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Item 1. FINANCIAL STATEMENTS.

PART I. FINANCIAL INFORMATION

FORTUNE BRANDS, INC. AND SUBSIDIARIES

DENSED CO

Assets

Current assets

Cash and cash equivalents
Accounts receivable, net

Inventories

Maturing spirits and wine

Other raw materials, supplies and work in process
Finished products

Other current assets

Total current assets
Property, plant and equipment, net

Goodwill resulting from business acquisitions

LIDATED BALANCE SHEET

(in millions)

Other intangible assets resulting from business acquisitions, net

Investments in unconsolidated subsidiaries

Other assets

Total assets

See notes to condensed consolidated financial statements.

March 31,

2006
(Unaudited)

$ 175.0
1,151.0

1,116.1
428.6
561.8

2,106.5

349.3

3,781.8
1,830.7
3,698.7
3,919.3
79.9
312.7

$ 13,623.1

December 31,

2005

$ 93.6
1,115.6

889.3
301.5
472.3
1,663.1

320.4

3,192.7
1,679.6
3,633.5
3,247.0
1,173.9

274.8

$ 13,2015
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FORTUNE BRANDS, INC. AND SUBSIDIARIES
DENSED CO LIDATED BALANCE SHEET

(in millions, except per share amounts)

Liabilities and stockholders equity

Current liabilities

Notes payable to banks

Commercial paper

Current portion of long-term debt

Accounts payable

Accrued taxes

Accrued customer programs

Accrued salaries, wages and other compensation
Accrued expenses and other liabilities

Total current liabilities

Long-term debt
Deferred income
Deferred income taxes
Other liabilities

Total liabilities

Minority interest in consolidated subsidiaries

Stockholders equity

$2.67 Convertible Preferred stock redeemable at Company s option
Common stock, par value $3.125 per share, 229.6 shares issued
Paid-in capital

Accumulated other comprehensive loss

Retained earnings

Treasury stock, at cost

Total stockholders equity

Total liabilities and stockholders equity

See notes to condensed consolidated financial statements.

March 31,

2006
(Unaudited)

$ 29.2
673.0

297.1
422.9
426.9

98.0

113.3
676.2

2,736.6

5,110.8
112.5
1,018.3
498.7

9,476.9

361.0

6.5
717.4
196.2
(27.3)
6,010.7
(3,118.3)

3,785.2

$ 13,623.1

December 31,

2005

$ 20.5
616.7
296.9
684.9
199.9
164.9
160.2
673.9

2,817.9

4,889.9
119.2
877.2
476.9

9,181.1

374.8

6.6
717.4
182.8
(22.2)
5,890.2
(3,129.2)

3,645.6

$ 13,2015
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF INCOME

For the Three Months Ended March 31. 2006 and 2005

(in millions, except per share amounts)

(Unaudited)
2006

Net sales $2,016.8
Cost of products sold 1,084.6
Excise tax duties on spirits and wine 120.8
Advertising, selling, general and administrative expenses 490.4
Amortization of intangibles 10.0
Restructuring charges 4.1
Operating income 306.9
Interest expense 79.1
Other income, net (10.0)
Income from continuing operations before income taxes and minority interests 237.8
Income taxes 59.7
Minority interests 4.7
Income from continuing operations 173.4
Income from discontinued operations
Net income $ 1734
Earnings per common share
Basic
Continuing operations $ 118
Discontinued operations
Net earnings $ 118
Diluted
Continuing operations $ 115
Discontinued operations
Net earnings $ 115
Dividends paid per common share $ 036
Average number of common shares outstanding
Basic 146.4
Diluted 150.4

See notes to condensed consolidated financial statements.

2005
$1,517.8

836.5
64.8
376.7
8.2

231.6

19.1
(13.0)

225.5

78.0
4.9

142.6
10.1

$ 1527

$ 098
0.07

$ 1.05

$ 095
0.07

$  1.02

144.8

149.6
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

For the Three Months Ended March 31. 2006 and 2005

(in millions)

(Unaudited)

Operating activities

Net income

Restructuring charges

Depreciation and amortization

Stock-based compensation

Deferred income taxes

Changes in assets and liabilities including effects subsequent to acquisitions:
Decrease (increase) in accounts receivable
Increase in inventories

Decrease in accounts payable

Decrease in accrued expenses and other liabilities
Increase in accrued taxes

Tax benefit on exercise of stock options

Other operating activities, net

Net cash used by operating activities

Investing activities

Additions to property, plant and equipment

Proceeds from the disposition of property, plant and equipment
Acquisitions, net of cash acquired

Other investing activities, net

Net cash used by investing activities

Financing activities

(Decrease) increase in short-term debt and commercial paper, net
Issuance of long-term debt

Repayment of long-term debt

Dividends paid to stockholders

Proceeds received from exercise of stock options

Tax benefit on exercise of stock options
Other financing activities, net

Net cash provided by financing activities

Effect of foreign exchange rate changes on cash
Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

2006

$ 1734
4.0

59.1

9.5

5.7

151.0
(106.3)
(444.0)
(146.4)

243.0

(10.9)

(61.9)

(58.5)

8.4)

(66.9)

(2,542.3)
2,939.9
(148.9)
(52.9)
10.2
2.9
0.2)

208.7

1.5

$ 814

$ 936

$ 1750

2005
$ 152.7
55.2
17.8
9.2)
(43.4)
(18.7)
(217.5)
48.3

8.3
(30.6)

(37.1)

(50.3)

0.4

(47.4)

128.7

0.2)
(48.0)
28.7

(6.2)
103.0
4.0

$ 225
$ 164.9

$ 1874
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See notes to condensed consolidated financial statements.
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS EQUITY

For the Three Months Ended March 31. 2006 and 2005

(in millions, except per share amounts)

(Unaudited)
Accumulated
$2.67
Other
Convertible
Comprehensive
Preferred Common Paid-in Retained
Income
Stock Stock Capital (Loss) Earnings

Balance at December 31, 2004 $ 71 $ 7174 $1558 $ 6.4 $5447.2
Comprehensive income
Net income 152.7
Changes during the period 0.7
Total comprehensive income 0.7 152.7
Dividends ($0.33 per Common share and $0.6675 per
Preferred share) (48.0)
Tax benefit on exercise of stock options 8.3
Conversion of preferred stock (<0.1 shares) and
delivery of stock plan shares (0.7 shares) 0.1) 22
Balance at March 31, 2005 $ 70 $ 7174 $1663 $ 7.1 $5,551.9
Balance at December 31, 2005 $ 6.6 $ 7174 $1828 $ (22.2) $5,890.2
Comprehensive income
Net income 173.4
Changes during the period 5.1
Total comprehensive income 4.1 173.4
Dividends ($0.36 per Common share and $0.6675 per
Preferred share) (52.9)
Stock-based compensation 10.3
Tax benefit on exercise of stock options 3.6
Conversion of preferred stock (<0.1 shares) 0.1) (0.5)

Balance at March 31, 2006

$ 65 $ 7174 $1962 $ (27.3) $6,010.7

See notes to condensed consolidated financial statements.

Treasury
Stock,

At Cost
$(3,203.2)

28.5

$ (3,174.7)

$(3,129.2)

10.3

0.6

$(3,118.3)

Total
$3,130.7

152.7
0.7

153.4

(48.0)
8.3

30.6

$3,275.0

$3,645.6

173.4
5.1)

168.3

(52.9)
20.6
3.6

$3,785.2
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1.  Basis of Presentation and Principles of Consolidation
Referencesto we, our and the Company refer to Fortune Brands, Inc. and its consolidated subsidiaries as a whole, unless the context otherwise
requires.

The condensed consolidated balance sheet as of March 31, 2006, the related condensed consolidated statements of income for the three-month
periods ended March 31, 2006 and 2005 and the related condensed consolidated statements of cash flows and stockholders equity for the
three-month periods ended March 31, 2006 and 2005 are unaudited. In the opinion of management, all adjustments necessary for a fair
presentation of the financial statements have been included. These adjustments reflect restructuring and restructuring-related charges in 2006. In
addition, we consolidated variable interest entities (VIEs) where we are deemed to be the primary beneficiary. Refer to Note 5, Acquisitions for
a discussion of VIEs. Interim results may not be indicative of results for a full year.

The condensed consolidated financial statements and notes are presented as permitted by Form 10-Q and do not contain certain information
included in our annual consolidated financial statements and notes. The year-end condensed consolidated balance sheet was derived from the
audited financial statements, but does not include all disclosures required by generally accepted accounting principles. This Form 10-Q should
be read in conjunction with the consolidated financial statements and notes included in our Annual Report on Form 10-K for the year ended
December 31, 2005.

In accordance with Statement of Financial Accounting Standards No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, the
results of operations related to the 2005 spin-off of ACCO World Corporation were separately stated in the accompanying consolidated

statement of income for the three months ended March 31, 2005 as discontinued operations. The cash flows from discontinued operations for the
three months ending March 31, 2005 were not separately classified on the accompanying consolidated statements of cash flows. Information on
Business Segments does not include discontinued operations.

2.  Share-Based Compensation

We use stock options and performance awards to compensate key employees. We had awards outstanding under three Long-Term Incentive
Plans as of March 31, 2006. Grants under the 2003 Long-Term Incentive Plan may be made on or before December 31, 2008 for up to

12 million shares of common stock. No new stock-based awards can be made under the 1990 and 1999 Long-Term Incentive Plans, but there are
existing awards under those plans that continue to be exercisable.

10
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2.  Share-Based Compensation (Continued)

Stock options have exercise prices equal to the fair value of a share of our common stock on the date of grant. Options generally may not be
exercised prior to one year after the date of grant. Options issued prior to September 2005 generally expire ten years after the date of grant;
options issued beginning in September 2005 expire seven years after the date of grant. Options issued since November 1998 generally vest
one-third each year over a three-year period beginning on the first anniversary of the date of grant.

On January 1, 2006, we adopted Statement of Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment (FAS 123R). FAS
123R requires share-based compensation expense, measured as the fair value of an award on the date of grant, to be recognized in the financial
statements over the period that an employee provides service in exchange for the award. FAS 123R is supplemented by Securities and Exchange
Commission Staff Accounting Bulletin No. 107, Share-Based Payment. Prior to 2006, we applied Accounting Principles Board Opinion No. 25
(APB 25), Accounting for Stock Issued to Employees, and related interpretations in accounting for the stock option portion of stock-based
compensation. Because we granted stock options to employees at exercise prices equal to the fair market value on the date of grants, no
compensation cost was recognized for options granted in periods prior to 2006. We adopted FAS 123R effective January 1, 2006, using the

modified prospective transition method as defined in FAS 123R, which requires compensation cost to be recorded for all unvested stock options
over the remaining service period beginning January 1, 2006.

The fair value of each option award was estimated on the date of grant using the Black-Scholes option-pricing model utilizing the assumptions
shown in the following table:

Three Months Ended
March 31,
2006 2005
Current expected dividend yield 1.8% 1.6%
Expected volatility 22.6% 24.0%
Risk-free interest rate 4.7% 3.8%
Expected term 3.9 years 4.5 years

The determination of expected volatility is based on historical volatility of our stock over the period commensurate with the expected term of
stock options, as well as other relevant factors. The risk-free interest rate is based on U.S. government issues with a remaining term equal to the
expected life of the stock options. The weighted average expected term was determined based on the historical employee exercise behavior and
the contractual term of the options. The weighted-average grant date fair value of stock options granted during the three months ended March 31,
2006 and 2005 was $16.35 and $18.31, respectively. FAS 123R also requires that we estimate forfeitures in calculating the expense related to
stock-based compensation, as opposed to recognizing forfeitures and the corresponding reduction in expense as they occur. Prior to January 1,
2006, for pro forma disclosure, we amortized stock option compensation cost on a three-year graded vesting schedule. Effective January 1, 2006,
we elected to amortize stock option compensation cost on a straight-line basis.

11
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2.  Share-Based Compensation (Continued)

In the three months ended March 31, 2006, we recognized stock-based compensation expense for stock options of $8.9 million. Net of a tax
benefit of $2.5 million, the impact on net income was $6.4 million, or $0.04 per diluted share. Manufacturing- and fixed asset-related

compensation cost that was capitalized was not material.

If compensation cost for the stock-based compensation was determined based on the fair value of an award on the date of grant, in accordance
with the provisions of Statement of Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation, and amortized to
expense over the vesting period, on a pro forma basis, net income and earnings per share would have been as follows for the three months ended

March 31, 2005:

(in millions, except per share amounts)
Net income as reported

Add: Stock-based employee compensation (performance awards) included in reported
net income, net of tax

Deduct: Total stock-based employee compensation (performance awards and options)
determined under the fair-value based method for all awards, net of tax

Pro forma net income

Earnings per Common share
Basic as reported
Basic pro forma

Diluted as reported
Diluted pro forma

Three Months Ended

$

©@H L B L

March 31, 2005
152.7

33

(11.0)

145.0

1.05
1.00

1.02
0.97

12
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2.  Share-Based Compensation (Continued)
The following table summarizes stock options outstanding as of March 31, 2006, as well as activity during the first quarter then ended:

Weighted-Average

Options Exercise Price
Outstanding at December 31, 2005 12,540,048 $ 55.12
Granted 182,550 78.25
Exercised "’ (270,469) 37.71
Cancelled (40,298) 71.33
Outstanding at March 31, 2006 @ 12,411,831 $ 55.79
Exercisable at March 31, 2006 7.460.541 $ 4433

(M The intrinsic value of stock options exercised in the three months ended March 31, 2006 was $11.5 million. The source of shares issued
was treasury stock.

@ At March 31, 2006, the weighted-average remaining contractual life of options outstanding was 6.4 years and the aggregate intrinsic value
of options outstanding was $310.8 million.

® At March 31, 2006, the weighted average remaining contractual life of options exercisable was 5.8 years and the aggregate intrinsic value
of options exercisable was $272.3 million.

A summary of the activity for nonvested stock options as of March 31, 2006 and the activity during the three months ended March 31, 2006 is

presented below:

Weighted-
Average

Grant Date

Options Fair Value

Nonvested at December 31, 2005 4,895,268 $ 15.41
Granted 182,550 16.35
Vested (88,195) 16.68
Cancelled (38,333) 15.35
Nonvested at March 31, 2006 4,951,290 $ 1543

The remaining unrecognized compensation cost related to unvested awards at March 31, 2006 was approximately $38.9 million, and the
weighted-average period of time over which this cost will be recognized is 1.6 years. The fair value of options that vested during the three month
period ended March 31, 2006 was $7.1 million.

10

13
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2.  Share-Based Compensation (Continued)

Performance awards are granted to certain officers of the Company. Payout is based on achievement of targeted cumulative diluted earnings per
share and average consolidated return on equity (changed to the average of the end of year return on invested capital, beginning with the
2006-2008 cycle). Compensation cost is amortized into expense over the three-year performance period. For awards granted prior to January 1,
2006, performance awards could be settled in stock or cash, depending on individual stock ownership. As a result, compensation cost was based
on the stock price at each balance sheet date. Because performance awards granted after January 1, 2006 may only be paid in stock, the fair
value is based on the stock price at the date of grant.

The following table summarizes performance awards outstanding as of March 31, 2006, as well as activity during the first quarter then ended:

Performance
Awards
Outstanding at December 31, 2005 743,314
Granted 3,000
Exercised (214,444)
Cancelled
Outstanding at March 31, 2006 531,870

Exercisable at March 31, 2006
The pretax compensation cost for performance awards recorded in the three months ended March 31, 2006 was $3.3 million. The tax benefit
recognized was $1.2 million. The remaining unrecognized compensation cost related to unvested awards at March 31, 2006 was approximately
$19.1 million and the weighted-average period of time over which this cost will be recognized is 1.9 years. Cash used to settle performance
awards in the three months ended March 31, 2006 was $15.6 million. In addition to the payment of cash, 13,082 shares of common stock were
issued from treasury shares.

14
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

3. Recently Issued Accounting Standards
Share-Based Payment

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment. FAS 123R
replaced FAS No. 123, Accounting for Stock-Based Compensation (FAS 123R), and supersedes APB Opinion No. 25, Accounting for Stock
Issued to Employees. We adopted FAS 123R effective January 1, 2006, using the modified prospective transition method as defined in FAS
123R. FAS 123R requires share-based compensation expense, measured as the fair value of an award on the date of grant, to be recognized in
the financial statements over the period that an employee provides service in exchange for the award. As a result, we recorded stock option
compensation cost of $8.9 million pretax (after tax $6.4 million, or $0.04 per diluted share) in the three months ended March 31, 2006. For the
full year, the impact on diluted earnings per share of expensing stock options is expected to be approximately $0.18 per share.

4. Discontinued Operations

On August 16, 2005, the Company completed the spin-off of the Office business segment, ACCO World Corporation ( ACCO ), to the Company s
shareholders, and ACCO merged with General Binding Corporation creating ACCO Brands Corporation, a leading supplier of branded office
products.

The statement of income for the three months ended March 31, 2005 was adjusted to reflect our Office business segment as a discontinued
operation. The results of discontinued operations include expenses which were paid by Fortune Brands on behalf of ACCO based on actual
direct costs incurred, as well as interest expense associated with the outstanding debt of Fortune Brands that was allocated to ACCO. The
allocation of debt was based on the average net assets of ACCO as a percent of the average net assets plus average consolidated debt not
attributable to other operations of Fortune Brands.

The following table summarizes the results of the discontinued operations for the three months ended March 31, 2005.

Three Months Ended
(in millions) March 31, 2005
Net sales $ 275.2
Income from discontinued operations before income taxes $ 20.1
Income taxes 10.0
Income from discontinued operations, net of income taxes $ 10.1

The 49.8% effective tax rate for the three months ended March 31, 2005 was due to unfavorable foreign earnings repatriation and a reduction in
net operating loss carryforwards at foreign subsidiaries.

15
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5.

FORTUNE BRANDS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Acquisitions

On February 10, 2006, we announced an agreement to acquire SBR, Inc., a privately held company that owns Simonton Windows, a

leading vinyl-framed window brand in North America. The purchase price is approximately $630 million and will be paid with a combination of
stock and cash. We expect the stock component will be 60 to 70% of the total purchase price, contingent on the forms of payment elected by
SBR s shareholders. The acquisition is expected to close in the second quarter of 2006, but no assurance can be given that it will close in
accordance with the terms contemplated or at all.

In July 2005, the Company purchased more than 25 spirits and wine brands as well as certain distribution assets (the Acquired Businesses) from
Pernod Ricard S.A. (Pernod Ricard). Brands acquired include Sauza tequila, Maker s Mark bourbon, Courvoisier cognac, Canadian Club whisky,
Laphroaig single-malt Scotch, Clos du Bois super-premium wines, leading regional and national brands and distribution networks in the U.K.,
Germany and Spain. We expect the complementary brands we acquired to significantly enhance our high-margin Spirits and Wine business and
strengthen our distribution in key global markets.

In July 2005, an affiliate of the Company received tracker shares issued by Goal Acquisitions Limited (Goal), the Pernod Ricard subsidiary
formed to acquire Allied Domecq PLC (Allied Domecq). The tracker shares gave the Company certain economic rights with respect to the
Acquired Businesses prior to the actual legal transfer to the Company. Until legal transfer of all of the Acquired Businesses was completed, the
Company held tracker shares. The Company also had certain rights to manage operations of the Acquired Businesses that had not been legally
transferred to the Company. As of January 27, 2006, substantially all of the Acquired Businesses were legally transferred to Fortune Brands.

The acquisition was structured this way as a result of our negotiations with Pernod Ricard, after considering various factors, including:

Our commercial desire to obtain the economic benefits associated with owning and operating the Acquired Businesses as soon as
possible after funding the purchase price for those assets;

Many former Allied Domecq subsidiaries owned assets that the Company and Pernod Ricard would separately retain, including
integrated manufacturing, distribution, marketing, licensing and other operations involving multiple brands. The separation and
transfer of these commingled or shared assets from Pernod Ricard to the Company involved significant reorganization of business
operations and contractual arrangements for many of the companies involved. In light of this, the Company and Pernod Ricard agreed
to a six-month period (ending on January 27, 2006) during which the assets and liabilities of Allied Domecq would be evaluated and
specific assets then identified and legally separated between the Company and Pernod Ricard and transferred accordingly; and

The actual legal transfer of all the Acquired Businesses required that we evaluate alternative ways to separate the Acquired Businesses
from those to be retained by Pernod Ricard, obtain required consents, structure, negotiate, document and complete the transfer of the
Acquired Businesses, all within the parameters established by our agreement with Pernod Ricard.

13
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

5.  Acquisitions (Continued)

At the time the net assets of any particular Acquired Business were actually transferred to the Company, the number of Goal tracker shares held
by the Company was reduced in proportion to the value ascribed to the net assets transferred, using a methodology prescribed by the Company s
agreement with Pernod Ricard. Our agreement with Pernod Ricard provided that the net assets of the Acquired Businesses would be legally
transferred to one or more subsidiaries of Fortune Brands over a six month period that began on July 26, 2005.

The initial cost of the Spirits and Wine acquisition was approximately $5.0 billion. This consisted of approximately £2.7 billion ($4.9 billion)
paid on July 26, 2005 for the assets which were formerly owned by Allied Domecq and $135.6 million paid on September 8, 2005 for the
purchase of the Larios brand directly from a Pernod Ricard subsidiary.

The purchase price of the assets formerly owned by Allied Domecq was subject to change based on adjustments in accordance with the purchase
agreement. The final purchase price is based on specified multiples of historic profit (for the fiscal year ended August 31, 2004) of the brands
purchased, as well as working capital levels as of July 26, 2005 and other adjustments. The Company s agreement with Pernod Ricard provided
for an assessment by Pernod Ricard of historic profitability of the brands the Company purchased, with a subsequent review by the Company of
the historic profits, and a binding determination by a third party if the Company and Pernod Ricard could agree. We reached an agreement with
Pernod Ricard on January 27, 2006 that the global consideration for the Acquired Businesses will be adjusted by an additional net payment of
£117.2 million (approximately $204 million). This is comprised of £199.4 million to Pernod Ricard as a result of higher actual historical profits
than anticipated, partially offset by payment from Pernod Ricard to the Company of £82.2 million for estimated working capital adjustments.
We are discussing further adjustments that are expected to be not material with Pernod Ricard and that will be made to achieve economic results
consistent with the parties intention to complete the Company s acquisition of the Acquired Brands on a cash-free and debt-free basis.

Until assets were legally transferred, reporting was in accordance with Financial Accounting Standards Board Interpretation No. 46(R),
Consolidation of Variable Interest Entities (FIN 46R). Since many of the Allied Domecq assets to be acquired by Fortune Brands were

commingled in entities that owned assets also acquired by Pernod Ricard, in accordance with FIN 46R, our interest in the Goal subsidiaries was

deemed to be a variable interest in those entities only if the fair value of the specified assets was more than half of the total fair value of the

entity s assets. Those variable interest entities for which we were the primary beneficiary, bearing the obligation to absorb the majority of the

expected losses and the right to receive the majority of the expected residual returns, were consolidated and accounted for in accordance with

FIN 46R and Statement of Financial Accounting Standards No. 141 (FAS 141), Business Combinations. We recognized minority interest for any

Pernod Ricard assets at fair value. Once the Pernod Ricard assets were legally transferred, we ceased recognizing the minority interest. If the fair

value of the assets acquired by Fortune Brands was less than 50% of the fair value of the entity and we were not the primary beneficiary, we

accounted for the investment using the cost method.
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

5.  Acquisitions (Continued)

We initially financed the Spirits and Wine acquisition with borrowings under bank credit agreements and subsequently financed it in the
commercial paper market. On April 20, 2005, we executed a bridge credit agreement for up to $6.0 billion with an 18-month term from the

initial drawdown. In January 2006, we issued dollar- and euro-denominated long-term debt securities of $2 billion and 800 million
(approximately $1 billion) and repaid and terminated the bridge credit agreement. See Note 12, Long-Term Debt for additional information on

the financing of the Spirits and Wine acquisition.

We expect to finalize the purchase price allocation for the Spirits and Wine acquisition in 2006. As of March 31, 2006, we recorded
$1,687.4 million of goodwill, which was not tax deductible, related to the acquisition. Identifiable intangible assets as of the dates of acquisitions

for the Acquired Businesses were as follows:

(in millions)

Finite-lived intangible assets
Tradenames

Customer relationships

Total finite-lived intangible assets

Indefinite-lived intangible assets
Tradenames
Goodwill

Total indefinite-lived intangible assets

Weighted Average
Amortization Period

29.6 years
2 years

Fair Value

$ 1314
6.2

$ 1376

$ 2,620.8
1,687.4

$ 4,308.2
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

5.  Acquisitions (Continued)
The following table summarizes the estimated fair value of the Spirits and Wine assets acquired and liabilities assumed as of the date of each of
the acquisitions:

(in millions)

Accounts receivable $ 486.6
Inventories 996.1
Property, plant and equipment 602.0
Goodwill 1,687.4
Tradenames and other identifiable intangibles 2,758.4
Total assets $6,530.5
Other current liabilities and accruals™ $ 7375
Deferred income taxes 636.3
Total liabilities 1,373.8
Net assets acquired / Net consideration ® $5,156.7

@ Includes a liability of $38.0 million in connection with the planned restructuring of the Acquired Businesses, primarily related to
workplace reduction costs and distribution termination costs.

®  Includes transaction fees.

In accordance with FAS 141 disclosure requirements, the unaudited pro forma results below for the three months ended March 31, 2005 are

presented as if the Spirits and Wine acquisition and legal transfer of assets occurred on January 1, 2005. This information is based on historical

results of operations and is adjusted for the impact of acquisition costs. Pro forma net sales for total Fortune Brands for the three months ended

March 31, 2005 exclude distribution mark-up and international excise tax duties for sales that were transferred to our international Spirits and

Wine sales and distribution joint venture. In addition, pro forma results include allocations of selling and marketing and general and

administrative expenses that are not representative of expenses on an ongoing basis.

16

19



Edgar Filing: FORTUNE BRANDS INC - Form 10-Q

FORTUNE BRANDS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

5.  Acquisitions (Continued)

Given the significant factors and adjustments impacting the pro forma disclosure, the pro forma results presented below should not be deemed to
be representative of either historical results or future results had the Acquired Businesses been actually transferred to Fortune Brands as of
January 1, 2005.

(Unaudited)

Three Months Ended
(in millions, except per share data) March 31, 2005
Net sales $ 1,782.7
Net income 143.7
Earnings per share
Basic $ 0.99
Diluted $ 0.96

The transfer to Fortune Brands of certain of the acquired spirits and wine assets was accomplished through various stock sales, mergers, or asset
sales, which could result in the assumption by or transfer to Fortune Brands of liability for certain litigation and other contingent liabilities and
contingent indemnity rights. Such assumption or transfer might ultimately require establishment of additional reserves. No such liabilities or
contingent liabilities that would be material to our total Spirits and Wine business have been identified to date.

In May 2005, the Home and Hardware business acquired Southern Millwork Corporation, a U.S. pre-hanger of entry doors. The acquisition did
not have a material impact on our consolidated financial statements.

6.  Goodwill and Other Intangible Assets

We had net goodwill of $3,698.7 million as of March 31, 2006. The increase in goodwill of $65.2 million during the three months ended
March 31, 2006 was primarily due to goodwill for the acquired Fortune Brands assets that were legally transferred in the first quarter of 2006.
See Note 5, Acquisitions.

The change in the net carrying amount of goodwill by segment was as follows:

Translation Balance at
Balance at

(in millions) December 31, 2005 Acquisitions Adjustments March 31, 2006
Home and Hardware $ 1,732.7 $ 0.9 $ 0.3 $ 1,733.9
Spirits and Wine 1,889.0 64.0 1,953.0
Golf 11.8 11.8

$ 3,633.5 $ 64.9 $ 0.3 $ 3,698.7
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

6.  Goodwill and Other Intangible Assets (Continued)

We also had indefinite-lived intangibles, principally tradenames, of $3,283.1 million and $2,690.9 million as of March 31, 2006 and
December 31, 2005, respectively. The increase of $592.2 million was due to the consolidation of Spirits and Wine Acquired Businesses legally
transferred after December 31, 2005.

Amortizable identifiable intangible assets, principally tradenames, are subject to amortization over their estimated useful life, either 15 or

30 years, based on the assessment of a number of factors that may impact useful life. These factors include historical and tradename performance
with respect to consumer name recognition, geographic market presence, market share, plans for ongoing tradename support and promotion,
financial results and other relevant factors. The gross carrying value and accumulated amortization of amortizable intangible assets were

$829.1 million and $192.9 million, respectively, as of March 31, 2006, compared to $738.3 million and $182.2 million, respectively, as of
December 31, 2005. The gross carrying value increase was principally due to the Spirits and Wine brands legally transferred during the first
quarter of 2006.

The gross carrying value and accumulated amortization by class of intangible assets as of March 31, 2006 and December 31, 2005 are as
follows:

As of March 31, 2006 As of December 31, 2005
Gross Gross

Carrying Accumulated Net Book  Carrying Accumulated Net Book
(in millions) Amounts Amortization Value Amounts Amortization Value
Indefinite-lived intangible assets $33573 $ 742)1  $3283.1 $2,7650 $ 74.H)0  $2,690.9
Amortizable intangible assets
Tradenames 474.9 (122.2) 352.7 390.1 (119.4) 270.7
Customer and contractual relationships 263.5 (54.1) 209.4 257.4 47.5) 209.9
Patents/proprietary technology 75.4 (12.2) 63.2 75.4 (10.9) 64.5
Licenses and other 15.3 “4.4) 10.9 154 “4.4) 11.0
Total 829.1 (192.9) 636.2 738.3 (182.2) 556.1
Total identifiable intangibles $4,186.4 $ (267.1) $39193 $3,5033 $ (256.3) $3,247.0

@ Accumulated amortization prior to the adoption of Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangible
Assets.

Intangible amortization was $10.0 million and $8.2 million for the three months ended March 31, 2006 and 2005, respectively. The increase for

the three months ended March 31, 2006 was primarily due to the Spirits and Wine Acquired Businesses.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Income Taxes

FORTUNE BRANDS, INC. AND SUBSIDIARIES

The reported effective income tax rate for the three months ended March 31, 2006 and 2005 was 25.1% and 34.6%, respectively. The decrease in
the effective rate was primarily due to tax-related credits of $22.3 million recorded this year mainly resulting from the favorable conclusion of

the Internal Revenue Service s field examination phase of the routine review of our 2002-2003 tax returns.

8.

restated to exclude this discontinued operation. Refer to Note 4, Discontinued Operations,

Information on Business Segments
In the third quarter of 2005, the Company completed the spin-off of the Office segment. Historical information on business segments was

for additional information on this discontinued

operation. In addition, the net sales and operating income for the Spirits and Wine segment for the three months ended March 31, 2006 include
the Spirits and Wine Acquired Businesses. See Note 5, Acquisitions for additional information on the Spirits and Wine Acquired Businesses.

Net sales and operating income for the three months ended March 31, 2006 and 2005 by segment were as follows:

(in millions)

Net Sales

Home and Hardware
Spirits and Wine
Golf

Net Sales

Operating Income
Home and Hardware

Spirits and Wine
Golf

Less:
Corporate expenses

Operating Income

Three Months Ended March 31, 2006,

2006

$1,032.4
611.9
372.5

$2,016.8

$ 13938
128.2
584

19.5

$ 306.9

2005

$ 9025
2727
342.6

$1,517.8

$ 1245
68.5
56.7

18.1

$ 2316

% Change
vs. Prior Year

14.4%
124.4
8.7

32.9%

12.3%
87.2
3.0

1.7

32.5%
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

9. Earnings Per Share
The computation of basic and diluted earnings per common share (EPS) is as follows:

Three Months Ended March 31,

(in millions, except for per share amounts) 2006 2005

Income from continuing operations $ 1734 $ 1426
Income from discontinued operations 10.1
Net income 173.4 152.7
Less: Preferred stock dividends 0.2 0.1
Income available to common stockholders - basic 173.2 152.6
Convertible Preferred stock dividends 0.2 0.1
Income available to common stockholders  diluted $ 173.4 $ 152.7
Weighted average number of common shares outstanding basic 146.4 144.8
Conversion of Convertible Preferred stock 14 1.4
Exercise of stock options 2.6 34
Weighted average number of common shares outstanding  diluted 150.4 149.6

Earnings per common share

Basic

Continuing operations $ 1.18 $ 0.98
Discontinued operations 0.07
Net earnings per basic share $ 1.18 $ 1.05
Diluted

Continuing operations $ 1.15 $ 0.95
Discontinued operations 0.07
Net earnings per diluted share $ 1.15 $ 1.02

For the three months ended March 31, 2006, stock options excluded from the calculation of weighted average shares for diluted EPS because
they were antidilutive (exercise price exceeded the average stock price) were not material. For the three months ended March 31, 2005, there
were no stock options excluded from the calculation of weighted average shares for diluted EPS.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

10. Pension and Other Retiree Benefits
The components of net periodic benefit cost for pension and postretirement benefits for the three months ended March 31, 2006 and 2005 were
as follows:

Three Months Ended March 31,

Pension Benefits Postretirement Benefits
(in millions) 2006 2005 2006 2005
Service cost $ 8.7 $ 93 $ 1.0 $ 09
Interest cost 11.9 15.5 2.5 2.6
Expected return on plan assets (14.5) (19.5)
Amortization of prior service cost 0.7 0.9 0.3)
Amortization of net loss 3.8 3.9 1.0 0.3
Net periodic benefit cost $ 10.6 $ 10.1 $ 42 $ 3.8

The increase in expense for the three months ended March 31, 2006 compared to the three months ended March 31, 2005 primarily related to the
addition of the Spirits and Wine Acquired Businesses and an increase in the discount rate, partly offset by the impact of the spin-off of the Office
segment.

11. Credit Facilities

We have two revolving credit agreements with various banks. These agreements include a $2.0 billion, 5-year revolving credit agreement, which
matures in 2010, and a $500 million, 364-day revolving credit agreement, which matures in 2006, and includes the option to extend payment for
one year at the Company s discretion for an incremental fee of 0.25% of the outstanding amount.

At December 31, 2005, we had a $3.0 billion bridge credit agreement. The bridge credit agreement was terminated upon issuance of new
long-term debt (see Note 12, Long-Term Debt, below).

12. Long-Term Debt

In January 2006, we issued long-term debt securities totaling $2.0 billion under our shelf registration statement filed with the Securities and
Exchange Commission. The $2.0 billion of notes consist of $750 million of 5.125% notes due January 2011, $950 million of 5.375% notes due
January 2016 and $300 million of 5.875% notes due January 2036. Proceeds were used to pay down commercial paper issued in connection with
the Spirits and Wine acquisition. Net proceeds of $1,977.4 million were less price discounts of $9.3 million and underwriting fees of

$13.3 million. The stated coupon rate for each debt issue approximates the effective interest rate, excluding hedging gains or losses. Refer to
Note 13, Financial Instruments, on treasury rate locks associated with the U.S.-denominated long-term debt.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

12. Long-Term Debt (Continued)

In addition, in January 2006, we issued long-term debt securities totaling 800 million (approximately $1 billion) in a transaction exempt from
registration in accordance with Regulation S under the Securities Act of 1933. The notes consist of 300 million of 3.5% notes due January 2009
and 500 million of 4% notes due January 2013. Proceeds were used to pay down commercial paper issued in connection with the Spirits and
Wine acquisition and borrowings under the bridge credit agreement. Net proceeds of 794.5 million were less price discounts of 3.1 million and
underwriting fees of 2.4 million. The stated coupon rate for each debt issue approximates the effective interest rate, excluding hedging gains or
losses. Refer to Note 13, Financial Instruments, on interest rate swaps associated with the euro-denominated long-term debt. We designated the
euro-denominated debt as net investment hedges of the acquired euro-functional currency operations.

The components of long-term debt as of March 31, 2006 and December 31, 2005 are as follows:

March 31, December 31,
2006 2005

27/8% Notes, Due 2006 $ 300.0 $ 300.0
6 '/4% Notes, Due 2008 200.0 200.0
47/8% Notes, Due 2013 300.0 300.0
51/8% Notes, Due 2011 750.0
53/8% Notes, Due 2016 950.0
57/8% Notes, Due 2036 300.0
3 1/2% Notes, Due 2009 ( 300.0) 363.6
4% Notes, Due 2013 ( 500.0) 606.1
8°/8% Debentures, Due 2021 90.9 90.9
77/8% Debentures, Due 2023 150.0 150.0
6°/8% Debentures, Due 2028 200.0 200.0
Bridge credit facility outstanding 148.7
Long-term component of short-term debt 1,200.0 3,800.0
Miscellaneous 2.7 (2.8)
Total debt 5,407.9 5,186.8
Less: current portion 297.1 296.9
Total long-term debt $ 5,110.8 $ 48899
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

13. Financial Instruments

We do not enter into financial instruments for trading or speculative purposes. Financial instruments are principally used to reduce the impact of
changes in foreign currency exchange rates and interest rates. The principal financial instruments used are forward foreign exchange contracts
and interest rate swaps.

We enter into forward foreign exchange contracts principally to hedge currency fluctuations in transactions denominated in foreign currencies,
thereby limiting our risk that would otherwise result from changes in exchange rates. The periods of the forward foreign exchange contracts
correspond to the periods of the hedged transactions. We periodically enter into forward foreign exchange contracts to hedge a portion of our net
investments in foreign subsidiaries.

The counterparties are major financial institutions. Although our theoretical risk is the replacement cost at the then estimated fair value of these
instruments, management believes that the risk of incurring losses is remote and that the losses, if any, would be immaterial. The estimated fair
value of foreign currency contracts represents the amount required to enter into offsetting contracts with similar remaining maturities based on
quoted market prices. At March 31, 2006 and December 31, 2005, the fair value of all outstanding contracts and the carrying value of the
contracts were essentially the same.

We may, from time to time, enter into interest rate swap agreements to manage our exposure to interest rate changes. The swaps involve the
exchange of fixed and variable interest rate payments without exchanging the notional principal amount. We record the payments or receipts on
the agreements as adjustments to interest expense. At March 31, 2006, we had outstanding interest rate swap agreements with an aggregate
notional principal amount of $200 million. The swap agreements are based on the outstanding 2.875% notes due in 2006 which allow the
agreements to be classified as a fair value hedge in accordance with FAS 133. The agreements effectively convert the interest paid on

$200 million of underlying debt securities from a fixed rate to a floating rate based on a LIBOR reference rate.

In 2005, we entered into treasury rate locks with an aggregate notional value of $1.75 billion. These locks hedged the risk to earnings associated
with fluctuations in interest rates relating to anticipated issuances of dollar-denominated debt associated with the Spirits and Wine acquisition.
We accounted for these hedges as cash flow hedges since the treasury rate locks hedged against the variability of interest payments on future
issuance of debt. On January 5, 2006, we terminated the treasury rate locks when we issued the U.S. dollar-denominated long-term debt. We
recorded a $2.6 million pre-tax net gain on the rate locks in accumulated other comprehensive income. We amortize the gain into earnings as an
adjustment to interest expense corresponding with the recognition of interest expense related to the new U.S. dollar-denominated debt. For more
information on the new long-term debt, see Note 12, Long-Term Debt.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

13. Financial Instruments (Continued)

In addition, in the fourth quarter of 2005, we entered into interest rate swaps with an aggregate notional value of 800 million. We classified these
interest rate swaps as cash flow hedges since the swaps hedged against fluctuations in interest rates relating to anticipated issuances of
euro-denominated debt associated with the Spirits and Wine acquisition. We terminated these swap agreements on January 27, 2006 when we
issued the new euro-denominated long-term debt. We recorded a $0.6 million pre-tax gain on the swaps in accumulated other comprehensive
income. We amortize the gain into earnings as an adjustment to interest expense corresponding with the recognition of interest expense on the
new euro-denominated debt. For more information on the new long-term debt, see Note 12, Long-Term Debt.

In order to hedge our net investment position in the subsidiaries of the Acquired Businesses which have euro-denominated operations, in
January 2006, we issued long-term debt in the amount of 800 million (approximately $1 billion). We designated this foreign currency debt as a
net investment hedge.

14. Guarantees and Commitments

As of March 31, 2006, we had third-party guarantees totaling approximately $76 million. These represent guarantees of the debt of Maxxium
Worldwide B.V. (Maxxium), our Spirits and Wine business international sales and distribution joint venture. We are required to perform under
these guarantees in the event that Maxxium fails to make contractual payments. The current guarantees of Maxxium s credit facilities expire
December 12, 2010. In accordance with Financial Accounting Standards Board Interpretation No. 45 (FIN 45), Guarantor s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, a liability, with an offsetting increase in the
investment in Maxxium, of $0.7 million existed as of March 31, 2006 to reflect the fair value of the guarantees to Maxxium.

We also guaranteed various leases for ACCO World Corporation, the Office business divested in a spin-off on August 16, 2005. We will
continue to guarantee payment of certain real estate leases, with lease payments totaling approximately $41 million, through April 2013.
Accordingly, we have recorded the fair value of these guarantees on our financial statements in accordance with FIN 45. As of March 31, 2006,
we recorded a liability of $1.9 million. Refer to Note 4, Discontinued Operations, for additional information on the spin-off of the Office
business.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

14. Guarantees and Commitments (Continued)

We have provided typical indemnities in connection with divestitures. These indemnities relate to various representations generally included in
divestiture agreements, such as environmental, tax, product liability, employee liability and other contingencies, depending on the transactions.
In several of these divestitures, a maximum obligation for certain contingencies is not specified, which is not unusual for these transactions.
Pursuant to FIN 45, we cannot reasonably estimate potential payments under these divestiture-related indemnity obligations. The indemnities
vary in duration, and in some cases the durations are indefinite. Because FIN 45 was effective after December 31, 2002, we have not recorded
any liability in the consolidated financial statements for indemnities entered into prior to that date. We have not made any indemnity payments
that were material to our financial position or results of operations for any quarter. Furthermore, we do not expect that any potential payments in
connection with any of these indemnity obligations would have a material adverse effect on our consolidated financial position, results of
operations or liquidity for 2006 or in future periods.

15. Product Warranties
We generally record warranty expense at the time of sale. We offer our customers various warranty terms based upon the type of product sold.

The following table summarizes activity related to our product warranty liability during the three months ended March 31, 2006 and 2005:

Three Months Ended March 31,

(in millions) 2006 2005

Balance at the beginning of the period $ (13.0 $ (6.1

Provision for warranties issued (10.0) (8.5)

Settlements made (in cash or in kind) 9.3 7.7

Balance at the end of the period $ 137 $ (169
25
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

16. Restructuring and Restructuring-Related Charges
Restructuring and Restructuring-Related Charges

Pre-tax restructuring and restructuring-related charges for three months ended March 31, 2006 were:

Three Months Ended March 31, 2006

Restructuring Restructuring-Related Total
(in millions) Charges  Cost of Sales SG&A Charges
Home and Hardware $4.1 $ 47 $ $ 88
Spirits and Wine 1.8 1.8
$4.1 $ 47 $ 1.8 $ 10.6

Home and Hardware charges related to supply-chain initiatives and impaired asset write-downs. Spirits and Wine charges related to the Spirits
and Wine acquisition integration costs.

The Company did not record any restructuring and restructuring-related charges in the three months ended March 31, 2005.

Reconciliation of Restructuring Liability

The restructuring liability as March 31, 2006 and December 31, 2005 was not material.

17. Comprehensive Income

Total comprehensive income consists of net income and other changes in stockholders equity from transactions and other events from sources
other than stockholders. It includes currency translation gains and losses, unrealized gains and losses from derivative instruments designated as
cash flow hedges, deferred net gains on treasury rate locks and interest rate swaps related to the Spirits and Wine acquisition and net minimum
pension liability adjustments. Included in the foreign currency adjustments balance at March 31, 2006 were deferred gains of $4.5 million
related to the hedging of anticipated transactions denominated in foreign currencies.

Total comprehensive income was $168.3 million and $153.4 million for the three months ended March 31, 2006 and 2005, respectively.
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18. Pending Litigation
Tobacco Litigation and Indemnification

On December 22, 1994, we sold The American Tobacco Company (ATCO) subsidiary to Brown & Williamson Tobacco Corporation (B&W), at
the time a wholly-owned subsidiary of B.A.T. Industries p.l.c. In connection with the sale, B&W and ATCO, which subsequently merged into
B&W, agreed, under an Indemnification Agreement (the Indemnification Agreement), to indemnify Fortune Brands, Inc. against claims
including legal expenses arising from smoking and health and fire safe cigarette matters relating to the tobacco business of ATCO.

On July 30, 2004, B&W and R.J. Reynolds Tobacco Holdings, Inc. announced that they had completed the combination of their respective

U.S. tobacco businesses, previously conducted by B&W (and ATCO) and R.J. Reynolds Tobacco Co., by forming a new combined company
known as R.J. Reynolds Tobacco Company. As a result of the combination and in accordance with the Indemnification Agreement, the new R.J.
Reynolds Tobacco Company has assumed the indemnification obligations under the Indemnification Agreement relating to the U.S. business
previously conducted by B&W (and ATCO). B&W has not been released from any of its obligations under the Indemnification Agreement. We
refer to B&W and the new R.J. Reynolds Tobacco Company as the Indemnitor under the Indemnification Agreement.

The Indemnitor has complied with the terms of the Indemnification Agreement since 1994 and we are not aware of any inability on the part of
the Indemnitor to satisfy its indemnity obligations.

The Company is a defendant in a number of actions based upon allegations that human ailments have resulted from tobacco use. It is not
possible to predict the outcome of the pending litigation, and, as with any litigation, it is possible that some of these actions could be decided
unfavorably. We are unable to make a meaningful estimate of the amount or range of loss that could result from an unfavorable outcome of the
pending litigation. However, we believe that there are a number of meritorious defenses to the pending actions, including the fact that the
Company never made or sold tobacco, and these actions are being vigorously contested by the Indemnitor. We believe that the pending actions
will not have a material adverse effect upon our results of operations, cash flows or financial condition because we believe we have meritorious
defenses and the Company is indemnified under the Indemnification Agreement.
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18. Pending Litigation (Continued)
Other Litigation

The Company, its Spirits and Wine business and numerous other manufacturers and importers of beer, spirits and wine are named as defendants
in purported class action lawsuits in Michigan and West Virginia seeking damages and injunctive relief regarding alleged deceptive and
negligent marketing of beverage alcohol to people under the legal purchase age for alcohol. The Company was voluntarily dismissed without
prejudice from both the Michigan and West Virginia matters. The Company, its Spirits and Wine business and numerous other manufacturers
and importers of beer, spirits and wine are named as defendants in purported class action lawsuits in New York seeking damages and injunctive
relief regarding alleged deceptive and negligent marketing of beverage alcohol to people under the legal purchase age for alcohol. The Company
and its Spirits and Wine business have not yet been served in the lawsuit pending in New York. Plaintiffs seek the disgorgement of unspecified
profits earned by the Company s Spirits and Wine business in the past and other unspecified damages and equitable relief. The Company denies
these allegations. The Company believes that the Company and its Spirits and Wine business have meritorious defenses against these allegations
and that these actions will not have a material adverse effect on our results of operations, cash flows or financial condition. The Company and its
Spirits and Wine business are vigorously contesting this litigation.

On March 7, 2005, Bridgestone Sports Co., Ltd and Bridgestone Golf, Inc. (collectively, Bridgestone) filed a lawsuit against Acushnet Company
(one of the Company s subsidiaries) in the United States District Court for the District of Delaware. Bridgestone alleges that various golf balls
manufactured by Acushnet violate ten of Bridgestone s U.S. patents. The Company believes, and counsel has advised, that Acushnet has
meritorious defenses against plaintiffs claims. It is not possible to predict the outcome of the pending litigation, and, as with any litigation, it is
possible that this action could be decided unfavorably. Acushnet is vigorously contesting this action and the Company believes that it will not
have a material adverse affect on the results of the Company s operations, cash flow and financial condition. In addition, Acushnet filed a
counterclaim in the action seeking damages for infringement of five of its patents.

On February 9, 2006, Callaway Golf Company filed a lawsuit against Acushnet Company in the United States District Court for the District of
Delaware. Callaway alleges that certain golf balls manufactured by Acushnet Company infringe four of Callaway s patents. Acushnet believes,
and counsel has advised, it has meritorious defenses against Callaway s allegations. It is not possible to predict the outcome of pending litigation,
and, as with any litigation, it is possible that this action could be decided unfavorably. Acushnet is vigorously contesting this action and the
Company believes that the lawsuit will not have a material adverse effect on the results of the Company s operations, cash flow and financial
condition.

In addition to the lawsuits described above, the Company and its subsidiaries are defendants in lawsuits associated with their businesses and
operations. It is not possible to predict the outcome of the pending actions, and, as with any litigation, it is possible that some of these actions
could be decided unfavorably. We believe that there are meritorious defenses to these actions and that these actions will not have a material
adverse effect upon our results of operations, cash flows or financial condition. These actions are being vigorously contested.
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FORTUNE BRANDS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

19. Environmental

We are subject to laws and regulations relating to the protection of the environment. It is not possible to quantify with certainty the potential
impact of actions relating to environmental matters, particularly remediation and other compliance efforts that our subsidiaries may undertake in
the future. In our opinion, however, compliance with current environmental protection laws (before taking into account estimated recoveries
from third parties) will not have a material adverse effect upon our results of operations, cash flows or financial condition.
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Item 2.
FORTUNE BRANDS, INC. AND SUBSIDIARIES
MANAGEMENT S DISCUSSION AND ANALYSIS OF
FINANCIAL DITION AND RESULTS OF OPERATIONS.
OVERVIEW

Fortune Brands, Inc. is a holding company with subsidiaries that make and sell leading consumer branded products in the following industries:
home and hardware, spirits and wine, and golf products. We enhance shareholder value by profitably building our leading consumer brands to
drive sales and earnings, as well as to generate cash. We do this by developing innovative new products and effective marketing campaigns,
growing our customer relationships and expanding into new markets. We also seek to increase profits by improving operations, increasing
productivity and enhancing cost structures. While our first priority is internal growth, we also strive to achieve growth and high returns through
acquisitions, dispositions and joint ventures. Finally, we enhance shareholder value through other initiatives such as using our financial
resources to repurchase shares and pay attractive dividends.

In 2005, we sharpened our focus as a high-performance consumer brands company. In August 2005, we completed the spin-off of the Office
products business. In addition, in July 2005, we acquired more than 25 spirits and wine brands as well as distribution assets from Pernod

Ricard S.A., enhancing 