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" Highlights
L

1973 Increase

Results of

Operations 1974

Net sales $207,120,000
Net income $ 16,506,000
Earnings per

share $ 1.87

- Directors

A r
™ Py (8]

$165.269.000
$ 11.857.000

$ 1.36

T e .
| Ne Lover

»

25.3%
39.2%

37.5%
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Office of the Chairman

Haroid E. Thayer*
Chairman of the Board
and Chief Executive Officer

Stanley H. Anonsen*
President and Chief Operating Officer

Harold A. Brinner *
Vice Chairman of the Board and Treasurer:
Chief Financial and Administrative Officer

Operating and Administrative
Executives

Fletcher N. Anderson*
Vice President, Food, Drug and Cosmetic Chemicals
Group
Robert G. Fries, Jr.
President, Fries & Fries Division
Richard E. Keliy "
Vice President and General Manager, Food
Products Division
Raymond J. Stratmeyer
General Manager. Special Projects Division
Gerard Weinstock
President, Basic Foods Division
Warren F. Michener”
Vice President, international Group
Thomas C. Boersig
General Manager, international
Raymond Gallardo
General Manager, Latin American Area
Frank A. Schottelkorb”
Vice President, Pharmaceutical and Science
Products Group
Norman E. Drissell
General Manager. Diagnostic Products Division
Floyd P. Hallett"
Vice President and General Manager
Pharmaceutical Research and Development
Divigion
Kenneth R. Monroe, Jr.
Ceneral Manager, Pharmaceutical Products
Division
David 8. Sheridan
President, National Catheter Corp
B. H. Ware
General Manager, Science Products Divisinn
J. Harold Yeager”
Vice President, Industrial Specialty Chemicals Group
Sherman O. Lyon
General Manager, Calsicat Division
Earl |. Miller*
Vice President and General Manager, Industrial
Chemicals Division
Melvin A. Piaeizer
President, Bowers Printing Ink Division
Arnoid Stern
General Manager, Washine Division

Raymond M. Asher”

Vice President and Secretary; General Counsel
and General Manager, Legal Division

Raymond F. Bentele”

Vice President and Controiler; General Manager,
Controller's Division

Donald M. Davis *

Assistant Secretary

Lester O. Gluesenkamp *

Assistant Treasurer

Roger A. Hebrank"

Vice President and General Manager,
Management Information Services Division
John W, Jacobi

General Manager, Purchasing Division

Charies W. Swartout *

Vice President and General Manager,
Personnel Division

*Denotes corporate otficer
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Notes to Consolidated Financial Statements

Property and Depreciation

Expenditures for property, piant and equipment
were §15,036,000 in 1974 as compared to
$8,679.000 in 1973. At December 31, 1974 projects
requiring approximately $11,673,000 to complete
were In progress. The provision for depreciation
and amortization was $4 640,000 in 1974 and
$4.075,000 in 1973

Investments and Advances

Included in the Company's investments are
$1.716,000 in 1974 and $1.515,000 in 1973
representing the cost of capital stock and advances
and the Company s share of undistributed income
or loss of 50 percent owned foreign companies.
Intangible Assets

Intangible assets at December 31, 1874 and
1973 are comprised of the following:

1974 1973
Patents and
Licenses . § 6030000 $ 6030000
Compounds 6,248,000 6.248.000
Formulae 6,294 000 2,960,000
Unallocated excess
of purchase cost
over underlying
net assets of
acquisitions 420,000 4.451.000
18,892 000 19,689,000
Accumulated
amortization 4,215,000 3,307,000
$14,777000 $186,382,000

In 1974 the excess of purchase cost over underlying
net assets of Bowers Printing Ink Compariy was
allocated to the assets acquired. Amortization of
intangibies was $908.000 in 1974 and $988.000

in 1973

Long-Term Debt

The 5-3/4% Convertible Subordinated
Debentures due April 1, 1995 are convertible
into common stock at $19.00 per share, subject to
certain adjustments as provided in the Indenture.
The Debentures are redeemable anytime at the
Company's option, in whole or in part, at 105-3/4%
of the principal amount, decreasing ratably over
the term of the Debentures to 100% in the second
year prior to maturity, plus accrued interest.
Under the Indenture, the Company is required to
provide a sinking fund for the redemption and
retirement of $750,000 principal amount of
Debentures on April 1 each year beginning in
1980.

Under the terms of a credit agreement with
five banks, the Company may borrow as needed
through December 31, 1975 up to $15,000.000
at the prevailing prime interest rate. Thereafter,
the outstanding loan balance will be converted
INto installment notes bearing interest at 1/4% to
1/2% in excess of the prevailing prime rate, which
are repayable at specified dates through December
31.1978. The Company is obligated to pay annually
through December 31, 1975 a 1/2% commitment
fee on the average daily unused available balance.
Under the credit agreement the maximum
outstanding loan balance was $2,000.000 in 1974
and $2,500,000 in 1973.

The Indenture and the credit agreement
contain certain restrictions on the payment of
cash dividends and require not less than

$35,000.000 in net current assets. At December 31,

1974 and 1973, earnings invested in the business
of $25,846,000 and $16.450,000, respectively,
were unrestricted.

-




Notes to Consolidated Financial Statements continued

income Taxes

A comparative summary of income tax expense
for the years ended December 31, 1874 and
1973 is shown below:

1974 1973

U.S. Current $11,469.000 § 8.587.000

U.8. Deferred 1,545,000 497 000

State . 7,231,000 855.000

Foreign ; 1,512,000 1,098,000
Investment Tax

Credit . (550,000) (393,000}

$15.207.000 $10.644.000

The deferred income tax provision resuits
from timing differences in the recognition of
revenue and expense for tax and financial
statement purposes. The sources of these
differences and the tax effect of each follow

Source 1974 _1973
Excess of tax over
book
depreciation . $ 827.000 £720.000
Insurance proceeds
used 10 reduce
tax basis of
new property . . 801.000
Amortization of
non-patent
intangibies (84,.000) {134,000)
Other-net {19.000) (89.000)
$1,545,000 $497.000

The Company has not provided deferred
income taxes on the undistributed earnings of a
Domestic International Sales Corporation
aggregating $738.000 at December 31,1974 and
$408.000 at December 31,1973

N B T T ———

Ehareholders' Equity

The Company on April 23, 1974 reclassified
and reaggregated the Class A and Class B
Common Stock into a single class of Common
Stock, par value $1, cancelled the authorized but
unissued shares of preferred stock. and in-
creased the number of authorized shares of
Common Stock from 12.880.000 to 15,000,000.

On April 24, 1973 the shareholders approved
a decrease in the par value of the Common Stock
from $1-2/3 to $1 per share znd approved a
two-for-one stock split.

Of the 8,140,871 shares of Common Stock
authorized but unissued at December 31, 1974,
83,750 shares were reserved for the possible
conversion of the 5% Convertible Notes; 441 421
shares were reserved for the possible conversion
of the 5-3/4% Convertible Debentures; 340,000
shares were reserved for Warrants issued as a
result of acquisitions. and 150,000 shares were
reserved for stock options granted and future
grants.

A summary of changes in shares reserved
under stock options granted for the years ended
December 31, 1974 and 1973 is shown below:

1974 1973

Qu*standing at beginning

of year Ly 69,650 44,000
Granted 56,700 48,050
Exercised . (5,000) (22,400)
Exbirgd .- k.. . D00 (1.300)
Outstanding at end of year 120,050 69,650
Exercisable at end of year _82.250 26,550

The option price of the 5,000 shares
exercised in 1974 was $11.25 The exercise price
of 120,050 option shares outstanding at December
31, 1974 ranged from $31.125 to $43 .00 per
share, aggregating $4,343,000. Shares available
for the granting of options at January 1, 1974 and
December 31, 1974 were 85,350 and 29.950,
respectively.

18




Pensions

The Company has several contributory and
non-cutributory pension plans covering
substantially all full time employees. Total pension
expense was 31,467,000 in 1974 and $1,248,000
in 1973

The actuarially computed value of vested
benefits of the pension plan for hourly paid
employees exceeded the assets of the pension
fund by approximately $1,700,000 at December
31, 1974, The excess is attributable to the
improvements in pension benefits provided in
recent years and the decline in market value of
equity securities in the pension fund. The total
assets of the salaried employee plan exceed the
amount of actuarially computed vested benefits
at December 31. 1974.

The Company does not expect that pension
costs will be significantly increased as a result of
the Pension Reform Act of 1974
Acquisition

On July 29, 1974 the Company acquired all
of the outstanding capital stock of National
Catheter Corp. and certain related patent rights
in exchange for 552,500 shares of its common
stock. The transaction has been accounted for
as a pooling of interests. Accordingly, the
Company's 1973 consolidated financial statements
have been restated and the Company's 1874
résults of operations inciude National Catheter
Corp. for the entire year.

The effect on the Company's consolidated net
sales and net income of the inclusion of National
Catheter Corp. in the 1973 results of operations
is as follows:

Net Sales Net Income
Mallinckrodt, inc.,
as previously
reported ... .. .. 5160,667,000 $10.684,000
National Catheter
Corp. .. Ty 4,602,000 1.173.000
As restated . $165.269.00C $11.857.000

The unaudited net sales and net incorne of the
Company and National Catheter Corp. separately
stated for the 1974 interim period ended nearest
the acquisition gate are shown below:

Net Sales  Net Income
Mallinckrodt, inc. . $95340,000 $6,746,000
National Catheter

Corp. . Bt S 3,400.000 943,000
Other Matters

Included in net income is $453,000 after
providing for income taxes of $449,000, resulting
from insurance proceeds in excess of the net
bock value of property destroyed and abandoned
pius related expenses from the 1973 explosion
and fire which occurred at the Washine Division
plant.
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Report of Independent Accountants

O .

1) |
aterhouse = Co.

ONE MEMORIAL DRIVE 2T LOLIS MIBSOURI 63102 316-436-7800

To the Shareholders February 4, 1375
and the Board of Directors
of Mallinckrodt, Inc.

In our opinion, the accompanying consclidated balance sheets and
ti-w related consolidated statements of income, changes in shareholders’ equity
and changes in financial position present fairly the financial position of Mallin-
ckrodt, Inc. and its subsidiaries at December 31, 1974 and 1973, the resuits of
their operations and the changes in financial position for the years then ended,
in conformity with generally accepted accounting principles consistently applied.
Our examinations of these statements were made in accordance with generally
accepted auditing standards and accordingly included such tests of the account-
ing records and such other auditing procedures as we considered necessary in
the circumstances,




Mallinckrodt, inc.

Consolidated Statements of Income

Year Ended December 31. 1974 1973
Net Sales $207,120,000 $165,269,000
Cost of goods sold 133,463,000 106,714,000
Gross profit 73,657,000 58.5565,000
Selling, general and administrative expenses 35,672,000 30,143,000
Rasearch and development expenses 6,339,000 5,810,000
42,011,000 35,753,000
Income from operations 31,646,000 22,802,000
Interest expense (979,000 (872,000}
Other income, net 1,046,000 571,000
income before income taxes 31,713,000 22,501,000
Income taxes 15,207,000 10,644,000
Net income $§ 16,506,000 $ 11.857,000
b ————

Weighted average number of shares

putstanding during the year 8,832,428 8,716,998
Earnings per share

Primary $1.87 $1.36
Fully diluted 1.75 1.30

The summary of significant accounting policies and notes to conscolidated financial
statements on pages 16 through 19 are an integral part of these statements,
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Mallinckrodt, inc.

Consolidated Balance Sheets

Assets December 31 1974 1973
Current Assets
Cash . $§ 1,787,000 s 23.302.000
Marketable securities, at cost
which approximates market 1,033,000 2.014,000
Accounts receivable, less allowance for
doubtful accounts of $228,000 in 1974
and $236,000 in 1973 . 33,946,000 27,191,000 t |
Inventories ‘
Raw materials 12,008,000 8,724.000 ? |
Work in process 6,601,000 5,623,000
Finished products . 22,071,000 18,066,000
Mechanical and laboratory supplies 1,599.000 1,106,000
Other assets . . 1,694,000 1,488,000
Total Current Assets 80,739,000 67.514 000
Investments and Other Asseis 1,984,000 1,807.000
Property | |
Buildings and improvements 22,484,000 19,118,000 i |
Machinery and equipment 61,181,000 53.047.000 !
83,665,000 72,165,000 |
Less—Accumulated depreciation : |
and amortization 33,126,000 31,464,000 4
50,539,000 40,701,000 1 |
Land . 3,451,000 3.067,000
Construction in progress . 3,493,000 2,469,000
Net Property 57,483,000 46,227,000 |
Intangible Assets 14,777,000 16,382,000

$131,830,000

The summary of significant accounting policies :ind notes to consolidated financial
statements on pages 16 through 19 are an integral part of these statements.
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Liabilities and

Shareholders' Equitly December 31, 1974 1973
Current Liabilities
Current maturities of long-term debt . § 1471000 s 558,000
Accounts payable 15,073,000 11.029.000
Salaries and wages 832,000 800,000
Income taxes 4,410,000 1,207,000
Other liabilities 2,055,000 2,194,000
Total Current Liabilities 23,841,000 15,788,000
Long-Term Debt
5% Convertible Notes due in annual
installments of $375.000 in 1976
and $600.000 in 1877 and 1978 1.575,000 1,675,000
5-3/4% Convertible Subordinated
Debentures, due April 1, 1995 , 8,387,000 9,294,000
Other, due in instaliments through 1996 684,000 634,000
Total Long-Term Debt . 10,646,000 11,603,000
Minority Interests in Consclidated Subsidiaries 342.000 319,000
Deferred Income Taxes 6,079,000 4,534,000
Other Deferred Liabilities 1,365,000 1,324,000
Shareholders’ Equity
Common Stock, $1 par value—
authorized 15,000,000 shares:
issued 8,859.129 shares in 1974
and 8,806,407 shares in 1973 8,859,000 8,806,000
Capital in excess of par value 27,663,000 26,781,000
Earnings invested in the business . . . 76,188,000 62,775,000
Total Shareholders’ Equity 112,710,000 88.362.000
$154983.000 $131,930.000
e ]
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Mallinckrod!, Inc

Consolidated Statements of
Changes in Financial Position

1974

Working Capital was provided by
Net ‘ 506,000

0,000
45,000

201,000
Total 24.632.000

Working Capitai was used for
o] 5,036,000

957.000
3,093,000

374,000
19,460,000

179 r

ncrease in Working Capital $ 5.172.000

Analysis of Changes in Wo

515,000)
(981,000)
3,755,000
8,267,000
699,000
3,225,000

913,000)
044,000)
32,000)
3,203,000)
138,000
3,053,000

$ 5,172,000




Mallinckrodt, Inc.

Consolidated Statements of
Changes in Shareholders’ Equity

Balance at
December 31, 1972
Restatement due to
Pooling of interests

As restated,
December 31, 1972

Change in par value and

Stock split 2 for 1
Exercise of stock
options
Conversion of 5-3/4%
debentures
Conversion of 5%
notes
Net income
Dividends

Balance at
December 31

Exercise of stock
options

Conversion of 5-3/4%
debentures

Net income

Dividends

Balance at
December 31, 1974

1973

Years Ended December 31, 1974 and 1973

Earnings
C Stock Capital in Invested
ommon Stoc Excess of in the
Shares Amount Par Value Business
4043646 $6. 740000 $25689000 $51.467.000
276,250 460,000 (405,000) 1,347,000
4. 319 896 7,200,000 25,284 000 52.814.000
4,319 896 1,440,000 (1.440.000)
22,400 22,000 288.000
67 965 68,000 1,20C.000
7€.250 76.000 1,449,000
11.857.,000
(1,896,000)
8,806,407 8.8086,000 26.781.000 82.775.000
5,000 5,000 51,000
47 722 48,000 831,000
16,506,000
(3,093,000)
8,859,129 $8,859,000 $27,663,000 $76.188,000
-

The summary of significant accounting policies and notes to consolidated financial
statements on pages 16 through 19 are an integral part of these statements
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Mallinckrodt, Inc.

Description of Business

The business of Mallinckrodt, Inc. is the development, manufacture, distribution and
marketing of fine chemicais, drugs, and allied products, based primarily on fine chemical technology,
which serve the health care, laboratory, and other industries reguiring such products.

The Company's operations are managed through the Chernical Group. Pharmaceutical and
Science Products Group, and International Group. Administrative, executive, and financial functions are
centrally managed. Market and product management responsibilities of the operating groups are
outlined in pages 6 to 14 of this report.

The following table shows the approximate net sales, and percentage of total Company net
sales of the groups for the past five years (with dollar amounts in thousands):

1974 1973 1972 1971 1970
Chemical . . .. $123,179 $97.306 $67.960 $58B.B39 $55.580
59.5% 58.9% 5. 1% 54.1% 85.7%
Pharmaceutical and Science Products $ 64640 $52915 343287 $39,183 835,338
31.2% 32.0% 35.1% 36.1% 35.4%
International . . . $ 19301 $15048 812039 510,629 § 8,891

9.3% 9.1% 9.8% 2.8% 8.9%

Common Stock Data

1974 1973
Bid Asked Bid Asked Dividends Paid
Quarter High Low High Low High Low High Low 1974 19873
First . 43% 34y 44% 35% 48 39 48y, 29% $.08 $.052
Second . 41% 33% 42% 34y 42% 36 43w 37 08 086
Third . 40% 25 41 25% 46y 37% 47% 38y 10 086
Fourth . 37 22% 37% 23 49 36% 50 36% 10 06

Common stock (TICKER SYMBOL—~MALL) is traded in the over-the-counter imarket and
listed on NASDAQ. Quotations were compiled from published sources and do not include retail mark-
up, mark-down or commissions and do not necessarily represent aciual transactions.
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M t Di :
and Analysis of Operations

19741973

19731972

The increase of 25 percent in both net sales
and cost of saies in 1974 is principally attributable
to a significantly greater volume of business in all
Operating Groups. Net sales and cost of sales
also increased due to price and cost increases,
primarily related to Chemical Group products,
resulting from the pass-through of higher raw
material costs and expenses. The percentage of
cost of sales to sales declined slightly during the
year due to the greater volume without propor-
tionate increases in costs and to improved selling
prices.

Selling, general and administrative expenses
increased 18 percent over the prior year as a
resuit of growth in employment due to the
inzreased level of business activity, expansion of
staff functions to provide for management of the
company s growth and increases in costs.

Expenditures for research and development
increased 13 percent in 1974 over 1973 represent-
ing primarily increased operating costs

The 43 percent increase in 1974 income tax
expense resulted from higher pre-tax income, as
the effective tax rates were relatively stable.

During 1874 the Company acquired National
Catheter Corp. which has been accounted for on 2
pooling of interests basis. (See acquisition note
on page 19)
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In 1973 net sales increased 34 percent while
cost of sales increased 37 percent. The increase
in 1973 net sales was due to greater volume in
all Operating Groups and the acquisition of
Bowers Printing Ink Co. and Basic Foods, Inc.,
which were accounted for as purchases. Excluding
the net sales of these two acquisitions, the
Company's net sales increased 23 percent over 1972.

The cost of sales increase to 65 percent
in relation to net sales as compared with 63
percent in 1972 resulted primarily from the
inability to raise prices to pass through increased
costs because of profit margin restraints imposed
by the Economic Stabilization Program.

Selling, general and administrative expenses
increased 27 percent in 1973 over the prior year.
The increase was principally a result of expanded
selling and marketing activities, expenses of the
acquisitions and increased operating costs.

The 13 percent increase in 1973 research
and development expense was attributable to
additional programs and increased operating costs.
The increase in 1973 income tax expense was
due to higher pre-tax income, as the effective tax
rates were relatively stable



(In Thousands of Dollare Except Per
Share Amounts)

Consoidated‘l‘en-\bar
and Financial S

Operations

Net s=2'23
Ce ;t of goods sold
Gross profit

Seiling, general and administrative expenses
Research and development expenses

Income from operations
Other income (deductions), net

Income before income taxes .
Income taxes

Income from ordinary onerations
Nanrecurring items net of related taxes
Net income

Cash dividends paid

Preferred
Common

Earnings invested in the business

Income from ordinary operations
% Earned on net sales
% Return on average shareholders' investment

Financiai

Working capital
Working capital ratio

Expansion and improvement of property
Depreciation and amortization
Net investment in property
Long-term debt
Shareholders' investment
Per share data (a)

Earnings

income from ordinary operations
Net income

Earnings—assuming full dilution
Income from ordinary operations

Net income
Dividends
Shareholders’ investment

Other information
Shares outstanding at year end (a)

Weighted average number of gshares outstanding
during the year (a)

Number of sharehoiders

Notes:

&} Common shares outstanging and per share amounts restated to reflect 2-for-1
1873, 2-for-1 stock split in 1871 and 3-for-1 stock split in 1967

D) Extraordinary write-down 0of securities

of
StmrnaryOperatlons

1974 1973 1972

(d) (d)

$207,120 $1€5.269 $123,286
133,463 106.714 78.030
73,657 58,555 45,258
35,672 30,143 23,827
6,339 5610 4973
42,011 35,753 28,800
31,8646 22,802 16,456
67 {301) (198)
31,713 22,501 16,260
15,207 10,644 7,639

$ 16,506 $ 11,857 $ 8621
$ 16,5086 $ 11857 § 8,621
§ 3,093 $ 1,896 $ 1619
$ 13,413 $ 89861 $ 7,002
8.0% 7.2% 7.0%
15.6% 12.9% 10.8%

$ 56,898 $ 51,726 $ 44 533
34t01 43101 35to 1
§ 15,0386 $ 8679 § 5689
4 640 4.0_73 3,758
57,483 46,227 42,336
10,646 11,603 14,083
112,710 98,362 85,298
s 1.87 $ 1.36 $ 1.01
1.87 1.36 1.01
1.75 1.30 97
1.75 1.30 a7

.36 232 202
12.72 11T 987
8,859,129 8,806,407 8.639,792
8,832428 8,716,998 B.547.276
3,743 3,349 2,923
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