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hat we do has a tremendous impact on
the amount of enthusiasm a Representative generates when
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Quarterly Financial Data

Quarterly data for the two years ended December 31, 1981 are
suminarized below (in milliots, except per share amounts):

A 1981
Net Gross Operating  Net Earnings
guarter  Saies Profit Profit _Earnings  Per Share
First $ 5493 § 343.7 $ 66.1 $ 37.7 $ .63
Second 635.9 3878 96.4 54.7 91
Third 600.9 364.5 75.8 47.1 .78
Fourth... _827.7 499.7 158.2 804 134
$2,613.8 $1,595.7 $396.5 $219.9  $3.66
1980
Nert Gross Operating Net Earnings
Quarter  Sales Profit Profit Earnings Per Share
First . % 5161 § 3258 $ 653 % 331 $ 55
Second 601.8 372.6 94 7 60.6 1.01
Third 583.8 363.6 8.7 425 70
Fourth 8674 _ 546 5 198.7 1059 _1.76
$2569.1 $1.6085 $4374 $242.1 $4.02

Discussion of Liquidity and Capital Resources

Cash and short-term investments decreased $30.6 million dur-
ing 1981, ro $257.8 million at December 31, 1981. During the
past three years the Company has undertaken major facilities
€Xpansion projects in several countries, including the United
States, the United Kingdom, Argentina, Brazil, Japan and Ire-
land. Capital expenditures during this three-year period
totuled $348.2 million, all of which was financed without
long-term boriowing. Construction Programs in progress at
December 31, 1981 carried an estimated cost to complete of
$80 million. Capital expenditures in the next three vears are
expected to continue at generally the same rate as, or at a
somewhat lower rate than, the previous three vears

During January 1982, the Company purchased 49% of the
outstanding common stock of Mallinckrodt, Inc. at s price of
$50 per share. The funds required o purchase the shares
totaled approximately $367 million. A revolving credit agree-
ment was established to provide 3300 million as a part of the
financing for the purchase of Mallinckrodt shares. This acqui-
sition .s described in the Proposed Merger note of “Notes to
Consolidated Financial Statements” on page 48,

Repayment of the funds obrained under the revolving
credit agreement is due in May 1983. The Company plans to
make application to obtain credit ratings. Such credit ratings
will enable the Company to avail ieself of both long- and
short-term financing, if such action is desirable. It is antici
pated that the revolving credit agreement will be replaced with

other financing prior to its due date

Dwuring 1982 it may be necessary for the Company to bor-
row an additional $30 million for seasonal US, operating
needs and facilities expansion projects. Normal seasonal
financing requirements for International operations are
expected to be approximately $70 million. The peak level of
borrowings during 1982 (for all purposes) might toral $420
million.

Short-term borrowing consists primarily of borrowings
from banks by International subsidiaries, and it is expected
that the level of such borrowings will increase during 1982.
Unused lines of credit at December 31, 1981 approximated
$385 million. Of this amount, $85 miliion is related to Inter-
national operations, and consisted almost entirely of
overdraft facilities. The remaining $300 million was obtained
to provide the funds for the purchase of Mallinckrodt. Inc.
common stock.

Discussion of 1981 and 1980

Consolidated net sales were $2.61 billion in 1981, an increase
of $45 million or 2% over 1980, U.S. net sales increased 6%
to $1.41 billion, and International sales declined 3% to $1.20
billion. Net earnings declined 9% to $219.9 million. Eamings
per share were $3.66, compared with $4.02 in 1950,

During 1981, Statemerit of Financial Accounting Standards
No. 52 relating to foreign currency translation was adopted,
and the results of 1980 have been restated to reflect this
change,

The decrease in net earnings of $22.2 million (36¢ per
share) was caused principally by the following factors:
® An increase in cost of goods sold as a percentage of net sales,
which decreased net earnings by $20.9 million (34¢ per share).
® An increase in marketing, distribution and administrative
expenses as a percentage of net sales, which decreased net
earnirgs by $4.0 million (6¢ per share).
® A i vrease in the effective income tax rate, which
decreased net earnings by $8.5 million (14¢ per share).

Thes decreases aggregating $33.4 million (54¢ per share)
were partially offset by the following factors:
® Higher net sales, which increased net eamings by $3.9 mil.
lion (6¢ per share)
® An increase in other income—net, which increased net earn-
ings by $7.3 million (12¢ per share).

The increase in consolidated net sales resulted from higher
unit volume in the U5, partially offset by lower sales in
International. The strengthening of the U.S. dollar abroad and
unsettled economic conditions in some of the Company's
major foreign markets were significant factors coneri buting to
the decline in International sales. Although sales in Europe
increased in terms of local currencies, Europeun sales after
transation into U.S. dollars fell 17%. Avon salss in terms of
LS. dollars in Latin America advanced 6%, and in ( ‘anada,
the Pacific and Africa combined 10%. A portion of the sales
increase is attributable to a 2% increase in the number of
active Representatives
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Cost of goods sold increased by $57.5 million, and also
increased as a percentage of net sales, *o 39.0% in 1981 from
37.4% in 1980. The increase {n the cost ratio was primarily the
result of competitive pricing strategies in the U3, and abroad
and the effect of foreign currency flucruations.

Marketing, distribution and administrative expenses
increased by $28.1 million, and also increased as a percentage
of net sales, to 45.9% in 1981 from 45.6% in 1980. The increas-
ing cost of operations overseas was a major factor contributing
ro the higher level of expenses.

Interest income and other income—net increased $14.2 mil-
lion to $49.2 million. One major factor contributing to the
increase was interest income, which rose $9.5 million to $49.3
million as a result of higher interest rates on short-term
mvestments. Another factor contriburing ro the increase was
greater foreign exchange gains, resulting from the remeasure-

ment of foreign currency statements into 1S, dollars, and rea-

lized and unrealized foreign currency transactions in 1981,
compared with 1980.

The greater foreign exchange gains included in other
mcome in 1981 were more than offset by higher foreign
exchange |osses charged to cost of goods sold and to expenses,
which resulted from the remeasurement of inventornes and
prepaid expenses at historical rates. The net effect of these fac-
tors reduced net earnings by $36.7 million (61¢ per share) in
1981, compared with $20.0 million (33¢ per share) in 1980,

Taxes on earnings decreased by $4.5 million, but the effec-
tive income tax rate increased to 50.7% in 1981 from 48.8% in
1980. The principal cause of the increase in the effective tax
rate was higher tax rates on International earmings resulting
from foreign exchange losses.

Discussion of 1980 and 1979

Consolidated net sales were $2.57 billion in 1980, an increase
of $192 million or 8% over 1979. USS. net sales increased $5.6
million to $1.33 billion, and International net sales increased
18% to $1.24 billion. Net earnings decreased 1% to $242.1 mil-
lion. Earnings per share were $4.02, compared with $4.06 in
1979. Financial results for 1980 and 1979 have been restated to
reflect the adoprion of FASB Statement No. 52, Foreign Cur-
rency Translation.

The decrease in net earnings of $1.9 million (4¢ per share)
was caused principally by the following factors:
® An increase in marketing, distribution and administrative
expenses as a percentage of net sales caused net earnings to
decrease by $26.1 million (44¢ per share).
® A decrease in other income—net reduced net earnings $ 5
million (1¢ per share).
® An increase in the income rax rate caused net earmings to
decrease by $1.7 mullion (3¢ per share).

These decreases in net earmings of $28.3 mullion (48¢ per
share) were partially offset by:
® Higher net sales that caused net earnings 1o increase by
$18.2 mullion (30¢ per share).

T - e e P et ate

® A decrease in cost of goods sold as a percentage of net sales
that caused net earnings to increase by $8.2 million (14¢ per
share).

The increase in consolidated net sales resulted from
increased net sales in International, where higher unit volume
and higher average unut selling prices both contributed to the
increase. A portion of the increased unit volume was attribut-
able to a 5% increase in the number of active Avon Represen-
tatives. In the U.S,, sales to Representatives declined by 2%, as
lower unit volume more than offset higher unit selling prices.

Cost of goods sold increased by $56.9 million but decreased
as a percentage of net sales, to 37.4% in 1980, from 38.0% in
1979. The decrease in the cost ratio occurred after including
the effect of the adoption of the LIFO method of accounting
ivr the inventories of Tiffany & Co. This change increased
~ost of goods sold $11.6 .ullion. The cost ratio, exclusive of
the effect of the adoption of LIFO by Tiffany, was 36.9%. Less-
ening of the rate ~f disxcount on speciaily priced items in the
U.S. and price it cases in certain foreign countries contrib-
uted to the decline in the cost ratio.

Marketing, distribution and administrative expenses
increased $134.4 million, and also increased as a percentage of
net sales, to 45.6% in 1980, fromi 43.6% in 1979. Approxi-
mately two-thirds of the incrensed expenditures occurred ‘n
International, primarily to support marketing and field orera-
tnons programs. The increase as a percentage of net sales
resulted from the continued support of U.S. marketing and
field operations programs in the face of lower sales.

Foreign currency fluctuations included in cost of goods
sold, markering, distnbution and administrative expenses, and
other deductions—net decreased net eamings by $20.0 million
(33¢ per share) in 1980, compared with $19.1 million (32¢ per
share) in 1979.

Taxes on eamings increased by $1.2 million, and the income
tax rate was 48.8% in 1980, compared with 48.4% in 1979. The
primary cause of the increase in the tax rate was the effect of
greater foreign exchange losses in 1980,

A discussion of the impact of inflation on the Company fol-
lows under “Information on Inflation and Changing Prices”
on pages 35 through 38,

Information on Inflation and Changing Prices

Constant Dollar Data

The following consolidated summary of eamings includes the
annual amount of net sales and net eamings adjusted to a con-
stant 198] dollar basis, using the Consumer Price Index for
All Urban Consumers (CPI-U). The historical cost informa-
tion in the consolidated summary of earnings is based on the
applicarion of FASB Statement No. & and the constant dollar
data is based on the application of FASB Statement No. % and
33, as permutted by FASB Statement No. 52. The restated
amounts are referred to as constant dollar eamings, since the
intent of this method is to hold the purchasing power of the
dollar constant for the period reported. The amounts shown
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under the heading “Adjusted for general inflation” are derived
by restating cost of goods sold and depreciation expense to
dollars whose purchasing power is equivalent to the average
rurchasing power of the dollar for the year 1981 as measured
oy the CPI-U. Ner sales and all expenses, other than cost of
goods sold and depreciation expense, are assumed to have
occurred proportionately in relation to the changing CPI-U
over the course of the year, and are deemed to be stated in
average 1981 dollars in the primary financial statements, thus
requiring no adjustment in the constant dollar statement.

Cost of goods sold 1s adjusted by restating the historical cost
of inventories at the beginning and end of the year, and .nven-
tories acqurred and sold during the year, to average 1981 dol-
lars, thereby adjusting the amounts charged to current
earmings

Depreciation expense is adjusted by restating the historical
cost of depruciable assets on hand during the year to average
1981 dollars, and using the revised amounts o calculate
adjusted depreciation expense for the year. Depreciation
expense included in the constant dollar statement is restated
to average 1981 dollars, employing the same estimated useful
lives and depreciation methods as used in the primary finan-
ctal statements.

The effect of the decline in purchasing power on net mone-
tary assets or liabilities is determined by calculating these net
monetary items at the beginning and end of the year, adjusted
for the change in such items during the year, in terms of aver-
age 1981 dollars

Current Cost Data

The consolidated summary of eamings also includes the
annual amount of net sales and net camings adjusted to a cur-
rent cost basis. The restated amounts are referred to as current
cost earnings, since the inent of this method is to measure the
effects of changing prices on mventories, property, cost of
goods sold and depreciation for the period reported. The
amounts shown under the heading "Adjusted for changes in
specific prices™ are derived by restating cost of goods sold and
depreciation expense to the current cost at the date of sale or
use. Net sales and all expenses, other than cost of goods sold
and depreciation expense, are assumed to be stated at current
cost in the primary financial statements, thus requiring no
adjustment in the current cost statement.

The current cost of raw material was based on current pur-
chase contracts, vendor price quotations and other published
prices for the quality, quantity and rime at which the Com-
pany purchases these items, or by applying an index of rele-
vant purchrse prices to the historical cost of such items

Finished goods current cost was estimated on the basis of
standaid cosis adjusted ro reflect current matenal. labor and
overhead costs, as well as current cost depreciation of build-
ings and equipment.

In the LS, substantiaily all inventories are accounted for
on a last-in, first-out basis; actual cost of goods sold therefore
generally retlects current costs. [n other countries, current cost
of goads sold was estimated by adjusting historical costs for

the approximate time lag berween the acquisition of invento-
ries and their subsequent sale. The resuit is the current cost to
replace inventories at December 31 and cost of goods sold at
the time of sale.

The current cost of buildings that were assumed to be
reproduced was estimated by applying published construction
cost indexes to the acquisition prices of the buildings. Current
estimated construction costs to obtain equivalent floor space
were used for buildings that would not be replaced in their
present configuration, and for buildings in those countries
where published construction cost indexes do not exist.

Where practicable, the current cost of equipment was esti-
mated on the basis of current quoted market prices for new
machinery of equivalent capacity. The current cost of all other
equipment s developed by using engineering estimates or
by applyin, :ndexes that were derived from recent cost dara
for items of similar productive capacity.

Depreciation based on the current cost of buildings and
equipment was estimated applying the same depreciation
methods and estimated useful lives used in preparing the his-
torical cost financial statements.

Summary

The current cost method measures the estimated change in
specific prices, and may also assume replacement with diffe:-
ent plant and equipment than that currently in use. The use
of this method results in an estimated current cost of plant
and equipment, inventories, cost of goods sold and deprecia-
tion. Constant dollar adjustment indicares the effect of the
general rate of inflation, as measured by the CPL-U, on invea-
tories, cost of goods sold, plant and equipment, and deprecia-
non, by restating their historical cost in terms of average cur-
rent yvear doilars. Current cost differs from constant dollar
adjusted amounts to the extent that the estimated changes in
the current cost of matenal, labor, overhead, and plant and
equipment differ fror~ *he general rate of inflation.

The effect of const. Jlar restatement is to increase cost
of goods sold and depreciation expense and, therefore, to
show lower adjusted net earnings. This impact was moderated
by the fact that U.S. inventories are valued on the last-in, first-
out method. Depreciation represents approximately 2% of
total costs and expenses.

The effect of current cost restatement increased deprecia-
tion expense, bur decreased cost of goods sold as a result of
the high rates of foreign currency devaluation experienced
during 1981. Adjusted net earnings were higher than hiscoric
net earnings. During periods of inflation such results will be
experienced only when the rate of foreign currency devaluation
exceeds the rate of increase in current cost of goods sold over
hastoric cost of goods sold in local currency

As shown 1n the consolidated adjusted summary of eam-
ings, the income tax rate tor 1981 increased from 51.7% ro
37.0% on the constant dollar basis, bur decreased to 49.8% on
the current cost basis, because most countries allow tax deduc-
tions only for historical costs
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. i Statement of Earnings and Retained Earnings
Avon Producrs, Inc. and Subsidiaries

(in millions, except per share amounts)

Year Ended December 31

1981 1980 1979
Net sales:
e B 2 L T $1,413.0 $1,332.1 $1,326.5
I e T e e I SO g e e e _1,200.8 1,237.0 1,051.0
2,613.8 2,569.1 2,371.5
e S RS P G P SR _1,018.1 960.6 903.7
Gross profit ......... R RN I SN b, SRS . 1,595.7 1,608.5 14738
Marketing, distribution and administrative expenses.. .. ............. 1,199.2 L1711 1,036.7
Qperating profit .. .......... 2 T O vy s o e L R 396.5 4374 437.1
T el e S e WDl 49.3 308 343
Other income (deductions)—net ................ W Bt M . Y ;| 48 ) 1.7
Earnings Before takes. .. ... . iviuveinivncivsansan e PR Y e 2 445.7 472.4 473.1
ToXCS N BRTTVIIES - - -« o v v vt e eh i im e nanbesmtenmsonanasarnenenss __ 2258 230.3 229.1
NETORPIENGS . . .. .« it v e in it ata e as s ninnes i an a 2199 242.1 244.0
Cashdividends . ............. ... i, 180.4 1775 164.6
Addition to retained @arMINES . . .. .. .0 o0ttt e i 39.5 64.6 794
Retained earnings, January 1... .. ... .. i 8238 759.2 679.8
Retained earnings, December 31 . ... ... i $_863.3 M §_~.,—_Z_§_?-—_—:",
Per share of capital stock:
Net earnings ... .. .. B ol e e e RS $3.66 $4.02 $4.06
Cash AIvidends . . ... o vv i v e ey as it e e aa 3.00 2.95 2.75
Bverage shares OUTSTANAINE . .+ o v v i vennrinion e brensateneresonnis 60.15 60.15 60.14

The accompanying notes are an integral part of these statements




Consolidated Statement of Financial Condition
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- Consolidated Statement of Changes in Financial Position

D H .
Avon Products, [nc. and Subsidiaries

1981 198C

Sources of working capital

Net earning $219.9 $242.1
A
Add
e T ¢ 31.5 * 8
'r ’ ' -~ '\ 4
et \ [ : I.x 25.4
- = o a
\\. b K : ! I i ( :*"\-“ 3.2
Increns " et 2.2 1.5

Uses ot working capital
Cash divider 180.4 177.5

Additions to property 114.2 117.7

7. )
) ' )
! t ¢ K 2.0 6.2
V6.9 OO
Decrease in working capital $(34.8) >

Changes in components of working capiral

Cash and - T Sk $(50.6) ‘
A (13.9) O
11.5 14
1.7 2
INOtes pa (12.7) 21.4
\ t (5.8) ]
Acqt 45.0 02.5
Decrease in working capital $(34.8) $(10.3
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- —— W

A

S ——

Year Ended December 31
(in millions)

R e P ——

Net Operating Identifiable Depreciation  Additions
oty L Sales Profit Assets Expense To Property
Geographic Arcas

1981
United States . . $1,440.5 $246.3 $ 702.6 $14.9 $ 63.5
ERYome .. .oocunuise 441.1 45.7 2227 79 12.6
Latin America 482.2 71.0 259.9 5.6 27.6
All ncher foreign . 3275 48.1 1388 3.1 10.5
Toral International 1,250.8 164.8 626.4 16.6 50.7
General corporate L0 (6.5) 238.8 0 0
Eliminations __(77.5) _(8.1) ST o} .0
Consolidated $2,613.8 $396.5 $1,567.8 $31.5 % 14.2
1980
Urmited States $ 1,360.8 $2455 § 5923 $128 $ 564
Europe ... 528.1 64.1 2840 15 330
Latin America 456.1 102.0 2718 4.7 24.1
All other foregn 2741 360 1413 _ 28 .
Total Internationai 1,258.3 202.1 708.1 15.0 61.3
Ceneral corporate 0 (5.1) 282.7 0 0
Eliminations (500 5. B £ _ 0 0
Consolidated $2,569.1 $4374 $1,583.1 $278 $1177
1979
United States $ 13523 $2823 $ 5269 $123 5 454
Europe ... 461.7 62.4 2736 5.2 40.1
Latin America 367 .4 71.3 227.9 3.6 23.2
All other foreign 2381 __303 1164 i 7.6
Total International 1.067.2 164.0 617.9 11.5 70.9
General corporate Q (3.5) 272.2 0 0
Eliminations . . . __(420) (5.7) LA -, Y e
Consolidated 23775 $437.1 $ 14170 $238 §1163
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Lines of Credit

Unused lines of credit at December 31, 1981 approximated
$385 million. Of this amount, $85 million is related ro Inter-
national operations, and consisted almost entirely of overdraft
facilities. These lines of credit involved no material compen-
sating balances or commitment fees. The remaining $300 mil-
lion was obtained ro provide the funds for the purchase of
Mallinckrodt, Inc. common stock described in the Proposed
Merger note of “Notes to Consolidated Financial Statements.”
A commitment fee of %% per year is payable on the unused
portion of the commitment.

Long-Term Debt

Notes payable of $4.8 and $2.6 million at December 31, 1981
and 1980, respectively, were obligations of domestic and for-
eign subsidiaries payable to 1994. The notes of foreign subsidi-
aries were payable in local currency.

Capital Changes
Stack option transactions are summarized below:
Shacax Shares
available ~ __under option
e JOT Option Shares  Price
January 1, 1980 378,950 823.645 $29-%60
Ciranted (817.,770) B17.77¢ 40
Exercised . 0 (4,800 29
Cancelled 3LI00  (731,100) 2960
December 31, 1980 292.280 905,515  29-60
Granted | | (201,500 201,500 38
Exercised 0 (3,000) 29:40
Cancelled 32550 (31.550) 38.60
December 31, 1981 123,330 1,071,375 $29-960

All options were granted at market value on the dates of
grant.

The 1970 Stock Option Incentive Plan permits the granting
of stock appreciation rights o optionees. Such rights, as
granted, permit the optionees to receive cash and /or stock
equal to any excess of the market value over the exercise price.
The aggregate difference between the exercise price and the
market price is charged to net earnings as compensation
expenses. The number of shares covered by options is reduced
by the number of rights exercised.

For the three years ended December 31, 19581, increases in
capital stock and capital surplus were artriburable to st~k
issued pursuant to the 1970 Stock Option Incentive Plan as
follows (in million )

o5
(=
« g
=15
w3
-3
= | O

Capital stock

|

Capital surplus:

Options exercised . . PP EE  JE  E TE
Corporite tax benefit arising from the
exercise of stock options L0 1
' $.1 32 §.4

|

Retirement Plans

Accumulated plan benefits and plan net assets for the Com-
pany's ULS. defined benefit retirement plans at January 1, are
presented below (in millions);

- 1981 1980

Present value of accumulated plan benefies
Vested . § U $111.2 %1108
Nonvested A e : 264 340
$137.6 31448
=TT =T
Net assets available for benefits $209.9 31516

The estimated rate of returmn used to determine the present
value of accumulated plan benefits was 9.0% and 7.5% for 1981
and 1980, respectively,

The Company's foreign retirement plans are not required
to report pursuant to the Employee Retirernent Income
Security Act of 1974. They do not determine the actuarial
value of accumulated benefits or net assets available for bon-
efits as calculated and disclosed for ULS. plans.

Retirement plan expense was $25.3, $27.2 and $24.6 mullion
in 1981, 1980 and 1979, respectively.
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Commitments

Various construction programs were in progress at December
31, 1981, with an estimated additional cost to complete of $80
million.

The Company leases office space in New York City for its
executive and admunistrative offices, and in London, England
for its European Marketing Center, under operating leases that
expire in 1997 and 1982 ro 2000, respectively. Other real prop-
erty is leased under operating leases expiring from 1982 to
2036

The Company leases automobiles and other equipment
under operating leases that expire during the next five vears.

The minimum annual rental of real property is subject to
escalation for increases in taxes, utilines and mamntenance
labor. Personal property rentals are subject to escalation based
on usage

Rent expense was $58.9, $33.6 and $46.9 million m 1981,
1980 and 1979, respectively

Long-term lease obligations, all of which are operating
leases. at Decernber 31, 1981 consisted of (in millions):

Minimum rental

Period e Morthegeriod
982 $ 389
1983 33.4
|as4 27.1
1985 (8.5
98¢ 18.2
Bl‘\'nhd 1986 186.8
Proposed Merger

On December 15, 1981, Avon Products, Inc. and
Mallinckrodt, Inc. announced the signing of a merger agree
ment under which Mallinckrodt will become a wholly owned
subsidiary of Avon. Under the agreement Avon purchased
approximately 49% of the outstanding shares of Mallinckrodt
common stock at a price of $50 per share, during January
1982.

The funds required to purchase the shares totaled approxi-
mately $367 million. Of this amount $300 mallion was
obtained under a revolving credit agreement from a group of
banks. and the remainder was provided from Avon's cash and
short-term deposits,

Under the merger agreement, the remaining shares of
Mallinckrodt common stock outstanding will be exchanged
for 2 maximum of 12,895,794 shares of Avon capital stock at
an exchange rate not to exceed 1.667 or less than 1.429 shares
of Avon capital stock for each share of Mallinckrodt common
stock. This exchange is subject to the approval of the share-
holders of both companies at special meetings of shareholders
to be held on March 8, 1982. The transaction will be
accounted for as a purchase. Mallinckrodt reported net sales of
3494 4 million and net carnings of $39.7 million in the year
ended December 31, 1981

Supplemental Information

(in mullions)
Year ended December 31

i 1981 1980 1979
Depreciation . $31.5 $2718 %238
Research and development

expense. . 0.9 30.0 249
Advertising expense . 30.7 35.3 440
Provision for doubtful accounts . 34.7 320 26.8
Repairs and maintenance

expense 26.2 139 228
Taxes other than on earnings

Payroll taxes $ 673 $ 703 § 616

Other 179 174 153

85.2 87.7 77.1

Taxes on earnings 225.8 230.3 2.9.1
Total taxes ... .. : $311.0 383180 $306.2
Interest expense:

Incurted : . %168 S$123 S 108

Capitalized (13.2) {11.0) {9.9)

Expensed .. oy S SRS R 9
Excess of current cost

over the stated value of

LIFO inventories $ 324 5328 35172

—
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Management's Responsibility for
Financial Reporting

Management is responsible for all the information and repre-
sentations contained in the annual report, including the
financial statements, which are prepared in accordance with
generally accepted accounting principles. Some elements in
the statements are based on management's estimates and
informed judgments.

The Company maintains systems of internal controls to
provide reasonable assurance that its financial records are
reliable for the purpose of preparing the financial statements,
that its assets are adequately protected, and that there is
proper authorization and accounting for all transactions. The
internal control system is supported by written policies and
procedures, by the careful selection and training of qualified
personnel, and by an extensive internal auditing program.

The Company's financial statements have been examined
by Main Hurdman, independent public accountants, as
stated in their report. Their examination was made in
accordance with generally accepted auditing standards, and
included a review and evaluation of internal controls.

The Audit Committee of the Board of Directors, com-
posed solely of outside Directors, is responsible for review-
ing and monitoring the quality of the Company's accounting
and auditing practices. The Committee meets several times
each year with management, the internal auditors, and the
independent public accountants. The independent public
accountants and the Director —Internal Auditing have com-
plete access to management and to the Audit Committee,
and meet with both to discuss their audit activities, the inter-
nal controls, and financial reporting matters.

Report of Independent Certified Public Accountants

To the Shareholders and Board of Directors of
Avon Products, lrc.

We have examined the consolidated statement of financial
condition of Avon Products, Inc. and subsidiaries as of
December 31, 1981 and 1980 and the related consolidated
statements of earnings and retained earnings and of changes
in financial position for each of the three years in the period
ended December 31, 1981. Our examinations were made in
accordance with generally accepted audiring standards and,
accordingly, included such tests of the accounting records
and such other auditing procedures as we considered neces-
sary in the circumstances.

In our opinion, the financial statements identified above
present fairly the consolidated financial position of Avon
Products, Inc. and subsidiaries at December 31, 1981 and
1980 and the consolidated results of their operations and the
changes in thetr financial position for each of the three years
in the period ended December 31, 1981, in conformity with
generally accepted accounting principles, applied on a consis-
tent basis after giving retroactive effect to the change, with
which we concur, in the method of accounting for foreign
currency translation as described in the Accounting Change
note of notes to the consolidated financial statements.

New York, New York
February 2, 1982
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