 percent in the year 2007.

Components of net benefit income) or expense each year are as follows:

Postretirement
Benefit Plans

2001

Pension Plans

2002 2001 2000

In Millions

Service cost $ 34 EINEEEE I $6 §$6
Interest cost 122 79 69 21 17
Expected return on plan assets (PZAIN (159)  (142) (23) (22)
Amortization of transition asset {15) (15) - -
Amortization of (gains) losses 1 1

Amortization of prior service costs (credits) (2) (2)

Settlement or curtailment losses
Net (income) expense

$ (85) ENG)

Assumed trend rates for health-care costs have an important effect on the amounts
reported for the postretirement benefit plans. If the health-care cost trend rate
increased by 1 percentage point in each future year, the aggregate of the service and
interest cost components of postretirement expense would increase for 2002 by

$5 million, and the postretirement accumulated benefit obligation as of May 26, 2002,
would increase by $51 million. If the health-care cost trend rate decreased by 1 percent-
age point in each future year, the aggregate of the service and interest cost compo-
nents of postretirement expense would decrease for 2002 by $4 million, and the
postretirement accumulated benefit obligation as of May 26, 2002, would decrease by
$44 million.

The General Mills Savings Plan is a defined contribution plan that covers our salaried
and nonunion employees. It had net assets of $1,666 million at May 26, 2002, and
$1,071 million at May 27, 2001. This plan is a 401(k) savings plan that includes a number

of investment funds and an Employee Stock Ownership Plan (ESOP). The ESOP's only
assets are Company common stock and temporary cash balances. Company expense
recognized in 2002, 2001 and 2000 was $9 million, $8 million and $8 million, respectively.
The ESOP's share of this expense was $3 million, $7 million and $7 million, respec-
tively. The ESOP's expense is calculated by the “shares allocated” method.

The ESOP uses Company common stock to convey benefits to employees and,
through increased stock ownership, to further align employee interests with those of
shareholders. The Company matches a percentage of employee contributions to the
ESOP with a base match plus a variable yearend match that depends on annual results.
Employees receive the Company match in the form of common stock.

The ESOP originally purchased Company common stock principally with funds bor-
rowed from third parties (and guaranteed by the Company). The ESOP shares are
included in net shares outstanding for the purposes of calculating earnings per share.
The ESOP's third-party debt is described in Note Eight.

The Company treats cash dividends paid to the ESOP the same as other dividends.
Dividends received on leveraged shares (i.e., all shares originally purchased with the
debt proceeds) are used for debt service, while dividends received on unleveraged
shares are passed through to participants.

The Company’s cash contribution to the ESOP is calculated so as to pay off enough
debt to release sufficient shares to make the Company match. The ESOP uses the
Company's cash contributions to the plan, plus the dividends received on the ESOP's
leveraged shares, to make principal and interest payments on the ESOP’s debt. As loan
payments are made, shares become unencumbered by debt and are committed to be
allocated. The ESOP allocates shares to individual employee accounts on the basis of
the match of employee payroll savings (contributions), plus reinvested dividends
received on previously allocated shares. In 2002, 2001 and 2000, the ESOP incurred
interest expense of $2 million, $3 million and $4 million, respectively. The ESOP used
dividends of $8 million, $7 million and $9 million, along with Company contributions of
$3 million, $6 million and $6 million to make interest and principal payments in the
respective years.

The number of shares of Company common stock in the ESOP is summarized as follows:

Number of Shares, in Thousands

May 26, 2002
1,170

May 27, 2001

Unreleased shares
Committed to be allocated 15
Allocated to participants 5,500

6,685

Total shares
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Noncancelable future lease commitments {in millions) are: $59 in 2003, $44 in 2004,
$35in 2005, $31 in 2006, $22 in 2007 and $96 after 2007, with a cumulative total of
$287. These future lease commitments will be partially offset by future sublease
receipts of $46 million.

We are contingently liable under guaranties and comfort letters for $212 million. The
guaranties and comfort letters are principally issued to support borrowing arrangements,
primarily for our joint ventures. We remain the guarantor on certain leases and other obli-
gations of Darden Restaurants, Inc. (Darden), an entity we spun off as of May 28, 1995.
However, Darden has indemnified us against any related loss.

The Company is involved in various claims, including environmental matters, arising

in the ordinary course of business. In the opinion of management, the ultimate disposi-
tion of these matters, either individually or in aggregate, will not have a material adverse
effect on the Company’s financial position or results of operations.

18. BUSINESS SEGMENT AND GEOGRAPHIC INFORMATION

We operate exclusively in the consumer foods industry, with multiple operating seg-
ments organized generally by product categories.

Following the acquisition of Pillsbury, we restructured our management organization.
Consistent with our new organization and SFAS No. 131, “Disclosures about Segments of
an Enterprise and Related Information,” we have aggregated our operating segments into
three reportable segments: 1) U.S. Retail; 2) Bakeries and Foodservice; and 3) International.
U.S. Retail consists of cereals, meals, refrigerated and frozen dough products, baking
products, snacks, yogurt and other. Our Bakeries and Foodservice segment consists of
products marketed to bakeries and offered to the commercial and noncommercial food-
service sectors throughout the United States and Canada. The International segment
includes our retail business outside the United States and our foodservice business out-
side of the United States and Canada.

During 2002, there was one individual customer that generated 12 percent of our net
sales. There were no individual customers that generated more than 10 percent of our net
sales during 2001 and 2000.

Management reviews operating results to evaluate segment performance. Operating
profit for the reportable segments excludes general corporate expenses. Interest expense
and income taxes are centrally managed at the corporate level and, therefore, are not allo-
cated to segments since they are excluded from the measure of segment profitability
reviewed by the Company’s management. Under our supply chain organization, our manu-
facturing, warehouse, distribution and sales activities are substantially integrated across
our operations in order to maximize efficiency and productivity. As a result, fixed assets,
capital expenditures for long-lived assets, and depreciation and amortization expenses are
not maintained nor available by operating segment.

The measurement of operating segment results is generally consistent with the pre-
sentation of the consolidated statements of earnings. Intercompany transactions
between reportable operating segments were not material in the periods presented.

In Millions, Fiscal Year 2001 2000
Net Sales:
U.S. Retall $4,790 $4,560
Bakeries and Foodservice 397 355
International 263 258
Total 5,450 5173
Operating Profit Before Unusual {tems:
U.S. Retail $1,057 $1,013
Bakeries and Foodservice 91 81
International 17 18
Unallocated Corporate ltems 4 (13)
Total 1,169 1,099
Operating Profit Including Unusual ltems:
U.S. Retall $1,100 $1,013
Bakeries and Foodservice 91 81
International 17 18
Unallocated Corporate Items (4) (13)
Total 1,204 1,099
Interest, net 206 152
Income Taxes 350 336
Earnings from Joint Ventures 17 3
Earnings before cumulative effect of change in
accounting principle 665 614
Cumulative effect of change in accounting principie - -
Net Earnings $ 665 $ 614

The following table provides net sales information for our primary product categories:

In Millions, Fiscal Year 2001 2000
Product Categories:
U.S. Retail:
Big G Cereals $1,963 $1,986
Meals 580 555
Pillsbury USA - -
Baking Products 824 804
Snacks 711 630
Yogurt/Health Ventures/Other 712 585
Total U.S. Retail 4,790 4,560
Bakeries and Foodservice 397 355
International:
Canada 177 178
Rest of World 86 80
Total International 263 258
Consolidated Total $5,450 $5,173
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CORPORATE DIRECTORY (4SO0F AUGUST 5. 2002)
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BOARD OF DIRECTORS

STEPHEN R. DEMERITT
Vice Chairman,
General Mills, Inc.(7)

LIVIO D. DESIMIONE
Retired Chairman of the Board and
Chief Executive Officer, 3M
(diversified manufacturer)(’.2.3%6)
St. Paul, Minnesota

WILLIAM T. ESREY

Chairman of the Board and

Chief Executive Officer,

Sprint Corporation
{telecommunication systems) (1.3.475)
Overland Park, Kansas

RAYMIOND V. GILMARTIN
Chairman of the Board,

President and Chief Executive Officer,
Merck & Company, Inc.
(pharmaceuticals)(2.3.5%

Whitehouse Station, New Jersey

JUDITH RICHARDS HOPE
Partner, Paul, Hastings,

Janofsky & Walker LLP
(attorneys)(1.4.56)

Washington, D.C.

ROBERT L. JOHNSON
Founder and Chief Executive Officer,
Black Entertainment Television,

a subsidiary of Viacom, Inc.

(media and entertainment) 2.5.6)
Washington, D.C.

JOHMN M. KEENAN
Chief Executive Officer,
Grand Cru Consulting, Ltd.
London, England

HEIDI G. MILLER
Executive Vice President and
Chief Financial Officer,

Bank One Corporation(3.4.6)
New York, New York

STEPHEM W. SANGER
Chairman of the Board and
Chief Executive Officer,
General Mills, Inc.(17

A. MICHAEL SPENCE
Partner,

Qak Hill Venture Partners(.23.5/
Menlo Park, California

BOARD COMMITTEES:

DOROTHY A. TERRELL

Senior Vice President, Worldwide Sales and
President, Platform and Services Group,
NMS Communications
(telecommunications

hardware and software)(2.4.6/

Framingham, Massachusetts

RAYMOND G. VIAULYT
Vice Chairman,
General Mills, Inc.(1

PAUL S. WALSH

Chietf Executive Officer,
Diageo plc

(premium alcoholic beverages)
London, England

1 Executive Committee; 2 Audit Committee; 3 Compensation Committee, 4 Finance Committee;
& Nominating Committee; 6 Public Responsibility Committee. *Denotes Committee Chair

©00000000000000000000000000000000000000D00AD000000000N0000N000O0N0000000A0000000000000000000000000600000000000000000000D0000D0000000000000000060000000000000000000C00060G0000CI000000000000000EUD

SENIOR MANAGEMENT

Y. MARC BELTOMN
Senior Vice President,
Yoplait-Colombo, Canada and New Business

PETER J. CAPELL
Senior Vice President;
President, Snacks Unlimited

RANDY G. DARCY
Senior Vice President, Supply Chain Operations

RORY A. DELANEY
Senior Vice President,
Strategic Technology Development

STEPHEN R. DEMERITT
Vice Chairman

IAN R. FRIENDLY
Senior Vice President;
President, Big G Cereals

DAVID P. HOMER
Vice President;
President, Baking Products

@

JAMES A. LAWRENCE
Executive Vice President,
Chief Financial Officer

JOHMN 7. MACHUZICK
Senior Vice President,
Convenient Food Solutions,
Bakeries and Foodservice

SIRI S. MARSHALL
Senior Vice President,
Corporate Affairs;

General Counsel and Secretary

CHRISTOPHER D. O'LEARY
Senior Vice President;
President, Meals

S. PAUL OLIVER
Senior Vice President;
President, Bakeries and Foodservice

MICHAEL A. PEEL
Senior Vice President,
Human Resources and Corporate Services

KENDALL J. POWELL
Senior Vice President;

Chief Executive Officer,
Cereal Partners Worldwide

LUCIO RIZZ)
Senior Vice President;
President, International

PETER B. ROBINSON
Senior Vice President;
President, Pillsbury USA

JEFFREY J. ROTSCH
Senior Vice President,
Sales and Channel Development

STEPHEN W. SANGER
Chairman of the Board and
Chief Executive Officer

CHRISTINA L. SHEA
Senior Vice President;
President, General Mills Foundation

CHRISTI L. STRAUSS
Vice President;
President, General Mills Canada

DANNY L. STRICKLAND
Senior Vice President,
Innovation, Technology and Quality

AUSTIN P. SULLIVAN JR.
Senior Vice President,
Corporate Relations

KENNETH L. THOME
Senior Vice President,
Financial Operations

DAVID B. VANBENSCHOTEN
Vice President, Treasurer

RAYMOND G. VIAULT
Vice Chairman

ROBERT F. WALDRON
Vice President;
President, Yoplait-Colombo



STTIAN TVHINID

® 8 8 & & 4 e 0 s ¢ 2 % e s S s & & s s 6 0 s s s e s e w s e L A S 4 s e 6 e s e eV VS eaassoeoe

“Aem Alejoduwiaiuod asow

'MBU B Ul PBIN1EDJ SI BUUBU SijI|A |e1aus0) ay] "0Bo| AIngs|id 8yl woly PamoLIog Yloq

— 9SEQ BUl| PALIOP B YUIM 3N[] JJep B MOU S1HING ‘Sulewsal |, 0, Jel[iuwe) 8y “S|iiA [BI18us0)
MBU By} Juasaidal 01 060) 81e10d100 1No palepdn am "AINgsi|id 40 uoIsSINboe 8yl YUAA
0907 JLVHOLHOD MIAN V

ELLL-0PPGS NN 'sijodeauuliy

€Ll X0d '0Od

uoI10Yy AHUNWIWIOY) S|iA |BI8UDD)

101 91um ‘Ado0 B BAI90a) 0] “soilIAOR D1dosyiue)iyd pue 901AI8S ALlUNUIWIOD
Auew s Auedw oo syl sjielep Loday diysuazini) aielodio) zooz Sl (el1ausn
140d34 dIHSNAZILID 31VHOdHOD

ELLL-OPPSS NIN “sliodeauuiy

€LL1L X049 'Od

U] 'S)IN [BisuUsD)

Ase1a128g 918100107

:03 Bunum Ag Adoo salj e 1senbal Aew

SI9P|OYBIBYS IO ‘BUS BN JNO UO B|QRIIBAE SI Y- WI04 8y "UOISSILIWO)) abueyoxy
pue s8nLNd8Sg a8yl ylm pajiy Lodal [enuue M- W04 9yl Ui PBUIRIUOD B1EP |RIDUBULY
weoubis ayl (|e apnjoul Jodal jenuue SiIyl Ul SJUSWISIELS jeloueul) 8yl 1Byl 9A8I80 OAA
140d34 X-0L INHOS

"B10SBUUIN ‘Sllodeauuly ‘YINOS snuaAy pay ) 00y

‘Auedwio]) anesy | SuaIpiyd ayl 18 'Z00z '£Z 1deg 'Aepuoiy ‘swiy bljAeq jenus))
“ure || 1B PIaYy 84 {|Im S1ap|oysieys S|IN [B1aual) Jo Bunssw enuue ay|
DONIL2IN TVNANNY 40 IOILON

P R R R R N N R Y R R T N N e R R R Ry

“a1sem Jawnsuoo-1sod 1uaosad pf 1ses) je Buruieluoo saded uo pajuld @
U} Sl 1eseus9) 2002 @

‘| uondo
'©0LSG- Gz (008) 18 payoeal ag Aew Jusuwiueda sAIR19108S 812100107 S||IA [BI8UDD) 8Y |

W0 S||ILUjRIBUSE MMM 81IS GBAA 1IN0
uo 3[ge|ieAe ale uonewojul Aueduwod pue smeu 8yeiodiod ‘suiodal sbuluies AllerenyD

'202e-79/ (€£9/) 10 £0£G-G¥Z (008) 12 WswiLiedap SUOlRiSY J01SaAU| 8YL 10B1UOY
SIIHINONI HOLSIANI

000G-60¢ (219} :duoyd
006£-Z0VSS NIN ‘sjodesuuliy
198415 YiL yinos o6

1a3ua)) ofied SiiBMA 00T

d77 DN

HOLIaNY LNIANI4dIANI

W02 BUIJUCIOUMOBIBYS MMM

1911S BAA BIA SS8228 JUNOIDY

WOo2 0BIBLS||OADIDISUBIIND0)S |leuw-]

¥80¥-0GY (159) 10 £9/¥-049 (008) :PU0Yd

#G80-17915S NN 'Ined 35

75879 X089 'Od

abueyox3 pIoduo) YyUOoN L9l

W'N ‘Bl0S8UuUilA yueq obi1ed S||opn

NVi1d LNIINLSIANIZH ANIAIAIG ANY

SLININAVYL GNIAIAIQ ‘HYHLSIDIY ‘ANIDVY HIASNVHL

SI9 loquiAg Buipely
abueyoX] }001G JIOA MBN
SLINYVYIN

woo's||iwjelsusbmmm 1 L3INEILNI

009£-19/ (£9/) :8U0Yd

BYEL-9ZPSS NIN "sljodesuuliy

pleasinog sj|iN |elausaD) suQ Jaquuiny
SHILYYNOAVIH AQTHOM STTIA TVHINID

NOILVIWHOINI H3IATOHIYVYHS

“ou| oy Ag Bunuug  uosippy Aq ubisaqg




e 8 5 8 6 8 8 8 8 % s e e s e e e s s LS 2 s 8 S e e e e e e s o

GENERAL MILLS
PO. Box 1113 * Minneapolis, MN 55440-1113
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HOLIDAY GIFT BOXES

General Mills Gift Boxes are a part of many shareholders’ December
hotiday traditions. To request an order form, please call us toli free at
{866) 314-2078 or write, including your name, street address, city, state,
zip code and phone number (including area code) to:

2002 Holiday Gift Box Offer
General Mills, Inc.

PO. Box 6631

Stacy, MN 55078-6631

Please contact us after September 1, 2002.




