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Avon Division
The uerid's leading %;--

-

manufacturer and dis. " ~

tributorof cosmenics.
'fragrances and fashion Mallinckrodt, Inc.

,' h^ icwelry operates in Long known for its su.
32 countries where perior chemical tech. (y'%y.

'

I
its many products are nology. Mallinckrodt r. ~

(' . W&.
.

sold by 1.34 million develops. manufac-r

h| independent sales tures and markets
'

-

Representatives. health-care products. ~

specialty chemicals. Direct Mail Division
and food ingredients. Presently focusing on
1lawrs and fragrances the sale of popularly
for both ahe U.S. and priced high-quality
interna tional markets. women's apparel

Tiffany & Co. through Avon Fash.
This prestigious jew- ions. Inc., this fast ,
eler and silwrsmith growmg operaemn is

i sells elegant merchan. diwrsifying into new
j dise to retail. corparate fields, including men's

and direct-mail cus. appareland magazine
I

comers. and both suhscriptions.
designs and manufac.
tures many ofits exclu.
sive products.

',

- _ . _ , . _ _ _ . . . _ . . _ _ _ _ _ _ _ _ . _ _ _ _
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L FinancialHighlights j
[ i

Year ended December 31
(in millions, except per share amounts)

,

~
*

1982 1981 1980 I

I

Net Sales . . . i$3,000.8 $2,613.8 $2,569.1 i- i. . . . .. . . ..

!iEarnings Before Taxes . 392.0 445.7 472.4 ;|. .. . ..
.

Taxes on Earnings.
,

195.4 225.8 230.3 j.. . . . . . .

Net Earnings 196.6 219.9 242.1 !
. . . . . . .

. -

Earnings per Share . $2.75 $3.66 $4.02
. .. ... ...

,

Cash Dividends per Share . $2.50 $3.00 $2.95. . . . ..

!Average Shares Outstanding. 71.46 60.15 60.15

Cash and Short-Term investments. . $ 161.2 $ 257.8 $ 308.4
Inventories.

. . 437.9 391.8 380.3
..

Working Capital .
. . 448.7 460.6 495.4

Note: Includes 49% of Mallinckrodt's results of operanons for February 1982 and 100% of
such results for the remainder of 1982.

|

|

.

I
!

.l

i

.
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. To Our Shareholders: inclusi n (Mallinckrodt and higher operating
profit at Tiffany and Avon Fashions. Consoh-

| dated pre-tax eamings were below those in
i 1981, reflecting a significant increase in the

onsolidated net sales of the Com- Company's interest expense.
pany reached $3.00 billion in 1982,
an increase of 15 percent over 1981 Corporate Milestones
sales of $2.61 billion. Our merger Nineteen eighty-two was marked by important
with Mallinckrodt, Inc. became new developments. The first was a major step in

effective in March 1982, with full inclusion ofits the Company's diversification program, which
fmancial results beginning at that time. Our was accomplished through the Mallinckrodt
1981 results did not include Mallinckrodt. merger. Mallinckrodt has an outstanding repu-
Higher sales of Tiffany & Co. and Avon Fash- tation for developing, manufacturing and mar-
ions, Inc., combined with incremental revenues keting medical, diagnostic and other health-care
from Mallinckrodt, accounted for the 15 per- products, specialty chemicals, and food ingre- ;

cent increase in consolidated net sales. dients, flavors and fragrances. It has maintained |In 1982, the Avon Division-our person-to- an impressive record of sales and earnings per- |person beauty business-experienced a 4 per- formance for some two decades. t

cent sales decline, which was primarily attribut- Mallinckrodt is a market leader in specialized
able to the negative impact of foreign currency segments of the health-care field, which is par-
devaluations on its international business. Con- ticularly attractive to us because ofits high
sumers faced a difficult economic environment growth rate and profitability, as well as its gener-
throughout 1982, resulting in U.S. sales of $1.23 ally noncyclical nature. In addition, promising
billion, level with 1981. In light of depressed growth opportunities are being developed in
conditions in the U.S. cosmetics and fashion Mallinckrodt's other major business segments.
jewelry industries, this domestic performance We are delighted that Mallinckrodt's 4,900
reflects the fundamental strength of our direct- employees have joined forces with us.
selling system. One of our primary objectives is to build

When measured in local currencies, interna- Mallinckrodt's established health-care business
tional Representative sales rose by 29 percent. through related acquisitions and the internal
These results reflected the impact of a larger development ofits present product lines.
number of Representatives, price increases and Health-care acquisitions are of prime impor-
unit sales growth. In 1982, the currencies of sev- tance to the Company. We are also evaluating
erallarge markets-Mexico, Argentina and Bra- acquisitions that would broaden our fast-
zil in particular-were devalued substantially in growing direct-mail operations.
relation to the U.S. dollar. When stated in U.S.
dollars, international sales last year declined New Dividend Policy
7 percent to $1.11 billion. Traditionally, the Company has maintained an

The Company's consolidated net earnings for exceptionally generous dividend policy. Since
1982 were $196.6 million, an 11 percent decline 1977, we have paid out an average of 75 percent
from 1981 eamings of $219.9 million. Our earn- of eamings as dividends. However, an increased

|ings per share were $2.75, compared with $3.66 level of earnings reinvestment in our growth |
in 1981. Per-share earnings in 1982 were based opportunities will better serve our shareholders'
on approximately 71.5 million average shares long-term interests. At its August 1982 meeting,
outstanding-substantially more than the 60.2 the Board of Directors therefore approved an
million average shares in 1981. This increase annual dividend rate reduction to $2.00 as partresulted primarily from shares issued for the of a new dividend policy under which we expect
Mallinckrodt merger. eventually to pay out approximately 50 percent

The unfavorable impact of foreign currency of eamings as dividends. This will bring our
fluctuations penalized 1982 net earnings by 41 pay-out ratio into line with other comparable,
cents per share, compared with a negative effect financially sound corporations. The Company
of 61 cents per share in 1981. remains committed to maintaining its strong

The Company's consolidated operating profit balance sheet-a most valuable asset in today's
advanced 5 percent in 1982, compared with the difficult economic climate.
previous year. This increase resulted from the

.- _ _ _ _ - _ _ _ _ - _ _ _ _ _ _ _ _ _ _ . ___--_- - _-. - - - - - . - -
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| Chainnan (from left):
David W Mitchell.
Chuinnan of the Board and
Chic ( E3ecuure Officer:
William R. Chaner. President:
Ravmand E Hencele. :
Eaccutar Vic e President;
and James E. Preston.I
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Research and Development grams designed to help women fulfill their indi-
For decades, research and development has vidual potential. These include unique forums

,

been crucial to developing effective, safe, high- for recognizing outstanding women from
quality Avon beauty products. Since the Mal-

around the world. We also emphasize sensitivity
linckrodt merger, however, R&D has gained to the needs of minorities. For instance, the
added prominence among the Company's Company's minority purchasing rose to $13 mil-
priorities. In recent years, Mallinckrodt has rap- lion in 1982, and our deposits in minority-
idly expanded its research and development owned banks increased to $2.5 million.budget. We plan to maintain this commitment.

Major scientific programs at Mallinckrodt Board of Directors
include developing improved contrast media, Last year, Raymond E Bentele and Harold E.
and assessing the potential use of these com- Thayer were elected to the Board of Directors.
pounds with emerging diagnostic technologies, Mr. Bentele is President of Mallinckrodt, Inc.
such as Nuclear Magnetic Resonance (NMR). ;nd a member of the Company's Office of the
In the nudear medicine field, Mallinckrodt is Chairman. Mr. Thayer is a former Mallinckrodt
developing a new radiopharmaceutical product Chairman who provided leadership to that
with a particularly short half-life. In addition, a organization for over three decades. Later in
program with scientists at Washington Univer- 1982, Joseph A. Rice, President and member of
sity in St. Lout:, Missouri, is using genetic engi- the Board of Directors of the Irving Trust Com-
neering to explore promising compounds called pany and the Irving Bank Corporation, was
monoclonal antibodies, which may have a sig- elected to the Board of Directors.
nificant impact on medical diagnosis and treat-
ment in the future. The Future

As part ofits new product development pro- In view of the major corporate developments ingram, the Avon Division's research and devel-
1982 and the complex economic and political

opment staffis focusing on creating beauty environments we face worldwide, a thorough
products with unique benefits that distinguish

review of each of our businesses and the full
them from other products in the marketplace. range of opportunities they encompass was
The Company's traditional commitment to sci- undertaken last year. These reviews have
entific programs supporting product quality and focused our direction and given us renewed
safety remains as strong as ever. confidence in the Company's future.

In closing, I want to express on behalf of myCapital Expenditures colleagues in the Office of the Chairman our
In 1982, consolidated capital expenditures
for the Company were $128.9 million. Current

sincere appreciation to the employees and share-
holders of the Company for their continuing

plans call for capital spending programs that are support, which is so vital to our success.
expected to total $150 million in 1983.

!

Sincerely,
Corporate Organization i

During its first year, our new organization of
four operating Divisions supported by our cor-

, ;
porate staff has proven to be highly effective.
This structure ensures the creativity, identity I

and accountability that help energize each of our David W. Mitchell
.

I

businesses. It also facilitates the development of Chairman of the Board and !

-

<

long-range corporatewide plans that are crucial Chief Executive Officer
to meeting our goals. |

! !
February 28.1983

Corporate Responsibility
In 1982, the Company remained committed to .

,

playing an active role in helping to meet social i

needs-with particular emphasis on women,
minorities, the disabled and the disadvantaged.
Women, of course, are a very special group '

to us. We are veryproud to srmntor_diversem
_
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Corporate Mission and U.S. Markets inWhich Avon Participates (in billions)

,,, ,,

L Objectives hn
-

|-

L
!

7 or 96 years, our primary business has
, been the sale of beauty products

j through Avon Representatives. Our
h Company has been characterized by
1 strong sales and earnings growth that
4 has consistently generated a superior retum on *

shareholders' equity. This performance has beenu

the result of a steadfast commitment to quality
and value for our customers, a concem for peo-
ple and their well-being, and a dedication to'; ,

growth and success. - -

|
In recent years, a strategic evolution has taken,

place at Avon. Through acquisitions and inter- = Amn oi-ston ,

nal business development, we are pursuing new = Mallinckrode. Inc. I

opportunities in attractive fields, including " Di"c' M"d Di'i$' "
'

health care, specialty chemicals, direct mail and "*""'"C"' |
i fine jewelry. With these additional sources of i

! growth, the Company's markets have expanded
|: to more than $50 billion in the United States

alone. This is four times as large as the U.S.
i markets traditionally served by Avon. Our

;

worldwide sales and eamings opportunities j,

i have also increased dramatically. hal Aain Repmentarim(in dumsands)
;

Avon's corporate mission is to expand aggres, toso 1.2m 1.25o 1.28o 1.340
,

| sively our new, emerging businesses while con-
!

tinuing our historical growth as the world's ;
leading beauty business. The Company's diverse

|

*'

) operations enhance our access to profitable, *

consistent growth. Our strong fmancial position
. ,

will enable us to fund most growth opportuni- x !
'

ties through intemal sources.
|

-

!
~

;

. |
l

i
.

|
,

i 1978 1979 1980 1981 1982 '

|

| a United States
j s Internacional

1

:

I
.

. . . - . , _ . . . _ . _ . . - . - _ . _ _ - . . - .. - . - _ - - - - - - - - - - - ------ - - -
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- ' dtr3tegic Objectives natiinckroat sates ana operatine erotic cio miziton,)

The Company's resources are focused on the'* s u e.i 360.2

{[ following strategic objectives: 7
Avon Division-Strengthening our worldwide -

1

leadership position in cosmetics, fragrances and
.

:

! fashion jewelry through the Representative
. .

- :rganization.
. .

..wilinckrodt, Inc.-Rapidly expanding our -

health-care segment through internal develop-
.

..

"

;
ment and acquisitions, while continuing to

- '

build our specialty chemicals, flavors and fra-
! grances businesses at rates of growth higher
i than industry averages.
'

Direct Mai! Division-Becoming a major
.

dirrx-mail marketer, with a leading position in
_. _ 4

,

women's and men's ready-to-wear apparel and 1982 Sales 1982 Operating Pro 6
'

i : other direct-mail markets.
. .. . . . .,

Tifany & Co.-Building on our renowned
. . ..

position in fine jewelry and related markets, a Health Care
a St>ecialty Chemicals

Financial Objectives " M'"!,'$","fm m,
Our primary financial objective is to generate
censistent long-term earnings growth that will

'

provide a high rate of return on shareholders'
,

investment. Given relatively stable economic
L and political conditions throughout the world,

the Company's specific goals are to generate
average annual sales and earnings growth of at
least 12 percent and return on shareholders' Av n Fashions Sales (in millions)

equity of 20 percent or more. 536 54: sw sai s124-

s,c:
Corporate Philosophy
The principles on which Avon was founded
remain the core of our corporate philosophy.,

,

i
These principles affirm our respect for people -

-

and beliefin their initiative. Our success as a
-

Company derives from a corporate environment
that encourages and rewards creativity and excel- ~.'

, . . . . . -

-

..

!ence. In this setting, talented and motivated . J~ p~y
people thrive-and the Company prospers. g.. '; :1 s . ?

.

V. ..; ,
p. ._3
[6th l' . ',' . ,4 .

1978 1979 1980 1981 1982
*

-. -. .. . . . . , .y ..- y . .. .-
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I

e
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j Group Su!cs Leadcr resentatives in their;
hu<ie Adam . of Kit- groups. Significantiv<

t tunnung. Pennn tvuma. enhancing the carmne, ki uses her eight Scars at from their seiling ac. |
| diret s. elhng esperi. avstics. many Group ;
| cnce uith Anm to hcIp Sales Leader < recen cd *
; recruit. train and mon- comnunions through'

vute nther Representa. Opportunitv L'niim.
i n es. M rs. Adams and iced ut the annual rule
i ,cr 16. mo countcr. of 52. 00 in 19x2. The: parts plar important most sua eniul canscii
| roles in ()pportunetv a t the va tc of *l0 000'

l'nlimacd by support. throu th th. f ooeroin
. . - - . - - - - . - - . -- in:: 20 to iv usher I:. n. - _ . - _ . - _ _ . _. .- .--
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Avon Division g. + Q."
s

..

j -,

? *-
i
i 9 9-

*2
Tet sales of the Avon Division in 1982

. H 1
s.

were $2.34 billion, a decline of
: 4 percent from 1981 results.The s l','

~

.

| number of active Representatives f5 '"
. . .

L
- worldwide increased 5 percent to 1 . . , ' '

. %'

1.34 million at year-end. 4
.

f
U.S. sales of cosmetics, fragrances and fashion .. ' . ,

, . . _
'

<fjewelry were $1.23 billion, level with the prior .<
~

'

.byear.The number of Representatives rose 1 per-
;.

:
- cent to 440,000. The benefit of more Represen-

' >
e

| ces, however, was offset by a rnodest decline i

! in the average size of their orders. Customer ser-
-

i vice, the average number of customers served by ,
''

| each Representative, remained depressed, t.-
- Y

i reflecting the impact of the soft U.S. economy
',!

{
on Representatives and their customers. s [-:

i

| The Avon Division's international sales {
!: declined by 7 percent in 1982 to $1.11 billion. --s

rcorable performances in local currencies were |
r 'c

| penalized significantly by the impact of foreign k
currency devaluations. The number of interna- i~ g"

i tional Representatives increased 7 percent to -

| 900,000. Higher average orders by Representa- 2
i

i tives also contributed to local-currency sales -

gains and reflected unit increases in 1982.
@h

,

| Operating profit of the Avon Division
'

;

i declined to $337.3 rnillion in 1982. Although I
t

! costs and expenses were tightly controlled, slug- ghj'
| gish sales hindered profitability in the United i

: !!, States. Substantial currency devaluations nega-
tively impacted international profits.

,

| U.S. Field Operations
! Nineteen eighty-two was distinguished by major 7

:
| innovations that enhanced the long-range

| strength of the direct-selling business. None was ,

: more important than the U.S. launch of Oppor- -
/

.

i tunity Unlimited. This unique field operations -

W
| approach represents the Division's rnost signifi- . . ' 34

|. cant new sales program in more than a decade.
'

i! Opportunity Unlimited is designed to
| improve Representative recruiting, training and
~

wtivation. It also gives top-performing Repre- 1. Ia 1982. ,he oici. 2.accolaaelighi.cex.

.
. . . .

sion's mass successfut tured mossturizer helps
dentatives the opportunity to increase their fashio, j,w,1,y coil,c. s,y. ma,oringsuroloon

'io" <~r 'he ^"= bah >=="her aadearnings by becoming Group Sales Leaders, a
.

. Galaxvof Calor. more resilient.
new level o[ independent Contractor. Each Dis- f,a,ures ,3ese crassic 3. a, the aum oivi.

des'e"' o/ c''''al' a'- 5'o" lacd''7 '" N'"'trict Sales ManaSer works with six to 10 Group rernated with simu. ark. Delaware. this
Sales Leaders, who in turn lead teams of 20 to laces rusies. emeralas automarca sistrihu-

','s" "','2*"f I'"d""d s"PP ''''-h '

30 Representatives. Significantly enhancing the
earnings from their selling activities, many million Rev're><n'a' ire

' ordern in 1942. ]
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Asun's first dessgner
; fragrance. Fantasque.

was rhe Dit tsion 't i

j mmt succenful L.'.i.
'

fra grance incrmiuction
ever. Thss elegant pmd.

i uct h anntlable in scv.
j cral forms, includin g |

; Parf u m. Perfumed
; Ibdv Vest and Eau Jc 3
; Cologne hprav. |
1 .
,
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T . through Opportunity Unlimited at the annual I

rate of $2,500 in 1982. The most successful .
earned at the rate of $10,000 through the pro- g
gram last year, in addition to their Representa-
give income.

Among Opportunity Unlimited's exciting
charx eristics is its capacity to accommodate
oth; nnovative field programs. For example,
tests are in progress for a new graduated earn- :

ings structure which increases discounts to Rep-
,

!-

resentatives who achieve higher total sales. -

;
For years, Avon has evaluated new methods

;
of training and communicating with Represen-

,

tatives. Communications advancements now
_

. .

4 - provide a timely, cost-effective way of achieving N-
'--

i th: ;bjective. In 1983, each Group Sales Leader 4r y
1 will be offered a videotape player and dynamic .NA '

/ programs for stimulating Representatives to
-

<
%

learn more about Avon products, beauty tech-'

niques and direct selling.
,

/ !

'
. In 1982, Avon Division employees dedicated "- ~

:

[ exceptional efforts to the launch of Opportu- i e
nity Unlimited-revising sales territory bounda- -

)
,j '

"

r:ee, craining field management personnel and
.

~
~

supporting Group Sales Leaders. -

,

;4 ,

( U.S. Marketing Developments
''

:

The Avon Division continued to concentrateo
;

; on generating greater brand loyalty for existing / |
Standard Line beauty products by extending the, '

,

life of popular lines, marketing those lines more ~

aggressively and reducing the number of new
[ product introductions. Standard Line sales,

which account for almost 60 percent of the -

"

Avon Division's U.S. sales, increased nearly 5
'

.

percent, compared with 1981. ./ .
.

The successful launch of Avon's first designer '

fragrance, Fantasque, resulted in retail sales i p
approaching $30 million in the fourth quarter !,

,- .

of 1982. Fantasque was originally developed for ' 1' ~

European markets, where it was also very suc-
cessful. It was inspired by one of France's lead-
ing couturiers, Louis Feraud.

3

i Nineteen eighty-two was another solid year
j for the Gift and Decorative sector, where sales

- - ..
| rose 5 percent. This growth was led by the col-

lectible lines. Also, Avon's first stuffed toy sold j;[[|,",7d",7"[ 3; ^'j',";"m'd''j,7'3 ,,
' :hout a beauty product, Plush Puppy, achieved uwty. wnGent-ary Amm ott,r,ensucu

.

; the highest sales ever for a Gift and Decorative {",,Qc'j","$7,a f L'm'",'L",",*[''''
product. This sector accounts for about 20 per-,

for European ras,,s.

| cent of domestic Representative sales. ic7,',",Y,Su"Cl,i,*
Fashion Jewelry and Accessories sales Na'ure m conu.j' declined approximately 15 percent in 1982. This $5"d!*"J'nD on a |

,

category turned around late in the year, how- = a^"a "? "*,

l ever, as the result of more aggressive merchan _
__ _ - _ _.- - - - -
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o t
,

.

dising of fashionable new designs. Fashion Jew-
,

'- '
elry and Accessories represent approximately 20
percent of the Division's U.S. sales.-.

f'
g^

h
International Overview'

b Although tempered by weakening economiesf V
r

during the second half oflast year, European
j~

AL{]g,?g
o

3 sales were strong in terms oflocal currencies-C_ 'g up 8 percent compared with 1981. When trans-gg laced into U.S. dollars, however, European sales,Q) // declined by 6 percent.
Opportunity Unlimited was launched in the

United Kingdom shortly after its U.S. introduc-p' tion. In most other European markets, the pro-/ gram is being adapted to local conditions, with

:' launches scheduled for 1983 and 1984. The

$
European operations also implemented cost-x

.[M ,M.
'

control programs to contain field expenses.[
'

'

In Latin America, the person-to-person sell-=~ t s
ing system remains robust, as Representatives* ' '

maintain Avon's highest customer service levels..
-

; d? In local currencies, the Avon Division's Latink
,

7_ J

American sales rose by 65 percent in 1982. This'p,-i.
excellent performance reflected higher unit7''f * 7 - ~N sales, as well as substantial price increases in thek ""

inflationary economies common to this region.
#b._ .F-

As noted previously, however, major currency-

-

devaluations in Mexico and other key markets,.

such as Argentina and Brazil, more than offset2

the local-currency sales increases. When trans-
lated into U.S. dollars, sales in Latin America

-

declined 13 percent.
In the Pacific, Canada and other international

.

markets, sales were up 8 percent last year inC
. local currencies, although they were about level '

when translated into U.S. dollars. Reflecting the
relative weakness of the yen, sales in Japan were

( off slightly in U.S. dollar terms, despite double-

ri -

digit gains in local currency.
'

During 1982, the Avon Division entered
three new markets-Peru, Portugal and Taiwan.
It continues to evaluate additional countries for
their receptivity to Avon's person-to-person3

beauty business.
-

-

.
. .

Providing Representatives with the highest
quality products and prompt service remains1. ne awm Divisi<m is 3. In 1982. leadine
essential to the Division's success. Therefore,dewloping beauty products included

j products specifically Momenrum Cell Ener. manufactunng and distnbution systems were
.

. .

j p"paja|jp'faf " g",go"","g,1?|," further improved during 1982. Still greater effi-three important mar- and Ariane Ultra
Ciency in these areas, coupled with marketing7"jo"' y|,"j,"||"- f,", ,"|,[" 8'n and sales creativity, should contribute to the

twe business lasocar. annNnes the 6enelia
achievement of a higher operating profit margin.

Mo'7/f7a?faf"" The world's leading person-to-person beauty
#

"

business is positioned to strengthen its key role
inr6r- ht
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r An Aton chemicalen.
gineer evaluates a pelos'

! te3t to ensure that full-
' <cale mannfacturing of
I a neu cosmetics prod-
* uct will be efficient. He

works at the Anrm Re.
search Laboratorv in
Sujicm. Nere YurL.,

which was further |'

modemi:cd sn 1982 to
'. strengthen the Din-
| .um', R&D capabulisses
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f Mallinckrodt, Inc. ,
.

; .

I allinckrodt's net sales advanced to
! $420.1 million in 1982, as a - S m-

strong health-care performance
[j

-, ,
4

offset weak sales in other busi-!
J

I -

[ nesses that were affected more
'

directly by economic conditions. Operating
.

,

'
,,

profit declined slightly last year to $60.2 million. --

Health Care.

i In 1982, net sales of Mallinckrodt's worldwide
,

i

heath-care segment reached $228.3 million.
,

Ogerating profits for the year rose to $40.7 mil- ;
lion. Health-care results were led by contrast 2 -- -

f ;,

*;; media, which help physicians interpret x-rays 3!! and CAT (Computerized AxialTomography)
| scans more effectively. Sales of another major S p r

'j diagnostics line, radiopharmaceuticals, were sat- 'f( j

; isfactory, but intense competition and pressure i -

/
'

; c selling prices slowed results. More rapid - 4 .

powth was experienced by Mallinckrodt's line !,

of specialty catheters. .cJ'',
As part ofits program of redeploying assets $-

- into high-growth, high-profit fields, Mal- - 'N
linckrodt purchased RadPharm, Inc. in May f.c $ 1

1982. This California-based radiopharmaeuti- -~ ' - ~ - *

.,.
cal manufacturer provides important West d ;

i Coast manufacturing and distribution capacity. Qi

Specialty Chemicals
. % 1

~- -
'

The specialty chemicals segment was affected by gs

the economic slowdown, particularly in the
TI' e ic2

, automotive, housing and petrochemical indus- "!
:i tries. Sales declined last year to $112.3 million.

. - 't
'

'f'
|| Operating profit fell to $12.0 million. ( /' ' '

A market that typified the challenge faced by
mis Mallinckrodt segment was catalysts, which j/i
are technically advanced chemical products that .T
enable businesses to save energy and improve d L

: manufacturing productivity. The catalyst busi- k 3

ness was hampered throughout 1982 by cus-
tomers' slumping sales, particularly in the petro-
chemical sector. Prospects remained bright,
'

wever, for maintaining the growth of Mal- ||j".',','"1"f,h, 3;^y,8j"";'ju',"/'',,, ,

unckrodt's line of specialty organic chemicals. Aczos pa sicians io Marriocurosi,,p,.r

In 1982, Mallinckrodt acquired Van Dyk & p|"|, i j"a "f,'"i,of ''"'|$'",','",h6"'';," "* # "
.ic

; Co., Inc., a leader in sunscreen technology and sursicalaad critical >=ce- = a p=duc-
. other specialty products for the cosmetics and T''E, x'',d","' f"sm*"""aWod'co n.

! '
, cooo.

personal-care industries. As Mallinckrodt =ia '='"a"> =aar of vaaw a =ai- =aa"-
. the flamrs that Mal. facturer of specialcymoved to Concentrate on markets with stronger zincurose s,velop, for ca,micaz, for agricu t.

amwth and profit potential, the Bowers' Print- 'A'Ioad iad""* '"" a"d 'ad""&
i Inl nnerneinn wac cnlA
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2. .

Food Ingredients, Flavors and Fragrances ; !1

i Although total net sales of food ingredients, fla

i vors and fragrances declined to $79.5 million, ;.

the flavors business achieved solid sales growth. !

It is a major supplier to the food, soft drink and |
,

alcoholic beverage industries. The fragrances i |

YIY business was down slightly, but by establishing '
;,4M itself in higher quality markets, Mallinckrodt is
C1"A Ct'A well positioned for the future in this specialty

;; f*'#'''#'; field. Both the flavors and fragrances markets

.

have attractive worldwide growth potential.
' Sales of food ingredients, which are marketed

primarilst to the dairy and bakery industries, 1

2 were unchanged in 1982.

1982 Operating Profit
Mallinckrodt's operating profit for 1982
declined, compared to the previous year. This

@ reflected the depressed specialty chemicals busi-
i

.

ness and lack of growth in the food ingredients,3

"]
flavors and fragrances segment. Health-care

A operating profit increased, however, as the
' ! result of higher sales levels.>

| International Perspective-

1 Mallinckrodt's three business segments have
established a worldwide presence. Their prod- |'

ucts are marketed in many countries through'

subsidiaries, sales offices, distributors and licens-
:

! ees. Mallinckrodt's international sales-of which
about two-thirds are in the health-care seg-

; ment-account for 10 percent of the Division's
; total volume. Because of the worldwide growth

'

potential projected for many of Mallinckrodt's;

: businesses, especially health-care products,
international business development is among its

; major pnonnes.
|

," Specialty Products
Mallinckrodt is maintaining its strategy of devel-
optng, manufacturing and marketing specialty

;products that meet customers' distinctivei . . -

i needs-in contrast with commodity products.
3 , , .,

Competing successfully in these markets
. .

demands responsive customer service, intimate
.

-
.

i knowledge of the marketplace, consistently :
ua n is a growing 3. Reviewing a ext high-quality products, and creative research andj marge for Mal. scan smage enhanced.

development resulting in products andlinckrods's serong with Mallinckrods
3
> health. care business. contraie media is Dr. processes that can be protected by patents or

,.. To ensure safe pro. Ronald Evens (seated),
duction of radiophar. Directorof the Mal. proprietary know-how. ;

I ""jff,'c$$fscientis $"'io In'/cN'le',';" As a Division of Avon, Mallinckrodt is*"
works with radioactive medical research and extending its rich technological heritage, while

f| '""I,'!I$c"d p" * Fj,",N",''0",% ",#, maintaining a record of consistent internal"

accrim environment. in se. Louis. Miuouri. growth and selective acquisitions.;
. _ - . - _ . __.-___. ._ . . - - . . - . - _ - . . .. . . -- - - . - - -
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n Tiffany maintains its
; tradition of cla.ssic de-
; sign and rncriculous'

craf tsmanship throughj creation 3 such as this
necklace of 21 per-

f
; fccily masched sap-

piures. wsth diamonds.
j wt in plaemum. lt a as
j Jcsigned in Tiffann

Angela Cumnungt
A |
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| Tiffany & Coe '

;

I 7P et sales ofTiffany & Co. increasedq
to $114.6 million in 1982. Operating
profit rose to $6.7 million. The
three major segments ofTiffany's
business-retail sales in its seven3 6

stores, corporate sales focusing on business- ' .

related gift needs, and direct-mail sales from its _# '
distinctive catalog-all experienced growth in
1982. Considering the depressed economic envi- -

ronment last year, this performance confirms
a
!;pWthe unique combination of quality, taste, pres-

cig. nd value represented by the Tiffany line. sEgWhile Tiffany perpetuates the classic tradi-
,

J
h:ntions, it remains in the vanguard of contem- .

3 s &,
parary design-for jewelry, watches, clocks, s.h ,k,T '

.

silver, china and crystal. From its innovative col- 4Q 5/ - )lections come the " classics of tomorrow." y $a 1<

Jk .

f iTiffany's world-famous jewelry design team
includes Jean Schlumberger, Elsa Peretti, Angela ' h' ' 2O mings and Paloma Picasso.

.
*

.
v

New Store in Dallas
. Tiffany launched its retail expansion program '

.

' sby opening a new Dallas store in October.
. i>

During the next several years, Tiffany plans to *
,

i expand its retail network further by opening h e.
,

. branch stores in other areas with strong poten-'
2

. ti ' demand for jewelry, tableware and other ele-
gant merchandise. " '

,
For over 20 years, Tiffany has marketed its \ "

!~

prestigious products to businesses as incentive A i
and recognition awards. The Division is aggres- 1< . -

sively building a complete product line specific- p f ';..h[y-ally targeted to corporate customers, while
training its sales force to serve these clients even -

~ are effectively. Meanwhile, Tiffany's distinc- ka'3i

tive mail-order business also grew in 1982. _ F 'y.
,

1
.

Systems Modernization __lm ( -

'
'

In preparation for future growth, Tiffany con- 3

tinued to upgrade its operational capabilities
sammmmmmmmmme

) during 1982. The Division opened a new facility
4 in Parsippany, New Jersey, to expedite the dis- ||;,Dgj"cj,,rg',,,,,j
3 ounon ofits extensive product line. instonely recognizea 2,
? Tiffany is a unique American institution with g|""of,Tir7 "j,,3a premier international reputation. Around the approoch.'

world, the Tiffany name is synonymous with [cT,"";},7,'',,h "|,
exceptional design, craftsmanship and quality. ofthe--id,linese.

o
,

Avon is dedicated to preserving the Tiffany bc ,7"f,'l S,",fo',"c"
i

8 .I

tradition, while supporting strong sales and f== riffony, eeri-
!

I eamings growth. L'i 'foTo"I"'''""' I
d

i
_ . _ . . _ _ . - _ . - -- --
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An exceptional selec-

aQ,.C9 '.% k tum of updated. popu-
, g. f]._','; '' yf larly priced sporuwear
:y ~;, - ,; accounts for a bou t

9 jy%n ,4 f., half of Awn Fashions'}'t.pN,
.$j],y_'y)9 gy!$ , caregory ncludes tops.
: ; sales. The sporuwear

,'
Dh. .jg;;;-Jc%.

^

-y.a:.jp f pan ts. coordsna tes

'_~ i}4.Q'$gg- - s~~5 f andjeuns. as wellas
, .-

''~'c '*,e. activewcar such as
"; shorts and T4hirts.

. . . . . _
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Direct Mail Division 4+ ~
- .

WR ' ,'

'
! or Direct Mail,1982 was another nota- - ~

~

ble year. Vigorous sales and earnings
growth at Avon Fashions was comple-

1,4
I

mented by promising developments in
two important new businesses.

Avon Fashions markets high-quality, fashion- ,

'
1

able, attractively priced women's apparel ,

through nine direct-mail catalogs annually.
After doubling its sales in three years, Avon
Fashions grew 54 percent in 1982, with sales [,

% i

:hing $124.1 million. Operating profitr '
advanced to $17.5 million, as margins improved y

dramatically last year. ; .

Growing Customer Base |7
k[/

Avon Fashions customers are attracted to the
v

e
convenience of mail-order shopping for stylish ~:

1 apparel that ofErs excellent value. Presently this ' '

. ,

;; <
~ :-growing operation has more than 3.9 mil- j

' |

|7
' lion active customers; over 62 million catalogs

: were distributed in 1982.
s

1 k |
"

'

A key element in the Avon Fashions success 3

|.
Orders are filled through computer-based sys- q f$ @ g_. -

- i
story is its excellent service to customers. = ~

|

tems at a highly efficient facility in Newport 1;f ' j gm'

News, Virginia. This operation is being c;
~ q== W,

-/ " 2::= r
'

4

...panded to meet projected growth. .

.- %.g Mt
2

,,7 ~
R/ 0

.

*g S~1New Businesses %y
- -

'

Experience gained through Avon Fashions has -

a

|' provided the foundation for additional oppor-
'

-

,

.

;j tunities. In late 1982, the mail-order magazine .'. !

'I subscription business was entered with the for- .e-
mation of Great American Magazines. This field 7* '

tas attractive potential-over 80 percent of the b T 'J
! 300 million magazine subscriptions sold %- ,

annually in the United States are marketed by;

direct mail. Results at Great American Maga- . '
:

:ines are exceeding expectations.'

In early 1983, Avon launched a new direct-
j mail men's apparelline called James River .

..

; 7aders. Targeted at the " urban outdoorsman,"
.is stylish line offers exceptional quality, value gdgdggi".8'h' ;3;,0"",H'.g'a",da"''v

,f . ,,

and masculine appeal. The James River Traders a m ro,xion,op iso aum rashion,

catalogs encompas. products that range from P",','',;,;"j2 *iTJ" 8 "",""",h"|p",$,' B's

country elegance to rugged sportswear, urea in 1982.

These direct-mail businesses are pursuing [;33,$F^'""u

growth opportunities. Ten years of experience fashionabili'y value

in the fast-growing direct-mail field have posi- fi d"d'/,",3 9 ",'''"
m .

.i r%ned this Divisio_n for_an ex_c_e_p_tiona_lly high
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Financial Review
t

.- . .; . , ; .. . .: ,e c:g. ; .g.: . ;. - , .. ..j.... . . :. . , . - . , . ...z,.: .7. .; . . . . - .

. . . .
.- . .- -, ; .

.

.

Net Sales 3600 - a United States !

(in millions) $ m intemational *

3000 - I

2400 -

1800 - -

|:

1200 -

600

u

73 74 75 76 77 78 79 80 81 82

Earnings and 4.50 - a Earnings
Dividends Per Share B Dividends

3.75 -

3.00 -

2.25

1.50 -.,

-.

.75 -

.

d |
i

73 74 75 76 77 78 79 80 81 82 '

j
T

{ Distribution of the 2-

Avon Sales Dollar a Paid to suppliers for I |
materials and services ! |

59 % 3 I

a Employees' wages. |-salaries, and benefits
,

28% y - i
) s Taxes on earnings j

6%
2 Dividends paid to

shareholders
6%

a Earnings retained for j
future growth
1%

i

Note:All graphs include
Mallinckrodt's results from the date
of acquisition.

-
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f Avon's Business
'

Avon Products, Inc. is a diversi6ed company which indudes Daily-need, children's and teen products-

the Avon Division, Mallinckrodt, Inc., Tiffany & Co., and the 9% of consolidated sales'

Direct Mail Division.
Daily-need items indude deodorants, anti-perspirants, oral

i

The Avon Division is the wodd's largest direct-selling busi- hygiene products and household products such as room
1 .

ness. Its two pnncipal industry segments are the manufacture sprays. Children's and teen products indude fragrance prod-'

and sale of cosmetics, fragrances and toiletries, and of fashion ucts and novelty products for young children.
,

jewelry and accessories.These products are sold direcdy t Fashion Jewelry and Accessories-i .

I
.- customers in their homes by Avon Representanves, following 11% of consolidated sales

the method used since the Company's founding in 1886. The
.

Avon Division currently sells about 650 products in the The fashion jewelry and accessories lines are sold in the United

United States, Europe, Latin America and other parts of the States and in several foreign markets. Jewelry for men, women
; .

world. Avon products are offered for every member of the and children is sold by Avon Representatives, with women's'

family, although products for women have long been, and jewelry accounting for most of these sales. The fashion acces-

remain, of primary importance. Although the range of prod- sories line indudes such items as purses, wallets, key cases

ucts sold in foreign countries is not as extensive as that sold in and pens.

the United States, most of the products are substantially the Health-Care Products-8?o of consolidated sales i

Isame as those marketed domesucally.
In March 1982 the Company acquired Mallinckrodt, Inc., a These products of Malliackrodt indude x-ray contrast media |

company involved in the development, manufacture and mar- and radiopharmaceuticals for medical diagnostic procedures,

kenng of medical, diagnosric and other health-care products, disposable medical devices for use in surgical procedures and
i

specialty chemicals, food ingredients, Savors, and fragrances. postoperanve care, drug chemicals used in the manufacture of

. All financial data and statements include 49% of Mal- dosage-fonn drugs sold to the pharmaceutical industry, and
:

linckrodt's results of operations for February 1982 and 100% laboratory chemicals and equipment
I " of such results for the remainder of 1982. Since the merger Specialty Chenu.cals-4?o of consolidated sales

was accounted for as a purchase, the financial results of 1981

and 1980 do not indude Mallinckrodt. These products ofMallinckrodt indude high-purity industrial
; Financial information relaung to industry segments and chemicals, preservatives and catalysts.

geographic areas is incorporated by reference to the Industry Fine Jewelry and Tableware-4% of consolidated sales
Segment Data note of Notes to Consolidated Financial State-:

ments" on pages 36 and 37 Tiffany sells 6ne jewelry, silver, crystal and china from its main
store in NewYork City and from six branch stores in the

;. Cosmetics, Fracrances and Toilern. United States. Tiffany also sells to corporations for businesses

The cosmetics, fragrances and toilernes segment mdudes the gifts and incentive recognition programs, and conducts a mail-
,

L following dasses of principal products: order catalog business.
;

Fragrance and bath products for women- Apparel-Direct Mail-4% of consolidated sales
25% of consolidated sales EP '*I N **u E',. 'A" " # " " * ' ' * * *" 8
These products consist of perfumes, colognes, sachets, la,nited States.
fragrance candles, pomanders, lotions, soaps and powders.
They are marketed in a number of fragrance lines, each based Other-3% of consolidated sales
on a parncular scent and packagmg theme. Af Savor and fragrance products of Mallinckrodt con-

Makeup, skin-care and other products for women- sist of ingredients produced for the food, beverage, cosmenc,

26% of consolidated sales industnal and household product industnes.

These products include such makeup items as lipsack, eye
shadow and mascara; skin-care products; nati and hand care

j products; and such hair-care products as shampoos, condi-

{
noners and brushes.

'
Men's toiletry products-6% of consolidated sales
These products indude cologne, after-shave lonen, shaving
cream, talc and soap, in a number of fragrances that are based
on a parncular scent and packaging theme.

- --
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Year Ended December 31 3

(in millions) i

1982 1981 1980
..

Net Sales of Principal Products j
'

Cosmetics, fragrances and toiletries:
$ 763.7 $ 783.3 $ 77Fragrance and bath products for women . .. . .. ...

779.5 812.4 770.Makeup, skin-care and other products for women. . . . .. .

Men's toiletry products. . . . .. . . . . . . ... . 194.6 192.8 198.'

260.2 251.3 241."Daily-need, children's and teen products. . ... .

1,998.0 2,039.8 1,983 [
Subtotal . . . . . . . .

. .
.

.
. 338.3 383.8 425.

Fashion jewelry and accessories .
228.3 fHealth-care products . .. . . . . .. ..

.
. 112.3Specialty chemicals. .

114.6 I.Fine jewelry and tableware . . . .. . . .

Apparel-direct mail. . . . . 124.3 J
86.9 190.2 160.Othert . . .

. . .. . (1.9) I
.

Eliminations .

Consolidated. . . . $3,000.8 $2.613.8 $2.5695
~\
lf

* Includes fine jewelry and tableware, and apparel-direct mail in 1981 and 1980.
,

,

%y
.

0

Quarterly Financial Data Discussion of Liquidity and Capital Resources q?

Quarterly data for the two years ended December 31,1982 are Cash and short-term investments decreased by $96 6 millione i

summarized below (in millions, except per share amounts): during 1982, to $161.2 million at December 31,1982. During) L |
January 1982, the Company purchased 49% of the outstand-j
ing common stock of Mallinckrodt, Inc. at a price of $50 per

I 1982
share. The funds required to purchase these shares totaled j!J

Net Gross Operating Net Earnings
approximately $367 million. A revolving credit agreement wasg

Quarter Sales Profic Profir Earnings Per Share
established to provide $300 million as a part of the financing O

First. $ 588.5 $ 350.6 $ 66.6 $ 34.2 $ .54 for the purchase of these Mallinckrodt shares. This merger isl I
described in the Merger note of" Notes to Consolidated 2.i LSecond. . < 67.0 431.4 102.3 44.6 .61

it,

Third . . . 720.8 399.s 76.4 34.2 .45' Financial Statements,, on page 40. s
1

,

! Fourth . 924.5 540.4 170.0 83.6 1.15 i

Repayment of the funds obtained under the revolving a
$ 3,000.8 $ 1.722.1 $415.3 $ 196.6 $2.75 credit agreement was made dunng the second quarter, with %

funds provided by the issuance of commercial paper. The 47
1981 revolving credit agreement and various lines of credit with %

4banks are now used to support the commercial paper. During ?.!Net Gross Operating Net Earnings
October 1982, Avon Capital Corporation, a wholly ownedQuarter Sales Profit Profit Earnings Per Share

First. $ 549.3 $ 343.7 $ 66.1 $ 37.7 $ .63 subsidiary of the Company, issued $100 million of 11M% i
Guaranteed Notes Due 1990, guaranteed by the Company.

Second. 635.9 387.8 96.4 54.7 .91
,.

T nird . 600.9 364.5 75.8 47.1 .78 The proceeds of the notes were distnbuted to the Company, i
N

Fourth. 827.7 499.7 158.2 80.4 1.34 which used the funds pnncipally to reduce the amount of
c mmercial paper outstanding. During February 1983, Avon

! $2.613.8 $1.595.7 $396.5 $219.9 $3.66 International Finance N.V.,a wholly owned subsidiary of the
Company ("Intemational"), issued $100 million of 10%%
Guaranteed Notes Due 1992, guaranteed by the Company.
The proceeds of the notes are payable in two installments:
approximately 25% was received in February 1983 and the
remainder is to be received in August 1983. The proceeds are
to be lent to the Company, which will use the funds princi-

_ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _
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L pally to reduce the amount of commercial paper outstanding. * The greater number of shares outstanding resulting from
,; It is anticipated that in due course the remaining commercial the merger with Mallinckrodt, which decreased eamings per
? paper will be replaced by longer-term fmancing. share by 52c.

During the past three years the Company has undertaken These decreases in net camings of $90.0 million ($2.01 per
*

i major facilities expansion and modemization projects in sev- share) were partially otTset by the following factors:
! eralcountnes. Capital expenditures during this three-year * Higher net sales, which increased net earnings by $29.0 mil-
;

period totaled $360.8 million, which were financed without lion (48e per share).
' long-term borrowing. Construction programs in progress at * A decrease in marketing, distribution and administrative
} December 31,1982 carried an estimated cost to complete of expenses as a percentage of net sales, which increased net
: $70 million. Capital expenditures in the next three years are earnings by $34.5 million (57c per share).
, expected to be at a higher rate than in the previous three * A decrease in the effective income tax rate, which increased

years, primarily as a result of the merger with Mallinckrodt. net earnings by $3.2 million (5c per share).
i Based on current projections, it will be necessary for the The increase in net sales was attnbutable to the indusion
i Company to fmance some of these projects with long-term of Mallinckrodt's sales since March, and to higher sales for

} borrowing. Tiffany and Avon Fashions. In terms oflocal currencies, inter-
4 During 1983 it may be necessary for the Company to bor- national Representative sales increased compared with 1981.
A row an additional $55 million for seasonal U.S. operating Because of weaker currencies abroad, however, these sales
f needs. Normal seasonal fmancing requirements for intema- expressed in U.S. dollars were lower compared with last year.
7 tional operanons are expected to be approximately $70 mil- The number of U.S. and intemational Representatives
'. lion. The peak level of borrowings during 1983 (for all pur- increased.
y poses) might total $590 million. Cost of goods sold increased by $260.6 million, and also
J Short. term borrowing consists primanly of borrowings increased as a percentage of net sales, to 42.6% in 1982 from
[ from banks by international subsidianes, and it is expected 39.0% in 1981. The increase in the cost ratio was primarily the
* that the level of such borrowings willincrease during 1983. result of the inclusion of Mallinckrodt in 1982, as well as
k Unused lines of credit, induding the revolving credit agree- higher sales for Tiffany and Avon Fashions. These businesses

: ment, at December 31,1982 approximated $420 million. Of have cost ratios that are normally higher than that of the Avon
y this amount, $275 million was used to support the commer- Representative business.
3 cial paper. The remaining $145 million was related to the Marketing, distnbution and administranve expenses
p operations of domestic and intemational subsidiaries. increased $107.6 million, but decreased as a percentage of net
C sales, to 43.6% in 1982 from 45.9% in 1981. The reduction in

Q Discussion of 1982 and 1981 the expense ratio resulted from the indusion of Mallinckrodt
I Consolidated net sales were $3.0 billion in 1982, an increase of in 1982 and the higher sales of Avon Fashions.

] $387 million or 15% over 1981. U.S. net sales increased 30% to Interest income decreased $7.9 million to $41.4 million, and
& $1.8 billion, and intemational sales decreased 3% to $1.2 bil- interest expense increased $30.6 million. Major factors were

lion. Net eamings decreased 11% to $196.6 million. Net cam- the lower level of short-term investments, and the increased-

b ings per share were $2.75, compared with $3.66 in 1981. borrowings to purchase Mallinckrodt stock.
The merger with Mallinckrodt, Inc. became effective in Taxes on eamings decreased by $30.4 million, and the effec-

,

March 1982. The fmancial statements included 49% of tive income tax rate decreased to 49.8% in 1982 from 50.7% in
;(f: Mallinckrodt's results of operations for February 1982 and 1981. The principal cause of the decrease in the effective tax

100% of such results for the remainder of 1982. Since the rate was lower nondeductible foreign exchange losses. This
merger was accounted for as a purchase, the financial results factor increased the effective rate by 2.8 percentage points

| - of1981 do not include Mallinckrodt. in 1982 and by 3.3 percentage points in 1981.
'

The decrease in net eamings of $23.3 million (91 per
share) was caused principally by the following factors: Discussion of 1981 and 1980

. .

* An increase in cost of goods sold as a percentage of net sales, Consolidated net sales were $2.6 billion in 1981, an increase of
i
'

which decreased net eamings by $54.2 million (90c per sharek $45 million or 2% over 1980. U.S. net sales increased 6% to
o A decrease in interest income and an increase in interest $1.4 billion, and intemarional sales dedined 3% to $1.2 billion.
expense and other deductions-net, which decreased net eam- Net eamings dedined 9% to $219.9 million. Eamings per

j ings by $35.8 million (39e per share). share were $3.66, compared with 54.02 in 1980.
The decrease in net eamings of $22.2 million (36c per,

1 share) was caused principally by the following factors:
* An mcrease in cost of goods sold as a percentage ofnet sales,

! which decreased net camings by $20.9 million (34c per share).

i e An increase in markenng, dismbution and administrative
? expenses as a percentage of net sales, which decreased net

eammgs by $4.0 million (6e per share).

- _ _ _ - _ _ _ _ -_ _ _ . -
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o An increase in the effective income tax rate, which Information on Inflation and Changing Prices !

decreased net eamings by 58.5 nullion (14e per share). Although the rate of inflation has moderated dunng the last $ ,

These decreases in net eamings of $33.4 million (54e per two years, it continues to have a significant impact on the U.S. i |
share) were partially offset by the following factors: economy. Extremely high rates ofinflation have been experi- |(
o Higher net sales, which increased net eamings by $3.9 mil' enced in Mexico, Branl and Argentina, countries in which the # :

lion (6e per share). Company has significant operations. Most other countries in V

)d
.

o An increase in other income-net, which increased net eam' which the Company has operations have experienced higher
Iings by 57.3 million (12e per share). rates of inflation than the United States. For many years the

The increase in consolidated net sales resulted from higher Company has reduced the effects of inflation on its business 0
unit volume in the U.S., partially offset by lower sales in inter'

by increasing selling prices and controlling costs and expenses f"
i

national.The strengthening of the U.S. dollar abroad and in order to protect profit margins. Additionally, the majority
unsettled economic conditions in some of the Company's of U.S. inventories are accounted for on the last-in, first-out .. -

major foreign markets were significant factors contributing t basis. Actual cost of goods sold, therefore, generally reflects
the decline in intemational sales. Although sales in Europe 1current costs.
increased in terms oflocal currencies, European sales after Tne current cost column of the consolidated summary of 1
translation into U.S. dollars fell 17%. Avon sales in terms of eamings includes net sales and net eamings adjusted to a cur- N!

,

U.S. dollars in Latin America advanced by 6%; and in Canada, rent cost basis. The adjustment to a current cost basis repre- 7
the Pacific and Afnca combined by 10%. A portion of the sents a measure of the effect of the changes in specific prices }
sales increase was attributable to a 2% increase in the number on the Company's inventories and property, and the resulting Y '

of active Representatives. impact on cost of goods sold and depreciation. Net sales and a |
Cost of goods sold increased by 557.5 million, and also expenses, other than cost of goods sold and depreciation I

increased as a pettentage of net sales, to 39.0% in 1981 from expense, are assumed to be already stated at current cost in the]
37.4% in 1980. ne increase in the cost ratio was primanly the
result of competitive pncing strategies in the U.S. and abroad, pnmary financial statements, thus requiring no adjustment in p)

die current cost statement. Current cost net earnings were
and the effect of foreign currency fluctuations. lower than historical cost net earnings principally because of ? |

Marketing, distribution and administranve expenses increased depreciation associated with the current cost ,

'

increased by $28.1 million, and also increased as a percentage increase in property. ! i
of net sales, to 45.9% in 1981 from 45.6% in 1980. The increas' Tne primary sources ofinformation used to compute the ] (
ing cost of operations overseas was a major factor contnbunng current cost data for inventories, property, cost of goods sold, j u !
to the higher level of expenses. and depreciation were indices, engineering estimates and venJ L

Interest income and other income-net increased 514.2 mil- dor price quotations. j,
lion to 549.2 million. One major factor contnbuting to the Depreciation based on the current cost of buildings and

'

increase was interest income, which rose 59.5 million t equipment was estimated, using the same depreciation
"

level of $49.3 million as a result of higher interest rates on methods and estimated lives used in preparing the primary
'

.

short-term investments. Another tactor contnbuting to the fmancial statements. For countnes with functional currencies !
increase was greater foreign exchange gains, resulting from the other than the U.S. dollar, current cost data were measured in'
remeasurement of foreign currency statements into U.S. dol' lccal currency and then translated into U.S. dollars. The U.S.;
lars, and reali:ed and unrealized foreign currency transactions dollar current cost data were adjusted for the effects of general.
in 1981, compared with 1980. inflation using the U.S. Consumer Price Index for All Urbanf -

The greater foreign exchange gains included in other Consumers. '[
income in 1981 were more than offset by higher foreign Approximately 71% of the $39.3 million decrease in net
exchange losses charged to cost of goods sold and to expenses, earnings calculated under the current cost method is attributa'

.

which resulted from the remeasurement ofinventories and
. ble to an increase in deprecianon associated with the current

prepaid expenses at historical rates. He net effect of these tac' cost increase in property. The remaining portion of the i
tors reduced net eamings by $36.7 million (61e per share) in decrease is pnmanly attnbutable to the restatement of first-in,]
1981, compared with $20.0 million (33c per share) in 1980. first-out inventory to the current cost basis.

Taxes on eamings decreased by $4.5 million, but the effec' The income tax rate for 1982 increased from 49.8% in the
tive income tax mte increased to 50.7% in 1981 from 48.8% in pnmary financial statements to 55.4% on the current cost
1980. i ne pnncipal cause of the increase in the ettecnve mx basis, because most countnes require that deductions for tax
rate was g eater nondeducnble fore:gn exchange losses. This purposes be based on historical costs.

'

factor increased tne ettecnve rate by 3.3 percentage points
in 19S1 and by 1.8 percentage points in 1980. *

_
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The consolidated summary of earnings adjusted for changing3

i; prices for the year ended December 31,1982 follows (in millions):
D
. ,

s As :hown in Adjusted for
the financial changes in

[ statements specific prices'.,
(historical cost) (current cost)d Net sales . . . . . . 53,000.8 $3,000.8

...... .... .. . .... .. . .. .. . .. ... .. .. .
4 Cost of goods sold . . . . . . . . . . . . . . . .

... .. .. . 1,278.7 1,303.9'. Marketing, distribution and administrative expenses. . . . . . . . .
... .. .. .. . ..

1,306.8 1,320.9.. .. . .. ..

e Interest income. . . .. .... . . . .. . .. .. . .. . .. . . . ... . . 41.4 41.4g Interest expense . . .. . . .. .. . .. .. . .. . .. .. ..... (34.2) (34.2)
'

Other income (deductions)-net. . .. . ... . .. . . .... ... .. . . (30.5) (30.5)F Taxes on earnings. . ... . . . .. ... , . .. . . 195.4 195.4q Netearnings .. . . . . ... .. . .. . . .. . .. . $ 1%.6 5 157.3x

$ Income tax rate... . 49.8% 55.4%
. .. . .. . .. .. . . .. ...

h Depreciation included in:

$ Cost of goods sold.
.. .. . $ 24.7 5 38.5K Marketing, distribution and administrative expenses. . .

. .. ..

. . . . .. . . . . 21.9 35.9y
. 5 46.6 $ 74.4

o:-

; Purchasing power gain on net monetary items. . . .. . ..... ... . . . . 5 8.3
i

^[[ Increase in current cost of inventory and property held during the year .
. . . . $ 214.7; Effect ofincrease in the general price level. .

65.3
.... .. . . .. . .. . ....

) Increase in current cost over rate ofincrease in the general price level . . . . . .
$ 149.4h

.. .. ..

2- Adjustment-foreign currency translation.. . ... ....
$ (159.2). . .. .. .. . .. .. . .

hh. At December 31,1982:
0 Inventories .

. ... .. . . . ...
.

$ 498.1) Property-ner of accumulated depreciation...
.... . .

1,178.1. ..

%
.. .... .. . ..

a
:

g..
.
.e
*-

,

.

9

i
I

f

.
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.
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Selected financial data adjusted for changing prices in average ,$
1982 dollars (in millions, except per share amounts): ;)g'..

Year ended December 31 'f;
1982 1981 1980 1979 1978j -

$3,000.8 $2,773.2 $3,009.3 $3,161.5 $3,086.7)Net sales . .. . .. .. .. . . ..

Net earnings .- .. .... . . .... 157.3 225.8 246.4 279.6 $
2.20 3.75 4.10 4.65 . .h

,Earnings per share. . ... . . . . . .. .
'

Purchasing power gain (loss) on net monetary items . 8.3 6.9 3.4 (2.3) ,i
'

increase in current cost over (under) increase in the j
general price level . 149.4 (1.1) (27.7) 20.8

'j? j
. . . . . .. . . .

Adjustment-foreign currency translation. .. (159.2) (69.8) (2.2) 11.1
A7Net assets, December 31... .. . .. . . 1,713.1 1.359.2 1,482.6 1,505.9 g

3.77.'fDividends per share . .. ... .. .. .. 2.50 3.18 3.46 3.65
Market price, December 31.. .. . 26.50 30.80 38.17 49.56 72.31 R. . . .

q.Average consumer price index (1967 - 100) . .. . 289.1 272.4 246.8 217.4 195.43j,, e.. pg.
.:: ,

O!
;n |

v,|
m

Stock Market and Dividend Data 3;i

Avon capital stock is listed on the New York Stock Exchange i;
(symbol: AVP). At December 31,1982, there were approxi- J,

,

mately 39,900 shareholders of record. The price-earnings .p'*

ratios are based on net earnings per share in each year and the ''

high and low market prices shown below:
,

.)1982 1981
;

Quarter High Low High Low M l
n 1

!f ,

First. . $30% $23 $39% $32%

!M
|'i.

Second. . 26M 22 42% 37 !..

Third . .. . 25 % 19% 38% 32% li!;I
Fourth. 29 % 22 % 35% 29% $<.. .

% 1Price. earnings A
ratio . 11 7 12 8 y,

l'
Cash Dividends Per Share

Quarter 1982 1981 j!
-i

First.. $ .75 5 .75 d!. .

ISecond. .75 75 Ii[.

Third . .50 .75 j. ..

Fourth. . . . . .50 75

$ 2.50 $ 3.00

'!.Total dividends paid:

'h;Amount (in millions) $174.2 $180.4
% to net earnings. . 89% 82% j

o
1

.

4
x
l

;.

_ ..
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! Consolidated Statement of Earnings and Retained Earnings
." Avon Products, Inc. and Subsidiaries

- (in millions, except per share amounts)
-

Year Ended December 31
1982 1981 1980

Net sales:

i United States. . . . . . . . . . . . . . . . . . . . . $ 1,840.4 $1,413.0 $1,332.1... ... .... .. ... ..
i-

In ternational . . . . . . . . . . . . . . . . . . . . .
,

1,160.4 1,200.8 1,237.0... . ... ..........

r 3,000.8 2,613.8 2,569.1h
Cost of goods sold . 1,278.7 1.018.1 960.6

... ... . . ... . ... . .. . ..

: . Gross profit . 1,722.1 1,595.7 1,608.5
... ..... . .. . .. . .. . ......... . .....

[| Marketing, distribution and administrative expenses. . . . . . . . . . . . . . . 1,306.8 1,199.2 1,171.1ft
'' Operating profit . . . . . . 415.3 396.5 437.4... . . . ...... . ... .... . ....... . ...

g Interest income . . . 41.4 49.3 39.8
.. ...... ........ .. . .. .. . .... . .

f Interest expense . . . . . . . . .
(34.2) (3.6) (1.3)

. .. ... . . . .. . . .... .

". Other income (deductions)--net . . (30.5) 3.5 (3.5)
.. . ...... .... . . ..... ..

Earnings before taxes. . . . . . 392.0 445.7 472.4
.. . . . .... .. .......

Taxes on earnings .. .u .. .. .. .... . .. ... .... .. . 195.4 225.8 230.3
i Net earnings . . I196.6 219.9 242.1

.. .. . ... .. . .... .. . . . ... . .. ...

j Cash dividends 174.2 180.4 177.5
.. . . .... .. .. .. .. .... .. ..

Addition to retained earnings. . .
*

22.4 39.5 64.6. ..... . . . . . .. . . ... .

L Retained earnings, January 1. 863.3. . .. .... . . . . ....

', Businesses acquired . . . . 6.4... . .. . ... . .. ....... .. ....

g As restated, January 1. . 869.7 823.8 759.2.... . . ... . . . . .. . .... . .

} Retained earnings, December 31. . . . . . $ 892.1 5 863.3 $ 823.8. .. . .. .... . .

1Per share of capital stock:c

Net earnings
$2.75 - 53.66 $4.02 i

.. . .. . .. . ..... ... . .. ....... ....

I Cas h dividend s . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.50 3.00 2.95 ;
. ........ .....

,
'

, Average shares outstanding.. 71.46 60.15 60.15..... . . . ....... ... . .......
'

.\

~5 ,

!
- 1

|
; The accompanying notes are an integral part of these statements. 1

s

o.

*
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Consolidated Statement of Financial Condition 1

Avon Products, Inc. and Subsidiaries
(in millions of dollars) December 31 1

1982 1981 i
. . - .,.....,-.m . . . . .-:. ; .. - . , . . .; . . . . . . . . , . .. . . -..

Assets ',I .

i|
Current assets .i; -

$ 27.1 $ 19.0 e," lCash . . .. .. .. . !|
Short-term investments . 134 1 238.8 s !!. .

Accounts receivable (less allowance for doubtful accounts .| | l
of $18.7 and $14.7). 282.5 216.4 1, ' ,

. .. .. . .. .

. ih 1

Inventories -

ut
237.5 195.8 |l'.

,Finished goods . . . .

.1 ,

Raw material . 200.4 196.0 Q ;. .

437.9 391.8 .li
'

:'
122.0 |y|,Prepaid expenses. . 123.5

Total current assets 1,005.1 988.0 '.. |
3 \

It
f

4
L4 1

,}A .
a.

Property . ' ,p

Land. . . 47.0 41.9 1 :

315.9 jf<
.

Buildings. 465.3

Equipment and improvements . . . 391.1 299.2 K

76.4 |!65.4Construction in progress . .. . . .

"

733.4"! )
968.8

-

Less accumulated depreciation . 239.2 215.11. .

518.3h 4729.6 j

3.1.|pjExcess of cost over net assets acquired - . 396.8. . .
,

Prepaid U.S. retirement plan expense. 41.9 36.0,'y
59.8 22.4 %Deferred charges . . .

$ 2.233.2 $1.567.8 (.f
Y. .r

.1 fr

The accompanying notes are an integral part of these statements. $.',
.f 1

. ' . ?
I '

't1
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;. December 31
7 1982 1981

>

Liabilities and Shareholders' Equity;

i

Current liabilitiesj

No t e s pa ya ble. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 69.0 $ 49.3.
,

Accounts paya ble . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 146.3 115.3.. . ...................
p

I _ Accrued expenses . . . . . . . . . . . . . . . . . 95.6 93.0 l....... ... ........................ .. .......

) Accru ed com pen sat io n . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39.0 34.1
'

Retail sales and other taxes . . . . . . . . 84.4 89.1... ......... ... .. .......... .. ..........

Taxes on ea rnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 122.1 146.6. ...... ... .......... .. .
,

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 556 4 527.4 |

,

! I

|
'

f

g 1.ong-term debt. 297.3 4.8.. . ............... .. .. .. ........... . ... ...... ... . ...

E Foreign employee benefit plans . .. 42.7 41.3 i... .. ... . ... .. ... .... ..... ...... .
L 1

Other liabilities. . . . . . . . . 11.4 5.9
'

..... . ......... .. ..... .. . . ...................... .

.
Ir i

1Deferred income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106.0 55.4... .... ..............

,

(
i

! Shareholders' equity

Capital stock, par value 5.50
'

Authorized 80,000,000 shares 1
i

Outstanding 74,350,037 and 60,156,135 shares. .. .. . 37.2 30.1 l............................

Additional paid.in capital . . . . . . . . . . . . . . . . . . . . . . 386.8 59.3....................... ......

Adjustment-foreign currency translation. . . . . . . . . . . . . . . . . . . . . . . (96.7) (19.7) .j........ .........
.

t Retained earnings. . . . . . . . . . . . . . . . . . . . . . . 892.1 863.3
,

........... ........... ...............

1,219.4 933.0

$2.233.2 $1,567.8

t
,

l'

!

l

!

J

_ _ _ _ _ _ _
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Consolidated Staternent of Changes in Financial Position |

'

' Avon Products,Inc.and Subsidiaries
|(in millions) Year Ended December 31 :

1982 1981 1980
. .

.

r %

Sources of working capital fi . ;

.. . . . .. . . .. . . . . $196.6 $219.9 $242.1'.( .

Ne t earnings . . . . . . . . . . . . . . . . . . . .
'

Add 7

27.8hDepreciation . . . . . . . . ... . . . . . . . . .. . . . . . . 46.6 31.5 ;

10.1 .1 .2!jAmorti:ation of intangibles . . . . . . . . . . . . . . . . .. .. .

50.8 7.0 23.4 SDeferred income taxes . . . . . . . .. . . .. . . . .. .

293.5hIWorking capital provided from operations . . . . . . . . . . . 304.1 258.5
I,

increase in long-term debe 281.1 2.2 (1.5)q. . . . . . .. .. . . . . . . . . . . .

Capital stock issued . i334.6 .1 .21. ... . . .. .

2.1 (2.7) 2.1h !Increase in other liabilities. . . . . . . . . . .. . . . . ..

w%o .
<

Businesses acquired and sold. . . .. . . . .. . . . . . . . 9.6
.

Disposals of property.. 5.2 11.4 6.7}
. . . . . . . . . .

936.7 269.5 301.0
,

A :a
if

Uses of working capital j
Acquisition of Mallinckrodt, Inc. (exclusive of $123.7 of working capital

]1
,

acquired)

168.4 dProperty. . . . . . . . . . .. . . .

4 i

Excess of cost over net assets . . . . . . . . . . .. 402.1 i '

{Other noncurrent assets . . . 33.6. . . . . . . . .

(11.4) } |Long. term debt . . .. .. . . . . . . .

Other noncurrent liabilities. . . . . . .. . . . . (4.9) .i. |
. ,

174.2 180.4 177.54 ,|Cash dividends . . . . . . . . . . . .. . .

128.9 114.2 117.7f[Additions to property . . .. . . . . . . . ..

w
Additions to prepaid U.S. retirement plan expense and deferred charges. , 12.6 7.1 9.9p !

4 s

Effect of foreign currency translation adjustments on working capital . . 45.1 2.6 6.2'j i

948.6 304.3 311.33 ;

Y !
'L

. 81
Decrease in working capital . . . . . . . . . $ (11.9) $ (34.8) $(10.3g

A
Changes in components of working capital V,-[

1.5jCash and short. term investments . . . . . . . . $ (96.6) $(50.6) $

Accounts receivable. . . . . . . . . . . . . 66.1 (23.9) 26.9;{. . . .

46.1 11.5 14.2 % |inventories. . . . . . . . .

1.5 1.7 27.2 6 |Prepaid expenses. . . .. . . . . . . . . . .

1

ja i

(19.7) (12.7) 21.4 ?Notes payable. . . . . . .. .

Accounts payable and accrued expenses. . (38.5) (5.8) (39.0)i j

29.2 45.0 (62.5):Accrued taxes . . . .

Decrease in working capital . . . . $ (1 L9) $ (34.8) $ (10.3))
a.

.

ur *' Dr r N N _ __ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __
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@ ' Notes to Consolidated Financial Statements
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. .. .

J Accounting Policies Taxes on Earnings
f
g Principles of consolidadon-All majority-owned subsidiaries The Company has provided for U.S. and foreign income taxes
( are consolidated. All other investments are accounted for on (after giving effect to available tax planning altematives and

f the equity basis. foreign tax credits) on earnings of subsidianes that have been |

,

remitted, which are available for remittance or are not :,

h Short. term investments-Short-term mvestments are stated utended to be invested in foreign operations. The balance ofj at cost plus accrued interest, which approximates market value.
unremitted eamings of foreign subsidiaries that are not sub-

j Inventories-Inventories are stated at cost, not in excess of ject to U.S. income taxes or are resmcted or required for
j market. Cost is determined on a last-in, first-out basis for the current or future operations approximated $250 million at
h majority of U.S. inventones, and on a first-in,6rst-out basis December 31,1982.
[ for all other inventoms. An analysis of taxes on eamings and eamings before taxes
I . . follows (in millions):; Property and deprecianon-Property is recorc,ed at cost.

Year Ended December 31| Depreciation over the estimated usefullives of the majority or
,

1982 1981 1980
$ property in the United States and Canada is determined pnn-
i cipally on declining-balance methods for property acquired Taxes on eammgs:

Federal:} prior to January 1,197/, and on the straight-line basis for
k property acquired subsequently. The remainder of deprecia, Current . $ 66.4 5123.6 5128.5

Deferred 42.6 8.3 6.7i tion in the United States and Canada, and all depreciation in

f other countnes, is determined on the straight-line basis. 109.0 131.9 135.2

9 Intangibles-The excess ofcost over the fair market value of Foreign:

| net assets of purchased subsidiaries is amortized on the Current . 67.3 78.6 63.8
q straight-line basis, primanly over 40 years. Deferred 8.0 (1.3) 16.7

Stock options-Proce-ds from the sale of capital stock tssued 75.3 77.3 80.5

pursuant to stock option plans are credited to capital stock to State and other. I 1.1 16.o 1J.6

the extent of par value, and to addinonal paid-in capital for s195.4 5225.8 5230.3
the excess of the option price over par value. Any corporate
tax benents resulung from stock option plans are credited to Earnings before taxes:

? additional paid-in capital. United States . $245.7 5287.0 $274.6
t Foreign . 146.3 158.7 197.8
; Taxes on earnings-Taxes on camings are adjusted for
b deferred income taxes where there are differences between the $392.0 5445.7 5472.4

I years in which transactions affect taxable income and the years The major component of the provision for deferred income
in which they affect net eamings. taxes was unremitted retained eamings of foreign subsidiaries

Taxes on camings are reduced by investment tax credits in of$22 million.
the year in which the related assets are placed in service. These Differences between the consolidated income tax rate and
credits were not material in any of the years presented. the statutory federal income tax rate are as follows:

Deferred income taxes-These include the effects of timing Year Ended December 31
differences related to noncurrent items, including depreciation 1982 1981 1980
and capitali:ed interest.

'*'"' *d *'* I E' * * * *The net deferred income tax benefit associated with certain
46.0 % 46.0 % 46.0%current items is included in prepaid expenses.

State and local income taxes,
Retirement plans-The Company and several subsidiaries net of federal income tax
maintain noncontnbutory reurement plans for substantially benefit. 1.5 2.0 1.7
all their employees. The annual provistons under these plans, Foreign income taxes and all
as determined by independent actuaries using accepted other. (.5) (.6) (.7)
actuarial methods, provide for current service cost and

Consolidated income tax race
straight line amortt:ation of prior service liability over periods before effect of nondeducn-
ranging principally up to thirty years. All plans are funded on ble foreign exchange losses. 47.0 47.4 47.0
a current basts except where funding is not required. Effect of nondeducuble foreign
Earnings per share-Eamings per share of capital stock are exchange losses 2.8 3.3 1.8

based on the average number of shares outstanding during Consolidated income tax rate. 49.8 % 503 48.8 %

each year. Shares issuable on the exercise of stock options are
excluded from the average number of shares because their Net current deferred income tax
inclusion would not reduce camings per share for any of the benefit included in prepaid
we.m ni.mt,.d ,.-n- m ~i u c o ma m'
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Industry Segment Data

}q
The Company's business is primanly composed of six indus- Interest income, interest expense, and other income (deduc- 4 i !try segments: the manufacture and sale of cosmetics, fra- tions)-net, including amorn:ation of the excess of cost over j> !
grances and toilemes; fashion jewelry and accessories; health- the fair market value of net assets of purchased subsidiaries, j
care products; specialty chemicals; fine jewelry and tableware; which are induded in earnings before taxes, are excluded from 1

.

and apparel sold by direct mail. Operations are conducted in operating profit. #

the United States, Europe, Lann America and other parts of The identifiable assets ofindustry segments and geographic "
the world. areas are those assets used in the Company's operations in |

Operating protit consists of total revenues less cost of goods each segment and area. General corporate assets are short- '

sold and marketing, dismbution and administranve expenses. term investments.
.g
!

!

Year Ended December 31
(in millions)

'

Net Operaung Idennfiable Deprecianon Additionsk
Sales Profit Assets Ex t,ense To Properrvi

Industry Segments
.),

L
1982 0

!Cosmencs, fragrances and toilernes. $ 1,998.0 $279.8 $ 969.9 $27.7 $ 69.9:
Fashion jewelry and accessones 338.3 61.9 185.0 4.1 9.8' |
Health-care products . 228.3 40.7 476.3 6.8 26.8' -

|Specialty chemicals . 112.3 12.0 237.0 4.8 11.6; i
Fine jewelry and tableware . 114.6 6.7 111.2 1.1 7.8 (Apparel-direct mail. 124.3 17.1 32.4 .5 1.0,;Other . 86.9 7.5 87.3 1.6 2.0
General corporate . .0 (9.6) 134.1 .0 .0 i

Eliminanons . (1.9) (.8) .0 .0 .0 : _.

Consolidated . $ 3.000.8 $415.3 $ 2.233.2 $46.6 $128 - (
1931

]>-

,

Cosmetics, fragrances and toiletries. $ 2,039.8 $ 306.2 $ 1,012.6 $ 26.7 $ 95.4, .

iFashionjewelry and accessories 383.8 79.7 193.4 3.7 14.+ !

Ot he r *. 190.2 17.1 123.0 1.1 4.4 ;. |General corporate . .0 (6.5) 238.8 .0 .0 -

Consolidated . $ 2.613.8 $ 396.5 $ 1.567.8 $ 31.5 5114.

di i i1980
l 3 '

Cosmencs, fragrances and toiletries. $ 1,983.3 $ 339.0 $ 1,010.2 $ 23.2 $ 91.8, ?
Fashion jewelry and accessories 425.2 95.7 191.7 3.8 19.2' {Other *. 160.6 7.8 98.5 .S 6.7. : |

,

General corporate . .0 (5.1 ) 282.7 .0 .0 ;
Consolidated . $ 2.569.l $ 437.4 3 1,583.1 $ 27.8 $ 117. |_

,

' Includes fine jewelry and tableware, and apparel-direct mad. ' '

'
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Year Ended December 31
,

(in millions)

Net Operating idennfiable Depreciation Additions
Sales Profit Assets Expense To Property

Geographic Areas

a 1982

f,' United States . . $ 1,862.7 $276.5 $ 1,406.4 $29.1 $ 79.5. . . .. . ... . . .

L

'I Europe . 431.8 45.2 266.0 8.2 8.6
. .. .... . .. . .. .

428.9 59.4 240.9 5.7 27.4U Latin America . . . .. ... . . .

ff All other foreign . . . . . . . 358.5 53.0 185.8 3.6 13.4
. . .... . ..

e
c Total international . . 1,219.2 15 7.6 692.7 17.5 49.4... .. .. ..

a-
.0 (9.6) 134.1 .0 .0General corporate .'

. . . . .

(81.1) (9.2) .0 .0 .0[ Eliminations . .. . .. . . .

$3,000.8 $415.3 $2.233.2 $46.6 $128.9d' Consolidated . .. . . .... ... . -

s
p

4 1981

j: United States . . . .. .. . . . $ 1,440.5 $ 246.3 5 702.6 5 14.9 $ 63.5

[j,. .. .. . .... . .. . 441.1 45.7 227.7 7.9 12.6Europe . .
482.2 71.0 259.9 5.6 27.6i Latin America .. . . . . .. .

. . . ... . . 327.5 48.1 138.8 3.1 10.5I All other foreign . .

f Totalinternational . 1,250.8 164.8 626.4 16.6 50.7.. .... .. .

General corporate . . .0 (6.5) 238.8 .0 .0

g[
.. . . . .

Eliminations . . .. . .. . (77.5) (8.1) 0 .0 .0

. Consolidated . $ 2.613.8 $ 396.5 $ 1,567.8 $ 31.5 $ 114.2
h

. . ...

1

1980
.

$ 1,360.8 $ 245.5 $ 592.3 $12.8 5 56.4i, United States . . . . ... . . .

3
y'. Europe .. 528.1 64.1 294.0 7.5 33.0 ;... ... .. ..... ..

'

456.1 102.0 272.8 4.7 24.1J Latin America .. ... . . .

2.8 4.2$.' All other foreign . 274.1 36.0 141.3
_

.. .. . . .

/ Total mternanonal . 1,258.3 202.1 708.1 15.0 61.3
...

..... . .0 (5.1) 282.7 .0 .0 )!)j General corporate .
Eliminanons . (50.0) (5.1) .0 .0 .0g .. . ..

$ 2.569.1 $ 437.4 5 1.583.1 $ 27.8 $ 117.7vf Consolidated . . . .. ..

0
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Effect of Foreign Exchange Fluctuations Lines of Credit b
.

Net earnings were unfavorably affected by foreign exchange Unused lines of credit at December 31,1982 approximated

fluctuations, as follows (in millions): $420 million. Of this amount, $275 million was used to sup- 'h
port the commercial paper issued by the Company, and con- %

Year Ended December 31 sisted of a $200 million revolving credit agreement with six k
1982 1981 1980 banks, for which Citibank, N.A. was acting as agent, and b

unused lines of credit with banks aggregating $75 million. M
Foreign exchange gains Commitment fees for these credit facilities approximated 3 p

(losses)-net: $1 million annually. The remaining $145 million was related y
Remeasurement of foreign currency

to the operanons of domestic and foreign subsidianes. The y
statements into U.S. dollars, and

domesac lines of credit were with banks.The foreign lines of p:realized and unrealized foreign credit consisted almost entirely of overdraft facilines. These
!

'

currency transactions. $ (1.4) $ 10.2 $ .3
lines of credit involve no material compensating balances or %Remeasurement of certain items,
commitment fees.

principally inventories, at histencal
13(28.2) (46.9) (20.3)rates.

U #"
$(29.6) $(36.7) $(20.0)

Long-term debt at December 31,1982 consisted of: [
The 11%% Guaranteed Notes Due 1990 of $100 million Q ~

issued by Avon Capital Corporation and guaranteed by Avon , ,

Detail by country: ducts,Inc3e mtes may be redeemed at 100% of their p j
Brant. $(27.0) 5(19.6) $(15.8) principal m une subsequent to October 14,1988. 1 g.
Argentina (.8) (15.6) (2.9) Commettial paper or $163.7 million bearing an average

-

|
1

All other-net. ( 1.8) (l.5) (1.3) interest rate of 8.6%. The Company maintains at all times the ;

$(29.6) $(36.7) $(20g) revolving credit agreement and unused lines ofcredit with I
,

banks in amounts equal to the principal amount ofits out-
-

An analysis of adjustment-foreign currency translation (in standing commercial paper. J

the shareholders' equity section of the statement of financial Notes payable and industrial revenue bonds of $33.6 mil- M.

condition) for the three years ended December 31,1982 fol- lion, obligations of domestic and foreign subsidiaries payable .f
to 2012 and bearing interest ranging from 5%% to 10%%. g

lows (in mdlions): Annual maturities for the next five years were (in millions): y?
1983-$3.6; 1984-$2.2 ; 1985-55.0; 1986-33.6; 1987-$8.6 G [1982 1981 1980
The mtes of foreign subsidiaries are payable in local j g

Adjustment-foreign currency ek (currencies,
translanon: Notes payable of $4.8 million at December 31,1981 were $ i

Balance, January 1. $(19.7) $ 15.2 $18.0
bliganons of domesuc and foreign subsidiaries payable to j

Translation adjustments (77.0) ( 34.9) (2.3) 1994. The notes of foreign subsidiaries were payable in local J'

Balance, December a,l . $(96.]) $(IR) $15.2 3currencies.
J r

In 1982, Mexico was not accounted for as a country with a Capital Changes f ;

1 ;
highly inilanonary economy. If such accounnng had been St ck option transactions are summari:ed below: q :

adopted at the begmning of the fourth quarter, earnings per 9 L
share for 1982 would have been unchanged. An adjustment of '

5 hares h$52.1 million, which resulted from the translanon of the Mex- un er ption, , ,

ican foreign currency statements during 1982, was reflected for option Shares Price -
in shareholders' equity. Mexico will be accounted for as a Janu ry 1,1981. 292,280 905,515 $29-$602 -
country with a highly inflationary economy throughout 1983. Granted . (201,500) 201,500 38 dr

Exercised . 0 (3,090) 29-40 '
Shon-Terrn Investments Cancelled . 32.550 (32.550) 38-60

Short-term investments consisted primanly of certificates of December 31,1981. 123.330 1,071,375 29-60 j[
deposit and time deposits. Niallinckrodt Plan. 791,400 368.297 11-26 4

Granted . (437,720) 437,720 29 f.y

29-60g$:
11-23Exerc: sed . 0 (110,579)

Cancelled. 893.240 (893,240)

December 31,1982 . 1.370.250 873.573 $11-$44 *'

_ _
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All options were granted at market value on the dates of Retirement Plans
; $ gant.
| g ne 1970 Stock Option incentive Plan (the ,, Plan,.) permits Accumulated plan benefits and p!an net assets of the

, U.S. defined benefit retirement plans primarily ats
{ the granting of stock apprecianon nghts to optionees. Such

. t righes, as granted, permit the optionees to receive cash and/or January 1, are presented below (in millions):

i stcck equal to any excess of the market value over the exercise
1982 1981 1980

Y{ the market price is charged to net eamings as compensation
price. Le aggregate difference between the exercise price and

Present value of accumulated plan
f expense. The number of shares covered by opnons is reduced benefits:
R by the number of rights exercised. Vested. . $161.5 5111.2 5110.8
i J During 1982, the Plan was amended to permit the granting Nonvested . .. 32.1 26.4 34.0
P ofincentive stock options. Subsequendy, new stock options $193.6 5137.6 $144.8

for 437,720 shares were granted on the condition that options
previously granted during the years 1980 and 1981 covering Net assets available for benefits. . $265.3 5209.9 5151.6

$ two shares be surrendered for cancellation for each share
y covered by such new options. The new options, to the extent

The estimated weighted average rate of return used to

g permitted by law, were generally incentive stock options. determine the present value of accumulated plan benefits was

p Plan was amended to enable outstanding options grantedDuring 1982, the Mallinckrodt, Inc.1978 Stock Option
93%,9.0% and 7.5% for 1982,1981 and 1980, respectively.

The Company's foreign retirement plans are not requiredg
g prior to August 13,1981 to qualify as incennve stock options, to report pursuant to the Employee Retirement Income

?? and to permit the granting of incentive stock options in the Secunty Act of 1974. They do not determine the actuarial
value of accumulated benefits or net assets available for ben- ig future. Nonquali6ed options for 145,145 shares were con-

verted to incentive stock options. ents as calculated and disclosed for U.S. plans.e
7 Consolidated statements of capital stock and additional Retirement plan expense was $31.2, $253 and $27.2 million

in 1982,1981 and 1980, respectively.

{ paid-in capital for the three years ended December 31,1982
E

follow (in millions): Commitments
h 1982 1981 19S0 Various construction programs were in progress at December
j Capital stock. 31,1982, with an estimated additional cost to complete of $70
9 January 1. $ 30.1 $30.1 $30.1 million.
5 Shares issued for He Company leases office space in New York City for its
Y acquisitions . 7.0 .0 .0 executive and administrative odices, and in London, England,7 Shares issued pursuant to for its European Marketing Center, under operating leases that
i stock option plans . .1 .0 .0 expire in 1997 and 2000 to 2006, respectively. Other real prop-

erty e u pera Ckases eWng bm N to$ 37.2 530.1 530.1
2036.

Additional paid-in capital:
The Company leases automobiles and other equipmentJanuary 1. $ 59.3 559.2 559.0 under operating leases that expire during the next five years.

Shares issued for
The minimum annual renta! of real property is subject to

acquisitions . 325.5 .0 .0 escalation for increases in taxes, utilities and maintenance
Shares issued pursuant to

labor. Personal property rentals are subject to escalation based
stock option plans . 1.4 .1 .1 on usage.

Corporate tax benefit arising Rent expense was $65.7, $58.9 and $53.6 million in 1982,
from the exercise of stock 1981 and 1980, respectively.
options . .6 .0 .1 Long-term lease obligations, all ofwhich are operating

$386.8 559.3 559.2 leases, at December 31,1982 consisted of(in millions):

Minimum rental
Period for the period
1983. 5 46.3
1984. 33.0
1985. 28.9
1986. 25.2
1987. 24.2
Beyond 1987. . 242.6

$400.2
nu........ ..
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Pro forma adjustments included in the table above are the f iMerger
amortization of cost in excess of net assets acquired and the d: i

On March 8,1982, Mallinckrodt,Inc. became a wholly owned after-tax effect of additional interest expense and reduced 1Ii '
subsidiary of the Company. Under the terms of the merger, interest income incurred as a result of the acquisition of j- .

~M]approximately 12.9 million shares of the Company's capital Mallinckrodt, partly offset by the reduced interest expense
stock were issued in exchange for approximately 51% of the resultingimm the redemption ofMallinckrodt's convertible $
outstanding common stock of Mallinckrodt. The remaining debentures. Pro forma earnings per share of capital stock are 3 !

i49% of the common stock of Mallinckrodt had been acquired based on the average number of shares assumed to be out-
prior to the merger, pursuant to a cash tender offer and a pn- standing dunng each period presented. O |
vate purchase. Mallinckrodt is engaged in the development, Dunng 1982, certain businesses, whose results of opera- h !
manufacture and marketing of medical, diagnostic and other tions are not material to the consolidated results, were M '

health. care products, specialty chemicals, and food ingre- acquired on a pooling ofinterests basis and purchased for 5h'
dients, flavors and fragrances. cash. Accordingly, no restatement of previously issued finan .4

-

i.

ne acquisiticin of Mallinckrodt has been accounted for as cial statements has been made, and the results of these busi 1 1' |

purchase.The consolidated fmancial statements include 49% nesses have been included since the dates of acquisition. O (
'

or Mallinckrodt's results of operations for February 1982 and y
100% of such results for subsequent periods.The total pur- W
chase price was $711.5 million. For the purpose of determining Supplemental Information j i

the investment in Mallinckrodt, the capital stock issued was (in millions) M
Year ended December 317included at its fair market value on March 8,1982 of $330.6

,

1982 1981 1o83;million.The purthase price exceeded the values assigned to
the underlying net assets of Mallinckrodt by approximately Depreciation . $ 46.6 5 31.5 $ 27.84

$402.1 million. This excess is being amortized over 40 years. Research and development (
The following unaudited pro forma combined results of expense. 52.8 30.9 30.0 j

operations for Avon and Mallinckrodt and their consolidated Advertising expense . 22.6 30.7 353

subsidiaries for the year ended December 31,1982 and 1981 Provision for doubtful accounts . 40.3 34.7 32.f
do not necessarily represent the results that would actually Repairs and maintenance expense 38.3 26.2 23.9

%ghave been obtained if the acquisition of Mallinckrodt had xes ther than on eanungt
been in effect throughout the periods indicated or which may

I ' $ $ $ fibe obtained in the future (in millions, except per share Ot 9
amounts).

94.3 85.2 87.I
,

Pro Forma Combined-. Taxes on earnmgs. 195.4 225.8 gi ;

Avon and Mallinckrodt Total taxes $289.7 $311.0 $3152L <

Year Ended December 31
;

,, y

N- ;1982 1981 Interest expense:

Net sales . . $ 3,075.3 53,108.2 Incurred . $ 56.4 $ 16.8 $ IS I
Eamings before taxes . 387.1 449.3 Capitalized. (22.2) (13.2) jU !

Net eammes 192.2 217.8 Expensed . $ 34.2 $ 3.6 $ ilk )
7 INet earnings per share . . $ 2.60 5 2.c)

Excess of cem ost .!k i
Average shares outstanding . 73.78 7?.78

over the stated value of $>
LIFO inventories. $ 30.7 5 32.4 $ 32'1 ee 3
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Management's Responsibility for Report of Independent Certified Public AccountantsFinancial Reporting

Management is responsible for all the information and repre- To the Shareholders and Board of Directors of
sentations contained in the annual report, including the finan- Avon Products,Inc.
cial statements, which are prepared in accordance with gener-
ally accepted accounting principles. Some elements in the

We have examined the consolidated statement of financialstatements are based on management's estimates and condition of Avon Products, Inc. and subsidiaries as of
informed judgments.

December 31.1982 and 1981 and the related consolidated
The Company maintains systems ofintemal control to pro-

vide reasonable assurance that its financial records are reliable
statements of eamings and retained eamings and ofchanges in
financial position for each of the three years in the period

for the purpose of preparing the financial statements, that its c-nded December 31,1982. Our examinations were made in
assets are adequately protected, and that there is proper accordance with generally accepted auditing standards and,
authori:ation and accounting for all transactions. The intemal

accordingly, included such tests of the accounting records and
control system is supported by written policies and proce- such other auditing procedures as we considered necessary in
dures, by the careful selection and training of qualified person- the circumstances.
nel, and by an extensive intemal auditing program. In our opinion, the financal statements identified above

ne Company's financial statements have been examined present fairly the consolidated financial position of Avon
by Main Hurdman, independent public accountants, as stated Products, Inc. and subsidiaries at December 31,1982 and 1981.

in their report. neir examinacon was made in accordance and the consolidated results of their operations and the
! with generally accepted auditing standards, and included a

changes in their financial position for each of the three years; review and evaluation of intemal controls. in the period ended December 31,1982, in conformity with
The Audit Committee of the Board of Directors, composed generally accepted accounting prinoples applied on a,

solely ofoutside Directors, is responsible for reviewing and consistent basis.,

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 inde- [ /
N

pmdent public accountants. The independent public account- New York, New York
ants and Intemal Auditing have complete access to manage- February 1,1983

. ment and to the Audit Committee, and meet with both to
- discuss their audit activities, the intemal controls and finan-

cial reporting matters.
,
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Ten-Year Review
Avon Products, Inc. and Subsidiaries
(in millions of dollars, except per share amounts)

1982 1981
- -

- .L.

4 .

Net sales: .g
$ 1,840.4 31,413.0j 3United States. .. ... . .... .. . . ..... ,. . ... . . ..

i
International . . . . . . . . . . . . .. .. .. ...... . ..... ... .. 1,160.4 1.200.8 j_

3,000.8 2,613.8) j
Cost of goods sold 1,278.7 1,018.11 g. .. ..... . .. .. . . .. . . .... ..... ..... ..

Gross profit . . . . 1,722.1 1,595.7? E..... .. ..... . .. ..... . . ....... .. . . . ... ....

Marketing, distribution and administrative expenses. . 1,306.8 1,199.i $.. .. . .. .. . . .. . ..

.<
Operating profit . . . 415.3 396.5... ... .. . . .. . . . . ........ ... .

,

41.4 49.3 )Interest income . . . .. .. .. . . .. .... ....... ........

Interest expense (34.2)
(3.6]

. . ... .. . . . . . ... . ... . ... ....

Other income (deductions)-net . (30.5) 3.5;. . .. ... ... . . .... . .....

JEarnings before taxes . 392.0 445.7i.. . .. . . . . .. .. . . .....

195.4 225.8dTaxes on earnings . .. .. .. . . . . . .. . . . ..

i
Net earnings . $ 196.6 $ 219.9s. . . .. .. . . .. . . . ... ... ..

i

Per share of stock: ,

4
Net earnings $2.75 $3.6. .. .. . .. .. . .. ..

o

Cash dividends . 2.50 3.00!. . .. . .. . .. .. ......

Average shares outstanding (in millions) . 71.46 60,15. .. .. .. ..

;'

% to net sales:

17$}Earnings before taxes 13.1 %. . . .... ... .. . .

Net earnings 6.6 8.k.. . . . . .. .. ..... . .. ...... ..

s
#
6Working capital. . . .. .. . . .. ...... .. . ... . $ 448.7 $ 460

Current ratio. . . .. . .. . ...

1.8f1.81. . . . . . ... ... ... . . ...

Property-net. . 729.6 518.3.. . . .. .. . . . .... .. .. .

Capital expenditures . . . . . . . .. ... .. .. . . 128.9 114.'
Total assets . x

2,233.2 1,567.. .... . .. . ... . . . .. . ..

Long. term debt . . . .

~

... . . .... . .. . ... .. . . 297.3 4'.xShareholders' equity . . . . . . . .. . . .. . .. . . 1,219.4 933,.
sPer share. . 16.40 15.5 i.. ..... .. . . . . . .. . . ..

. *
. I

Number of employees:
x

United States. . i

19,100 15,3.. . . .. .. . . ... . .. . .. . ...

International. . . . 19,400 18, -. .. . . ... . .. . .

38,500 33,7 ,
Note: Includes 49% of Mallinckrode's results of operations for February 1982 and 100% of such
results for the remainder of 198' ;

'-
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1980 1979 1978 1977 1976 1975 1974 1973

31,332.1 $1,326.5 $1,233.0 $1,019.4 5 865.1 5 750.7 5 758.1 $ 723.6
1,237.0 1,051.0 853.3 689.3 617.1 585.9 537.4 462.0 j

2,569.1 2,377.5 2,086.3 1,708.7 1,482.2 1,336.6 1,295.5 1,185.6

960.6 903.7 759.1 619.7 544.4 495.6 519.0 433.7 ,

1,608.5 1,473.8 1,327.2 1,089.0 937.8 841.0 776.5 751.9

1.171.1 1,036.7 880.4 718.8 617.1 569.1 540.2 485.1

437.4 437.1 446.8 370.2 320.7 271.9 236.3 266.8

39.8 34 3 29.9 22.0 20.3 12.5 11.1 10.8

(1.3) (.9) (5.8) (4.9) (3.6) (5.4) (8.4) (5.9)

(3.5) 2.6 (2.7) 2.4 8.6 7.3 _ 3J (.7)

472.4 473.1 468.2 389.7 346.0 286.3 242.9 271.0

230.3 229.1 234.6 194.2 174.6 144.9 129.2 133.7

3 242.1 $ 244.0 $ 233.6 $ 195.5 $ 171.4 $ 141.4 $ 113.7 $ 137.3

$4.02 $4.06 $3.89 $3.26 $2.86 $2.36 $1.90 $2.29

2.95 2.75 2.55 2.20 1.80 1.51 1.48 ~ 1.40

60.15 60.14 60.11 60.02 59.99 59.95 59.93 59.90
. . .

18.4 % 19.9% 22.4 % 22.8 % 23.3 % 21.4 % 18.7 % 22.9 %

9.4 10.3 11.2 11.4 11.6 10.6 8.8 11.6

,

5 495.4 $ 505.7 $ 507.9 5 475.3 $ 418.9 $ 360.0 $ 314.0 $ 294.0
1.89 2.07 2.13 2.37 2.38 2.42 2.32 2.30

479.3 392.6 292.0 242.4 231.8 225.2 218.9 215.6

117.7 116.3 75.6 35.2 27.6 24.0 20.3 34.4

1,583.1 1,417.0 1,282.4 1,082.0 966.7 847.8 780.9 742.9

2.6 4.1 5.4 7.5 9.4 11.6 23.1 24.3

9283 866.3 770.7 682.4 614.7 547.8 493.6 466.6

15.43 14.40 12.82 11.37 10.25 9.14 8.24 7.77 !

l
i

15,300 16,200 15,200 13,000 12,400 11,700 12,900 13,100

19.000 18,100 17.300 15.200 15.200 14,200 14,900 15,000

34,300 34,300 32,500 28,200 27,600 25,900 27,800 28,100 !
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
Annual Report Pursuant to Section 13 or 15(d) of
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PART I

ITEM 1. IlUSINESS
Avon Products, Inc. (the " Company") is a diversified company which includes the Avon Division,

Mallinckrodt, Inc., Tiffany & Co., and the Direct Mail Division. The Company's business is primarily
composed of six industry segments: the manufacture and sale of cosmetics, fragrances and toiletries:
fashion jewelry and accessories: health-care products: specialty chemicals; fine jewelry and tableware:
and appparet sold by direct mail. Financial information relating to sales of classes of principal
products, industry segments and geographic areas is incorporated by reference to " Net Sales of
Principal Products" on page 26 and to the Industry Segment' Data note of " Notes to Consolidated
Financial Statements" on pages 36 and 37 of the Company's annual report to shareholders for the year
ended December 31, 1982.

MERCER

On March 8,1982, Mallinckrodt, Inc. ("Mallinckrodt") became a wholl'y owned subsidiary of the
Company. Under the terms of the merger, approximately 12.9 million shares of the Company's capital
stock were issued in exchange for approximately 51% of the outstanding common stock of Mallinc.
krodt. The remaining 49% of the common stock of Mallinckrodt had been acquired prior to the
merger, pursuant to a cash tender offer and a private purchase. Mallinckrodt is engaged in the
development, manufacture and marketing of medical, diagnostic and other health-care products,
specialty chemicals, and food ingredients, flavors and fragrances.

The acquisition of Mallinckrodt has been accounted for as a purchase. The consolidated financial i

statements include 49% of Mallinckrodt's results of operations for February 1982 and 100% of such
results for the remainder of 1982. The total purchase price was $711.5 million. For the purpose of
determining the investment in Mallinckrodt, the capital stock issued was included at its fair market
value on March 8,1982 of $330.6 million. The purchase price exceeded the values assigned to the
underlying net assets of Mallinckrodt by approximately $402.1 million. This excess is being amortized

: over 40 years.

AVON DIVISION

The Avon Division ("Avon") is the world's largest direct-selling business. Its two principal
industry segments are the manufacture and sale of cosmetics, fragrances and toiletries, and of fashion ,

ijewelry and accessories. These products are sold directly to customers in their homes by Avon-
Representatives, following the method used since the Company's founding in 1886. Avon currently
sells about 650 products in the United States. Although the range of products sold in Europe, Latin
America and other parts of the world is not as extensive as that sold in the United States, most of the
products are substantially the same as those marketed domestically. Avon products are offered for
every member of the family, although products for women have long been, and remain, of primary q

importance.

Cosmetks Fragrances and Toiletries '|

This industry segment includes the following classes of principal products

Fragrance and Bath Productsfor Women-These products consist of perfumes, colognes, sachets,
fragrance candles, pomanders, lotions, soaps and powders. They are marketed in a number of
fragrance lines, each based on a particular scent and packaging theme.

Makeup, Skin Care and Other Productsfor Women-These products include makeup items such
as lipsticks, eye shadows and mascaras; skin-care products: nail and hand-care products; and such hair- ,

care products as shampoos, conditioners and brushes.
;

Men's Toilerry Products-These products include colognes, after-shave lotions, shaving creams,
tales and soaps in a number of fragrances that are based on a particular scent and packaging theme.

1
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Daily-Need, Children's and Teen Products-Daily-need items include deodorants, anti-per-
spirants, oral hygiene products and household products such as room sprays. Children's and teen

)

products include fragrance products and novelty products for young children.

Fashion Jewelry and Accessories

The fashion jewelry and accessories lines are sold in the United States and in several foreign
markets. Jewelry for men, women and children is sold by Avon Representatives, with women's jewelry
accounting for most of these sales. The fashion accessories line includes such items as purses, wallets,key cases and pens.

Distribution

Avon's cosmetics, fragrances and toiletries, and fashion jewelry and accessories products are sold
by a worldwide total of 1.34 million active Avon Representatives, 440,000 of whom are in the United
States. Almost all Representatives are women, most of whom are housewives selling on a part-time
basis. In the United States and most other countries, Representatives are independent contractors or
independent dealers, and are not agents or employees of Avon. They purchase products directly from
Avon and sell them directly to residents of their communities.
distribution since the establishment of its business in 1886.

Avon has used this method of

With some exceptions in urban markets, each Representative has primary responsibility for a
territory. In most countries outside the United States, there are from 100 to 150 homes in an average
territory. In the United States the size of an average territory has been gradually reduced over the past
five years from 200 homes to 100 homes in order to promote more thorough household coverage within
a territory. With the completion of this conversion to 100-home territories during 1982, there were
nearly 200,000 additional Representative territories in the United States. Programs designed to reduce
the size of the average territory and to create new territories have been completed, are in progress or
are planned over the next few years in most other countries outside the United States,

In the United States, the Representative calls on homes in her territory, selling primarily through
the use of brochures highlighting new products and specially priced items for each two-week sales
campaign. Product samples, demonstration products, makeup color charts and complete sales catalogs
are also used. Usually the Representative forwards her order every two weeks to a designated branch
distribution center. The Representative's order is processed and assembled by Avon and delivered to
her home, generally by a local delivery service. The Representative delivers the merchandise to the
customer's home and collects payment from the customer for her own account. Payment from the
Representative to Avon is usually made when her next order is forwarded to the branch distribution
center. The average cost of merchandise to the Representative is approximately 60% of the recom-
mended selling price.

Outside the United States each sales campaign is of a three-week duration. Although terms of
payment and cost of mecchandise ta the Representative vary from country to country, the basic method
of direct selling by Representatives is essentially the same as that used in the United States, and
substantially the same merchandising and promotional techniques are utilized.

The recruiting of Representatives is the primary responsibility of nearly 7,500 Avon District
Managers worldwide (including nearly 2,500 in the United States), most of whom are formerRepresentatives.

Personal contacts, including recommendations from current Representatives, and
local advertising constitute the primary means of obtaining new Representatives. Because of the high
rate of turnover among Representatives, a characteristic of the direct-selling method, recruiting and
training of new Representatives are continually necessary.

During 1982, a new incentive program for Representatives " Opportunity Unlimited"-was
implemented in the United States, and top-performing Representatives who qualified for the program
became " Group Sales Leaders." Group Sales Leaders, independent contractors who remained
Representatives, were motivated to prospect for new Representatives and to provide suggested methods
for increasing sales to their team of Representatives. With the implementation of Opportunity
Unlimited, each District Manager has responsibility for a market area covered by 200 to 300

2
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Representatives and 6 to 10 Group Sales Leaders. District Managers are employees of Avon and are
paid a salary and a commission based on purchases of Avon products by Representitives in their area.

.

From time to time the question of the legal stctus of Avon Representatives hat arisen, usually in
regard to possible coverage under social benefit laws that would require Avon or its subsidiaries (and in
most instances the Representatives) to make regular contributions to social benefit funds established
for employees. Although generally Avon has been able to deal with these questions in a satisfactory.

manner, the matter has not been fmally resolved in all countries. If there should be a final judicial
determination adverse to Avon in a country, the cost for future, and possibly past, contributions could
be so substantial in the context of the volume of business of Avon in that country that Avon would have
to consider discontinuing operations in that country.

Promotion and Marketing
Avon's sales promotion and sales development activities are directed toward giving direct-selling

assistance to the Representatives by making available such sales aids as product samples and demon-
stration products, as well as the Avon brochure. In order to support the efforts of Representatives to
reach new customers, especially working women and other individuals who frequently are not at home,
Avon has developed specially designed sales aids, promotional pieces and customer flyers. In addition.
Avon seeks to motivate its Representatives through the use of special prize programs that reward
superior sales performance. Periodic sales meetings, to which Representatives are invited, are
conducted by the District Manager. The meetings are designed to keep Representatives abreast of the
product line, explain sales techniques, and give recognition to sales performance.

Under the new Opportunity Unlimited program, top-performing Representatives who qualify as
Group Sales Leaders have the opportunity.to earn commissions by stimulating sales increases in their
teams of 20 to 30 Representatives. Representatives can continue to earn commissions as Group Sales
Leaders as long as they stimulate sales increases. Group Sales Leaders prospect for new Representa-
tives, train new Representatives and motivate and assist established Representatives. Group Sales '

Leaders remain independent contractors and continue to sellin their territories. Opportunity Unlim-
ited, which was developed and tested over a two-year period, is intended to reward and challenge top-
performing Representatives while providing greater incentive and support for all Representatives. The
Opportunity Unlimited program was implemented in the United Kingdom during 1982 and is also
scheduled to be implemented in various other countries during the next two years. Variations in the
program will be made to meet local requirements, preserving, however, the incentive nature of the
program.

Avon uses a number of merchandising techniques, including the continual introduction of new |

products, the use of combination offers, the use of trial sizes and the promotion of Avon products
,

packaged as gift items. In general, for each sales campaign a distinctive brochure is published, in
which new products are introduced and selected items are offered at special prices or are given -
particular prominence in the brochure. Special pricing at less than regular prices is one of Avon's-

'|
primary merchandising techniques, and the bulk of Avon's sales is made at special prices.

From time to time various federal and state regulations or laws have been proposed or adopted
which would, in general, restrict or prohibit introductory offers of new products at special prices or-
restrict the frequency or duration of, or volume resulting from, special price offers. Such regulations or
laws, if applicable to Avon, could require changes in Avon's marketing and promotional techniques
that utilize special pricing.

Avon's advertising program continues to be directed toward promoting consumer receptivity to the -
Representatives by increasing their awareness of Avon,its people, products and way of doing business,
through the use of broadcast and print media.

Competitive Conditions

| The cosmetics, fragrances and toiletries industry and the costume jewelry industry arn, in general,
highly competitive. Avon is one of the leading manufacturers and distributors of ccsmetics and
fragrances in the United States, its principal competitors are the 10 to 20 large and well-known

3
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cosmetics and fragrances companies that manufacture and sell broad lines through various types of
retail establishments. There are many other companies that compete with Avon in particular products
or product lines sold through retail establishments. There are also a number of direct-selling cosmetics
and fragrances companies that compete with Avon in the United States, although none has total salesor earnings comparable with Avon's.

Avon is the leading distributor of fashion jewelry for women in the United States. Its principal
competition in the c stume jewelry industry consists of three or four large companies and many small
companies that manufacture and sell costume jewelry for women through retail establishments. There
are also a number of direct-selling costume jewelry companies that compete with Avon in the United
States, although none has total sales or earnings comparable with Avon's.

The number of competitors and degree of competition that Avon faces in its foreign cosmetics,
fragrances and fashion jewelry markets vary widely from country to country. Avon is a significant
factor in the cosmetics and fragrances industry in most of its foreign markets, and is also a significant
factor in the costume jewelry industry in Europe.

Avon believes that the high quality, attractive designs and reasonable prices of its products, the
continuous program of new product introductions, the guarantee of satisfaction and the personalized
customer service offered by Representatives are significant factors in establishing and maintaining itscompetitive position.

Manufacturing

Avon manufactures and packages almost all of its cosmetics, fragrances and toiletries products.
Raw materials, consisting chiefly of essential oils, chemicals, containers and packaging components,
are purchased from various suppliers. Packages, consisting of containers and packaging components,
are designed by Avon's own staff of artists and designers.

The design and development of new products are affected by the cost and availability of such
materials as glass, plastics, chemicals and certain petroleum-based materials. Avon believes that it can
continue to obtain sufficient raw materials and supplies to manufacture and supply its products.

Avon has nineteen manufacturing laboratories around the world, three of which are principally
devoted to the manufacture of fashion jewelry. In the United States, Avon's cosmetics, fragrances and
toiletries products are produced in three manufacturing laboratories for the six branch distribution
centers located throughout the country. Most products sold in foreign countries are manufactured inAvon facilitics abroad.

The fashion jewelry line is generally developed by Avon's staff and produced in Avon's manufac-
turing laboratories in Puerto Rico and Ireland or by several independent manufacturers in the UnitedStates.

International Operations

Avon commenced its international operations in Canada in 1914. In 1954 it expanded into Puerto
Rico and Veneznela. In 1959 Avon entered the European market and thereafter expanded in Europe,Latin America, the Far East and Africa.

Avon currently sells in Argentina, . Australia, Belgium,
Brazil, Canada, Chile, France, Guatemala, Honduras, Italy, Japan, Malaysia, Mexico, The Nether-
lands, New Zealand, Nigeria Paraguay, Peru, the Philippines, Portugal, Puerto Rico, Spain, Taiwan,
Thailand, the United Kingdom, Uruguay, Venezuela and West Germany. Except for the Puerto Rico
operation, which is a branch of Avon, the international operations of Avon are conducted through
subsidiaries, all of which are wholly owned except for the Nigerian, Malaysian, Philippine and Spanishsubsidiaries. [

-

Operations in Saudi Arabia are conducted by a Saudi-owned company operating under distribu-
tion and technical assistance agreements with Avon.

Under these agreements merchandise is
purchased from Avon, and Avon also provides management, marketing and technical assistance.

4
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Avon's international operations are subject to certain risks inherent in carrying on business
abroad, including the risk of currency fluctuations, currency remittance restrictions and unfavorable
political conditions.

Trademarks and Patents
Avon's major trademarks are protected by registration in the United States and the other

countries where its products are marketed and in many other countries throughout the world.

Although Avon owns several patents and has several more patent applications pending in the
United Stms Patent OHice, its business, both in the United States and abroad, is not materially
dependent u,on patents or patent protection. Avon has no material licenses, franchises or concessions.

Seasonal Nature of Business
Avon's sales and earnings have a marked seasonal pattern characteristic of many companies in the

cosmetics, fragrances and toiletries industry, as well as the fashion jewelry industry. Significant
Christmas sales cause a sales peak in the fourth quarter of the year. Over the past five years, fourth

| quarter net sales have averaged approximately 33% of full-year net sales, and fourth quarter operating
profit has averaged approximately 43% of full-year operating profit.
MALLINCERODT, INC.

Mallinckrodt, founded in 1867, develops, manufactures, and markets products that are used
principally in the health-care, chemical and food industries. These products are generally based on
chemical technology, are specialty in nature as contrasted with commodity products, and are subject to
government regulation by various governmental agencies, principally the Food and Drug Administra-
tion. Mallinckrodt manufactures and markets its products in the United States and in several foreign
countries. Mallinckrodt believes that it can continue to obtain sufficient raw materials and supplies to
manufacture and supply its products. These products are principally marketed directly by Malline-
krodt's sales forces. Certain products are marketed through distributors and manufacturer's
representatives. The business of Mallinckrodt is not seasonal.

Health-Care Products
Health-care products are sold principally to hospitals, clinical laboratories and pharmaceutical

manufacturers in the United States and several foreign countries. Principal product lines are x-ray
media and radiopharmaceuticals for medical diagnostic procedures, disposable medicalcontrast

devices for use in surgical procedures and postoperative care, drug chemicals used in the manufacture
of dosage-form drugs, and laboratory chemicals and equipment. ,

X-ray contrast media products include formulations of barium sulfate and iodinated compounds
used for x-ray studies of the brain, heart and other soft tissues of the body. Radiopharmaceutical
products are used in imaging the brain, heart, other organs, and the bones.

'

Disposable medical devices include endotracheal tubes, tracheostomy tubes, suction catheters,
esophageal stethoscopes, and thoracic and angiographic catheters, which are used in hospitals for
anesthesia, critical care and respiratory therapy, and for diagnostic purposes.

Drug chemical products include such analgesics as codeine salts and other opium-based narcotics
used to treat pain and cough, and APAP (acetaminophen) used to control pain and reduce fever, and
other products.

Specialty Chemicals

Specialty chemicals are generally sold as intermediates which are used by customers as com- .

ponents, ingredients or reagents, rather than as final consumer products. Many of Mallinckrodt's
specialty chemical products are processed in common manufacturing facilities. Principal product lines
in this segment are catalysts, high-purity industrial chemicals and preservatives. Products within these
lines are sold to the plastics, rubber, petrochemical, paper, textile, food and beverage industries.

5
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Catalysts are sold to the petrochemical, textile and food industries, and include such products as
platinum and palladium on alumina, copper chromite, mercuric chloride on carbon, tableted and flaked

|
nickel, platinum and palladium on carbon, and zine acetate on carbon. Catalysts are used to

;
manufacture plasticizers, detergents, rubber, insecticides, lubricants, synthetic motor oil, and food
products.

High-purity chemicals include such products as stearates for use as lubricants in molded and
extruded plastics, and for coating high-quality printing papers, tannins used in clarifying wines and
beer, columbium and tantalum compounds used in the metallurgical and electronics industries, and
potassium chloride used as a salt substitute in low-salt diets. Turf fungicides used for the control of
plant diseases are marketed to golf courses and commercial nurseries.

Preservatives, sold to the food, drug and cosmetics industries, include sodium benzoate, sodium
diacetate, propionates and parabens. Sodium acetate is used in manufacturing processes by the drug,
cosmetics and industrial chemicals industries.

Food Ingredients, Flavors and Fragrances

Food ingredients, flavors and fragrances are composed of ingredients produced for the food,
beverage, cosmetics, industrial and household products industries. Markets include bakeries, institu-

j
tional food processors, cosmetics and toiletries manufacturers, dairies, tobacco and pet food processors,

!and beverage producers.
I

International and Export Operations

Mallinckrodt's international operations include subsidiary companies and joint ventures that
manufacture and market principally health-care and specialty chemical products. Manufacturing or
marketing subsidiaries are located in Canada, West Germany, the United Kingdom, the Republic of
Ireland, Australia, Puerto Rico, Japan, Mexico and Brazil. Joint ventures are located in West
Germany, Japan, The Netherlands, Mexico and Spain. Other companies have been granted licenses to
sell or manufacture certain Mallinckrodt products outside the United States. Various health-care and
specialty chemical products are also exported from the United States.

Patents, Trademarks and Licenses

Mallinckrodt owns a number of patents and trademarks, has pending a substantial number of
patent applications, and is licensed under patents owned by others. Mallinckrodt does not consider any
one of its patents to be essential to the business of Mallinckrodt and its subsidiaries considered as a
whole. Its patents in the aggregate, however, are of material importance to the operation of its
business.

Competition

Competition with both foreign and domestic manufacturers involving quality, service, the develop-
ment of new technology, and pricing is intense in all markets served. Mallinckrodt believes that it
holds important positions in the fields of x-ray contrast media, radiopharmaceuticals, analgesics, j
laboratory chemicals and certain specialty chemicals, and that its position in other fields is less
significant. Mallinckrodt believes that the quality of its products and services, the development of new

j

products and its competitive pricing are significant factors in establishing and maintaining its competi-
tive position.

TIFFANY & CO.

Tiffany & Co (" Tiffany"), founded in 1837,is engaged primarily in the retailing of fine jewelry,
silver, crystal and china from its main store in New York City and from six branch stores. Tiffany also
makes sales to corporations for business gifts and incentive recognition programs and conducts a mail
order catalog business. Tiffany is faced with substantial competition in all areas in which it operates,
principally from jewelry stores and department stores. Tiffany believes it has maintained its competi-

i

tive position by adhering to the principle of high quality of material, workmanship and design with
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regard to all its products. Significant Christmas sales cause a sales and earnings peak in the fourth
quarter of the year.

Tiffany designs and produces much of its platinum, gold and precious stone jewelry in its own
workshop located in the New York store. Silverware, consisting of sterling silver flatware and hollow
ware, is manufactured at Tiffany's factory in New Jersey.

DIRECT MAIL DIVISION

Avon Fashions, Inc., markets fashionable attractively priced women's apparel through nine direct-
#

mail catalogs annually. The sportswear category, which accounts for about half of Avon Fashions'
sales, includes tops, pants, coordinates, jeans, shorts and T-shirts.

In late 1982, the mail-order magazine subscription business was entered with the formation of
Great American Magazines, Inc.

In early 1983, a new direct-mail men's apparel line was introduced called The James River
Traders. The product line includes both private label and brand name sportswear, activewear, men's
clothing and furnishings.

Direct-mail operations are conducted from a sales and distribution facility in Newport News,
Virginia.

.

RESEARCII ACTIVITIES

The amounts spent by the Company on research activities relating to the development of new
1 products and the improvement of existing products were 553 million in 1982,$31 million in 1981 and ,

]
$30 million in 1980. Avon's 1982 expenditures were 533 million and included the activities of product
research and development, new product planning and package design and development. Most of these

-

t

I activities related to the development of cosmetics, fragrances and toiletry products.

Mallinckrodt's 1982 expenditures of $19 million included applied research directed at the
j development of new products, development of new uses for uisting products and improvement of

i existing products and processes. Research and development programs include laboratory research as i

i well as product development and product application.
! EMPLOYEES

At December 31,1982, the Company employed approximately 38,500 persons. Of these,19,100
were employed in the United States and 19,400 in other countries. The number of Avon's employees
tends to rise from a low point in January to a high point in November and falls off somewhat in
December when Christmas shipments are completed.

ENVIRONMENTAL MATTERS

Compliance in general with regulations governing the discharge of materials into the environment=,

or otherwise relating to the protection of the environment has not had, and is not anticipated to have,
any material effect upon the capital expenditures, earnings or competitive position of Avon.

Mallinckrodt, along with the chemical industry generally, expects additional, more stringent
regulations to require new expenditures for water and air pollution control and solid waste manage-
ment. These requirements result from various federal, state and local laws regulating the discharge of i

'

materials into the environment. While these expenditures will be substantial, they are not expected to
have a material effect on Mallinckrodt's earnings.

ITEM 2. PROPERTIES .

1

Avon's principal properties consist of manufacturing laboratories for the production of merchan- |

dise and distribution branches where offices are located and where finished merchandise is received
from the manufacturing laboratories, warehoused and shipped to Avon Representatives in fulfillment
of their orders. All products sold to Avon Representatives are distributed through the same distribu-
tion branches.

7
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Avon's domestic manufacturing laboratories are located in Morton Grove, Illinois; Springdale,
Ohio and Suffern, New York; and its distribution branches are located in Atlanta, Georgia; Glenview,
Illinois; Kansas City, Missouri; Newark, Delaware; Pasadena, California and Springdale, Ohio.
Avon's international properties include five manufacturing laboratories and seven distribution branches
in Europe, five manufacturing laboratories and ten distribution branches in Latin America and three
manufacturing laboratories and eight distribution branches in other countries. Avon leases space for
its executive and administrative offices in New York City,its European Marketing Center in London,
England and its fashion jewelry manufacturing facilities in Puerto Rico.

Mallinckrodt's executive and administrative offices and medical products research and develop-
ment facilities are located in St. Louis County, Missouri. The health-care products domestic
production facilities are located at St. Louis and Maryland Heights, Missouri; Raleigh, North
Carolina; Paris, Kentucky; Marietta, Ohio; Argyle, Bohemia and Glens Falls, New York, Angleton,

,

Texas and Burlingame, California.

Mallinckrodt's specialty chemical products domestic production facilities are located at St. Louis,
Missouri; Jersey City and Belleville, New Jersey and Erie, Pennsylvania. The food ingredient, flavor
and fragrance products domestic production facilities are located at Woodside, New York: Cincinnati,
Ohio; Englewood, New Jersey; Seattle, Washington and Gardena, California.

|

Tiffany's main store is located in New York City and its manufacturing and distribution facilities
in New Jersey.

Substantially all properties are owned by the Company or its subsidiaries. Certain facilities in the
United States and other countries are leased and, in the aggregate, are not material.

TIEM 3. LEGAL PROCEEDINGS
Two lawsuits, Feldbaum v. Avon Products, Inc., et al., and Cohen v. Bentele, et al., were filed in

1982 in federal court in Missouri. The complaints, filed by certain shareholders of Mallinckrodt who
are seeking to have the actions certified as class actions, allege that the defendants have violated federal
securities laws and Missourilaw in connection with Avon's acquisition of Mallinckrodt. In the opinion
of the Company and Mallinckrodt, these lawsuits, .which seek equitable relief and damages, are
unsupported by fact and are without merit. The defendants have moved to dismiss both actions on the
ground that the complaints do not state a claim upon which relief can be granted; no decision has yet
been rendered on these motions. t

In January 1983, two lawsuits, Maryland Heights Leasing v. Mallinckrodt, Inc., and Bennett et
al. v. Mallinckrodt, Inc., were filed in the St. Louis County Circuit Court by a neighboring property
owner, and by eight individuals requesting class action status, seeking damages allegedly resulting from
emissions from Mallinckrodt's radiopharmaceutical facility in Maryland Heights, Missouri. The ,

plaintiffs seek approximately 5510 million in compensatory damages, 5505 million in punitive
damages, an injunction against the alleged activities and other relief. Management, based upon advice <

of counsel, believes the suits are without merit and that the final outcome of such litigation will not
have a material adverse effect on the financial position or operations of the Company.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.

EXECUTIVE OFFICERS OF REGISTRANT
Officers are elected by the Board of Directors at its first meeting following the Annual Meeting of

tShareholders, and they serve until the first meeting of the Board of Directors following the Annual
Meeting of Shareholders at which Directors are elected for the succeeding year, or until their- [
successors are elected, except in the event of death, resignation or removal, or the earlier termination of
the term of office. -

s

,
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Listed below are the executive otlicers of the Company, each of whom (except as noted) has served
in various executive and operating capacities with the Company during the past rive years:

Elected

Tirte Name Are Officer

Chairman of the Board, Chief Executive

i Ofncer and Director . David W. Mitchell 55 1964

President and Director William R. Chaney 50 1967'

Executive Vice President and Director. James E. Preston 49 1971

Executive Vice President and Director. Raymond F. Bentele 46 1982(!)

Senior Vice President-Finance Edmund W. Pugh, Jr. 63 1969
;

Group Vice President, General Counsel
and Secretary . W. Thomas Knight 45 1979

Group Vice Presidents Robert H. Hansen 47 1972

Donald S. Moss 47 1973

William H. Willett 46 1980
,

Jules Zimmerman 48 1976'

Vice President and Controller Norman H. Werthwein 38 1982(2)

Vice President and Treasurer Helmuth R. Fandl 56 1966

Vice Presidents . Howard T. Johnson 61 1981

Margro R. Long 45 1977

Robert R. McMillan 50 1980(3),

'

J. Kenneth Richter 41 1980

Marcia L. Worthing 40 1982

(1) Raymond F. Bentele was elected Executive Vice President and Director of the Company
March 8,1982. He is President and Chief Executive Officer of Mallinckrodt, Inc., and has served in
that and various other executive capacities with Mallinckrodt during the past nye years.

(2) Norman H. Werthwein was elected Vice President and Controller of the Company on
September 2.1982. He joined Main Hurdman (Certified Public Accountants)in 1967 and was elected
a partner in July 1978. From February 1982 through August 1982 he was Vice President-Finance of
TitTany & Co.

(3) Robert R. McMillan joined the Company in October 1979 and was elected Vice President
March 1,1980. From March 1978 through September 1979 he was Senior Vice President of Abraham
& Straus, a division of Federated Department Stores,Inc. From August 1973 through February 1978

,

he was Vice President of the Company.

PART II

ITEM 5. MARKET FOR THE REGISTRANTS COMMON STOCK AND RELATED
SECURITY HOLDER MA'ITERS

This information is incorporated by reference to " Stock Market and Dividend Data" on page 30 of
the Company's annual report to shareholders for the year ended December 31, 1982.

ITEM 6. SELECTED FINANCIAL DATA
This information is incorporated by reference to the " Ten-Year Review" on pages 42 and 43 of the

Company's annual report to shareholders for the year ended December 31, 1982.

ITEM 7. MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

This information is incorporated by reference to the " Discussion of Liquidity and Capital
Resources", the " Discussion of 1982 and 1981", the " Discussion of 1981 and 1980" and "Information
on Intlation and Changing Prices" on pages 26 through 30 of the Company's annual report to
shareholders for the year ended December 31,1982.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
This information is incorporated by reference to the " Consolidated Financial Statements and

Notes," together with the report thereon of Main Hurdman, on pages 31 through 41, " Quarterly
Financial Data" on page 26 and "Information on inflation and Changing Prices" on pages 28 through
30 of the Company's annual report to shareholders for the year ended December 31,1982.

ITEM 9. DISAGREEMENTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.

PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
Information regarding directors is incorporated by reference to " Election of Directors" on pages 2

through 7 of the Company's notice of annual meeting and proxy statement dated March 25,1983.
Information regarding executive officers is presented in Part I of this Report on pages 8 and 9.

ITEM 11. MANAGEMENT REMUNERATION AND TRANSACTIONS
This information is incorporated by reference to " Board of Directors and Committees",

" Remuneration of Directors and Officers"," Retirement Benefits"," Stock Options" and "Other Plans
and Arrangements" on pages 8 through 15 of the Company's notice of annual meeting and proxy
statement dated March 25, 1983.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

This information is incorporated by reference to " Election of Directors" on pages 2 through 8 of
the Company's notice of annual meeting and proxy statement dated March 25, 1983.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
This information is incorporated by reference to the last paragraph on page 9 and the first full

paragraph on page 10 of the Company's notice of annual meeting and proxy statement dated March
25, 1983.

PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES,
AND REPORTS ON FORM 8-K

(a) Documents filed as part of this report.

1. Financial statements
The consolidated financial statements and notes to be included in Part II, item 8 are

incorporated by reference to the Company's annual report to shareholders for the year ended
December 31, 1982, which is filed as an exhibit to this report.
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2. Financial statement schedules
Schedule Page
Number Description Number

Report and consent of independent certified public:

; accountants S-1

| I -Marketable securities-other investments, December
! 31,1982. S-2

II -Accounts receivable from orTicers and employees,'

December 31,1982 and 1981. S-2
V -Property, plant and equipment, December 31, 1982,

1981 and 1980 S-3
VI -Accumulated depreciation and amortization of prop-

erty, plant and equipment, December 31, 1982, 1981
and 1980 S-4

VIII -Valuation and qualifying accounts and reserves,
December 31,1982,1981 and 1980 S-5

IX -Short-term borrowings, December 31,1982,1981 and
1980 S-5

Financial statements of the registrant and all other financial statement schedules are
omitted because they are not applicable or because the required information is shown in the
consolidated financial statements and notes.

3. Exhibits

Exhibit
Number Description

3.1 -Restated Certificate of Incorporation, as amended to May 3,1979, of
Avon Products, Inc. (incorporated herein by reference to Exhibit 3.1 to
the Company's Registration Statement on Form S-14, Registration No.
2-75969, filed February 5,1982).

3.2 -By-laws, as amended to May 3, 1979, of Avon Products, Inc.
(incorporated herein by reference to Exhibit 3.2 to the Company's
Registration Statement on Form S-14, Registration No. 2-75969, filed
February 5,1982).

4(b) -Revolving Credit Agreement dated January 8,1982 among Avon
Products, Inc., Citibank, N.A., Manufacturers Hanover Trust Company,
Morgan Guaranty Trust Company of New York, The Chase Manhattan
Bank (National Association), Irving Trust Company and Centerre Bank
National Association (incorporated herein by reference to Exhibit (b)(6)
to Amendment No. 3 to the Company's Schedule 14D-1 dated January
11,1982).

3 4(c) -Avon Products, Inc., agrees to provide the Commission, upon request. ,

i! copies of instruments defining the rights of holders of long-term debt of
Avon Products, Inc., and all its subsidiaries for which consolidated or
unconsolidated financial statements are required to be filed with the i
Commission.

10(i)-1 -Stock Purchase Agreement dated December 15. 1981 among Avon )
Products, Inc., AVP Holdings, Inc., St. Louis Union Trust Company, as 1

agent. Harvard University and The Washington University
(incorporated herein by reference to Exhibit (c)(2) to the Company's
Schedule 14D-1 dated December 16, 1981). ;

10(i)-2 -Agreement and Plan of Merger dated December 15, 1981 among Avon i

Products, Inc., AVP Holdings, Inc. and Mallinckrodt, Inc. (incorporated
herein by reference to Annex I to the Prospectus included in the Com-
pany's Registration Statement on Form S-14, Registration No. 2-75969,
filed February 5,1982).

I
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Exhibis
Number Description

10(iii) -Avon Products, Inc.1970 Stock Option Incentive Plan, as amended
(incorporated herein by reference to Exhibit 4 to Post-Effective Amend-
ment No. 4 to the Company's Registration Statement on Form S-8,
Registration No. 2-61285, filed December 23, 1982). >

10(iii)-2 -Mallinckrodt, Inc.1978 Stock Option Plan, as amended.
10(iii)-3 -Consulting Agreement dated December 30,-1971, as amended,- between

Mallinckrodt, Inc. and Harold E. Thayer (incorporated by reference to
Exhibit 10(c).3 to the Company's Annual Report on Form 10 K for the
year ended December 31, 1981).

,

10(iii)-4 -Supplemental Retirement Agreement. dated August 26, 1975, as"

amended, between Mallinckrodt, Inc. and Harold E. Thayer
(incorporated by reference to Exhibit 10(c).4 to the Company's Annual '

Report on Form 10-K for the year ended December 31, 1981). '

10(iii)-5 -Mallinckrodt, Inc. Executive Salary Protection Plan (incorporated by
reference to Exhibit 10(c).6 to the Company's Annual Report on Form
10-K for the year ended December 31, 1981).

10(iii)-6 -Employment Agreement dated December 18,1979 between Raymond F.
Bentele and Mallinckrodt, Inc. (incorporated by reference to Exhibit
10(c).7 to-the Company's Annual Report on Form 10-K for the year
ended December 31,198_l).

10(iii)-7 -Terminaton Agreement dated October 31, 1980, as amended, between
Raymond F. Bentele and Mallinckrodt, Inc.'(incorporated by reference ;

to Exhibit 10(c).8 to the Company's Annual Report on Form 10-K for |

the year ended December 31, 1981). <,

10(iii)-8 -Notification concerning the duration of Exhibits No.10(iii)-6 and 7. ,

10(iii)-9 -Draft of Supplemental Life Insurance Plan adopted during 1982.
10(iii)-10 -Draft of Supplemental Executive Retirement Plan adopted during 1982.

~|
13 -Annual report to shareholders for the year ended December 31, 1982. '

Such report, except for those portions which are expressly incorporated
by reference in this filing,is furnished for the information of the Com-
mission and is not to be deemed " filed" as part of this filing. - 2

22 -Subsidiaries of the registrant. ;

24 ---Consent of Main Hurdman (set forth-on page S-1 of this report on Form |
10-K). !

!25 -Power of Attorney.
.

!28 -Undertakings of the Company relating to Post-Effective Amendment No.
4 to the Company's Registration Statement on Form S-8, Registration -|
No. 2-61285, filed December 23,1982 and Post-Effective Amendment -!

No.1 on Form S-8 to the Company's Registration Statement on Form S-
14, Registration No. 2-75969, filed March 8,1982.

(b) On October 21, 1982 a Current Report on Form 8-K was filed' in connection with the |
Company's Registration Statement on. Form S-3, Registration Statement No. 2-79952, filed October -i

22,1982, a shelf registration of $200 million of debt securities.- Pro Forma Consolidated Combined :
Statements of Earnings for the six months ended June 30,1981 and.1982, and for the year ended
December 31, 1981 were filed in satisfacion of Item 11(b) of Form S-3. ;

(c) The Company's Annual Report on Form 10-K for the year ended December 31,1982, at the
- time of filing with the Securities and Exchange Commission, shall modify. and supersede all prior

' documents filed' pursuant to Sections 13,14 or 15(d) of the Securities Exchange Act of 1934 for
purposes of any offers or sales of any securities after the date of such filing pursuant to any j

- Registration Statement or Prospectus filed pursuant to the Securities Act of 1933, which incorporates
by reference such Annual Report on Form 10-K.

12
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SIGNATURES
,

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, on the 25th day of March,1983.

AVON PRODUCTS, INc.

By W. THOMAS KNIGHT *

W. Thomas Knight
Group Vice President, General Counsel

and Secretary

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities 'and on.the dates

'

indicated.

Signature Title . Date

Chairman of the Board
and Chief Executive
Officer-Principal
Executive Officer March 25,1983*

David W. Miteben
Senior Vice President- -

Finance-Principal
Financial Officer March 25,1983*

Edmund W. Pugh Jr.
Group Vice President-

Finance -Principal
. .

Accounting OfBcer March 25,1983*

'
Jules Zimmerman

,

RAYMOND F. BENTELE
R. MANNINO BROWN, JR.
WILuAM R. CHANEY
llAYS CLARK
W. VAN ALAN CLARK, JR.
CHARLES S. LOCKE

'
. EMIL MOSBACHER, JR.
MERLIN E. NELSON March 25,1983* Directors -

JAMES R. PETERSON
-JAMES E. PRESTON
ERNESTA G. PROCOPF
JOSEPH A. Rice
CECILY C. SELBY
HAROLD E..THAYER
HICKS B. WALDRON-
KENDRICK R. WitsON, JR. |

'
:
4

, By - W. THOMAS KNicHT March 25,1983*

W. Romas Knight. Attorney-in-fact !

I
|
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REPORT AND CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

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

We hereby consent to the incorporation by reference in this annual report on Form 10-K of Avon
Products, Inc., for the year ended December 31,1982 of our report dated February 1,1983, which
appears on page 41 of the annual report to shareholders for the year ended December 31,1982.

The examination referred to in the abovementioned report also included the related fmancial
statement schedules for the three years ended December 31,1982 listed in the accompanying index. In
our opinion, such fmancial statement schedules present fairly the information required to be set forth
therein.

We also consent to the incorporation by reference in Post-Effective Amendment No. 4 to the
Registration Statement on Form S-8 (Reg. No. 2-61285) of Avon Products, Inc., in Post-Effective
Amendment No. I on Form S-8 to the Registration Statement on Form S-14 (Reg. No. 2-75969) of
Avon Products, Inc. and in the Registration Statement on Form S-3 (Reg. No. 2-79952) of Avon
Products, Inc. of our report dated February 1,1983 which appears on page 41 of the annual report to
shareholders for the year ended December 31, 1982.

MAIN HURDMAN

New York, New York
March 25,1983

.
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AVON PRODUCTS, INC. AND SUBSIDIARIES

SCliEDULE l-MARKETABLE SECURITIES-OTilER INVESTMENTS

(In Minions)

December 31,1982

Current
market Anment

Principal value as shown
amount Cast of balance in the

Nann of issuer and of each sheet balance
title of ls. ue securities security day sMs

Time deposits . S 80.1 5 80.1 5 87.8 5 87.8
Coirmercial paper and other . 5.2 5.2 5.4 5.4

Foreign government securities . 40_.9 40.4 40.9 40.9

5126.2 5125.7 5134.1 g 34.1

_

The secarities are carried in the consolidated statement of financial condition at cost plus accrued
interest. The interest has been included above where appropriate.

SGIEDULE II-AMOUNTS RECEIVABLE FROM OFTICERS AND EMPLOYEES

(In Thousands)

Deductions Balance at end
of PeridBalance at Amounts

beginning Amounts written Not
of period Additions collected g Current current

Year Ended December 31,1982

Eduardo Rafael Mendez Rubelto(a) S 0 5 252 S 44 5 0 S208 5 0

Howard Isermann(b) 0 918 918 0 0 0

S 0 $1.170 $962 S 0 $208 5 0

Year Ended December 31. 1981

Maurice Mallette(c) 5236 5 0 5236 5 0 $ 0 5 0
Christopher Palmer (c) 184 0 184 0 0 0

5420 S 0 $420 S 0 S 0 S 0

|

I
(a) 16% note receivable, to be repaid during 1983. !

(b) 9% note receivable, repaid in 1982. I

(c) The loans bore no interest, and were repaid in 1981,

i
!
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AVON PRODUCTS, INC. AND SUBSIDIARIES

SCHEDULE V-PROPERT% PtAKr AND EQUIPMENT P

(In Millionst .,'4

Balsace at
Balance at Additions Other end
beginning at .

changes (an of period
of period cost - Retirements

Year Ended December 31, 1982

Land. S 41.9 5 11.9 5 .7 5 (6.1) S 47.0

315.9 156.1 1.9 - (4.8) 465.3, ,. . .

Buildings
268.8 118.9 17.6 (14.4) 355.7 j.

Equipment . . .
Leasehold improvements . 30.4 5.5 .5 .0 35.4

Construction in progress . 76.4 8.5 4.3 (15.2) 65.4 |

5733.4 5300.9(b) 525.0 S(40.5) 5968.8
.

Year Ended December 31,1981 '

Land. S 39.1 5 5.0 . S .0 $ (2.2) S 41.9

Buildings 295.8 46.3 1.1 - (25.1) '315.9

246.0 56.6 14.0 (19.8) 268.8.
Equipment .
Leasehold improvements . 31.6 3.1 2.0 (2.3) 30.4

Construction in progress . 76.6 3.2 1.3 (2.1) 76.4

5689.1 5114.2 518.4 5(51.5) - 5733.4
.

I

Year Ended December 31, 1980
'

Land. . . S 32.1 5 6.7 51.3 5 1.6 5 39.1

234.6 62.5 1.0 (.3) 295.8
Buildings '

209.0 47.5 8.9 (1.6) 246.0. ..

Equipment .
Leasehold improvements . 28.8 4.0 .7 (.5) 31.6 ,

Construction in progress . . 79.1 (3.0) .2 .7 76.6 ,

$583.6 S117.7 512.1. 5 (.1) 5689.1
.

.o
;

(a) Translation adjustments, transfers and reclassifications.
(b) Includes approximately $168.4 million related to the acquisition of Mallinckrodt, Inc. .

Depreciation over the estimated useful lives of the majority of property in the United States and -
Canada is determined principally on' declining-balance methods for property acquired prior to JanuaryThe remainder of
1,1977, and on the straight-line basis for property acquired subsequently.
depreciation in the United States and Canada, and all depreciation in other countries, is determined on -
the straight-line basis. ''

The estimated useful lives are generally as follows:
20-45 years |

Buildings . .
~

8-15 years
Equipment

Life of leaseLeasehold improvements

'
,

i
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AVON PRODUCTS, INC. AND SUBSIDIARIES

SCHEDULE VI-ACCUMULATED DEPRECIATION AND AMORTIZATION
PROPERTY, PLANT AND EQUIPMENT -

(In Milnaas)
,

Balance atBalance at to

expenne, Retirernents changes al of rW

Year Ended December 31,1982
. . S 89.6 535.4 5 .2 S (4.5) 5120.3Buildings

Equipment . I14.8 - 8.8 11.8 (5.3) 106.5.

Leaschold improvements 10.2 2.4 .2 .0 12.4

Investment grants . .5 .0 .0 (.5) .0

$215.1 546.6 512] $(10.3) 5239.2

Year Ended December 31,1981
'

$ .5 5 (6.0) $ 89.6Buildings S 86.1 " 510.0
Equipment . I14.0 19.1 10.5 (7.8) I14.8

Leasehold improvements 9.3 2.4 .9 (.6) 10.2

Investment grants . .4 .0 .0 .1 .5

5209.8 S31.5 511.9 $ (14.3) 5215.1
P

Year Ended December 31,1980
Buildings S 79.4 58.7 5 .6 5 (1.4) S 86.1

Equipment , 103.8 16.8 5.0 (1.6) 114.0

Leasehold improvements 7.6 2.3 .3 (.3) 9.3
..

Investment grants . .2 .0 .0 .2 .4

5191.0 527.8 55.9 $ (3.1) $209.8

(a) Translation adjustments, transfers and reclassifications.

5-4
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AVON PRODUCTS, INC. AND SUBSIDIARIES

SC}lEDULE Vill VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
(la Millions)

|

Allowance for doubtful accounts receivable
(deducted from accounts receivable): Year ended December 31

1982 1981 1980

514.7 513.3 511.4
Balance at beginning of period
Additions: 40.3 34.7 32.0

Charged to earnings 9.5 7.9 9.2
Recoveries on accounts written off (45.8) (41.2) (39.3)

Accounts written otT
$18.7 514.7 $13.3

Balance at end of period. ___

SCIIEDULE IX-SilORT-TERM BORROWINGS

tin Millions)
Maximum Average Weighted

Weighted amount amount average

Balance average outstanding outstanding interest rate

Category of segregate at end of interest during the during the during the

period rate period periodibi periodtb)short-term
borrowingv al

Year Ended December 31,1982
$69.0 15 % $97.9 577.1 23 %

Payable to banks
Year Ended December 31, 1981

$49.3 17 % $81.7 560.3 21 %

Payable to banks
Year Ended December 31, 1980

$36.6 14 % $73.6 561.3 15%
Payable to banks

(a) Short-term borrowings consist of notes payable to banks of foreign subsidiaries. Substantially
all of the notes are guaranteed by Avon Products, Inc. and are payable in foreign currencies.

;

(b) The average short-term borrowings and the weighted average interest rate were calculated on
borrowings outstanding at the end of each month.

!

4
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Mallinckrodt, Inc. ;
P.O. BOX 5840675 McDONNELL BLVD. ST. LOUIS. MO 63134 (did) 895-2000* . -

.)
i

I

\ |

February 9,1982

To OUR SHAREHOLDERS:

I You are cordially invited to attend a Special Meeting of Shareholders of
,

Mallinckrodt, Inc. to be held on Monday, March 8,1982 at Mallinckrodt's Head-
quarters,675 McDonnell Boulevard (McDonnell Boulevard and I-270), St. Louis
County, Missouri commencing at 9:00 o' clock A.M., Central Standard Time.

At the Special Meeting you will be asked to consider and vote upon an
Agreement and Plan of Merger (the " Merger Agreement") providing for the
merger of Mallinckrodt with and into AVP Holdings, Inc., a wholly owned sub- ;

sidiary of Avon Products, Inc. If the merger is consummated, Mallinckrodt will
become a wholly owned subsidiary of Avon and each outstanding share of Mallin-
ekrodt Common Stock (except shares owned by AVP Holdings and shares held by
:;hareholders who perfect their dissenters' rights under Missouri law) will be con-
verted into the number of shares of Avon Capital Stock determined by dividing
$50 by the average closing price of Avon Capital Stock during a period shortly
prior to the Special Meeting, but in no event less than 1.429 or more than 1.667 '

shares. Pursuant to the Merger Agreement, AVP Holdings has acquired, through
a cash tender offer to shareholders and a private purchase, 7,334,007 shares

'(constituting approximately 49%) of Mallinckrodt's outstanding Common Stock
at a price of $50 per share.

The attached Joint Proxy Statement will provide you with a detailed descrip-
tion of the proposal to be presented at the Special Meeting and extensive informa-

[ tion concernmg Mallinckrodt and Avon. Please give this information your careful
attention.

~I After careful consideration, your Board of Directors has unanimously ap-
proved the merger and the Merger Agreement and recommends that you vote FOR

,

approval of the Merger Agreement. Mallinckrodt shareholders of record on
January 28,1982 are entitled to vote at the Special Meeting and all adjournments
thereof. Since two-thirds of the outstanding shares of Mallinckrodt Common Stock
entitled to vote at the Special Meeting must approve the Merger Agreement, all
shareholders are urged either to attend the Special Meeting or be represented by
proxy. *

Shareholders are urged to mark, sign, date and return the accompanying proxy
in the enclosed business reply envelope promptly. The giving of a proxy by a share-
holder will not prevent voting in person.

t
*

/
HAROLD E. THAYER RAYMOND F. BENTELE

Chairman of the Board Presidert and Chief Executive Oficer

i
:

'

.
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MALLINCKRODT, INC.

' NOTICE OF A SPECIAL MEETING OF SHAREHOLDERS
li

_i

Notice is hereby given that a Special Meeting of Shareholders of Mallinckrodt, j
Inc., a Missouri corporation ("Mallinckrodt"), will be held at Mallinckrodt's Head . .j

.

quarters, 675 McDonnell Boulevard, St. Louis County, Missouri, on Monday, ::,

March 8,1982 at 9:00 o' clock A.M., Central Standard Time, for the following - .;
purposes:

i
1. To consider and vote upon a proposal to approve an Agreement and Plan '

of Merger dated December 15, 1981 among Avon Products, Inc., a New York
corporation ("Avon"), AVP Holdings, Inc., a Missouri corporation and a wholly
owned subsidiary of Avon (" Holdings"), and Mallinckrodt, pursuant to which ;
Mallinckrodt will be merged into Holdings, as described in the attached Joint
Proxy Statement.

,

2. To transact such other business as may properly come before the meeting. ,

in accordance with the By-Laws of Mallinckrodt, the Board of Directors has
fixed the close of business on January 28,1982 as the record date for the deter-
mination of shareholders entitled to notice of and to vote at said Special Meeting of i

. Shareholders and all adjournments thereof. ~l

By Order of the Board of Directors f

~;#p hkJ'
RAnf0ND M. A$ltER !

~

Vice President, Secretary and '|
General Counsel- '

St. Louis, Missouri .;
February 9,1982

:|

TIIE SliARES OF CAPITAL STOCK OF AVON PRODUCTS, INC. TO WIHCH 'IlllS !
PROSPECTUS RELATES IIAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURI ;

TIES AND EXCIIANGE COMMISSION NOR IIAS TIIE COMMISSION PASSED UPON TIIE
,

ACCURACY OR ADEQUACY OF TIIIS PROSPECTUS. ANY REPRESENTATION TO THE
CONTRARY IS A CRIMINAL OFFENSE. ~)

!

I

l

y

I

g . 1
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JOINT PROXY STATEMENT

AVON PRODUCTS, INC.
_

MALLINCKRODT, INC. ;

Special Meetings of Shareholders to be held on March 8,1982 l
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Avon Products, Inc. has filed a Registration Statement with the Securities and Exchange Com-
mission covering the shares of Capital Stock to be issued by Avon in the acquisition of Mallinckrodt, Inc.
This Joint Proxy Statement also constitutes the Prospectus of Avon Products, Inc. filed as part of such
Registration Statement.

No person has been authorized to give any information or to make any representation other than
as contained bercin in connection with the matters described herein, and, if given or made, such infor-
mation or representation must not be relied upon as having been authorized by Avon Products, Inc.,
AVP IIoldings, Inc. or Mallinckrodt, Inc.

The date of this Joint Proxy Statement /P;ospectus is February 9,1982.

i
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SUMMARY OF JOINT PROXY STATEMENT

The following is a brief summary of certain information contained elsewhere in this Joint Proxy
|Statement. This summary is necessarily incomplete and is qualified in its entirety by reference to the

full text of the Joint Proxy Statement and the Annexes thereto. }
*

Avon Shareholders' Meeting

Purpose of Meeting:
,

To consider and vote upon the issuance of up to 14,000,000
* hares of Avon Capital Stock in connection with thej
.

|
proposed acquisition of Mallinckrodt, Inc. ("Mallin-
ekrodt") pursuant to a merger (the " Merger") of Mal-
linckrodt into AVP Moldings, Inc. (" Holdings"), a
wholly owned sut 4ary of Avon Products, Inc.
("Avon").

Date,11me and Place:
March 8,1982, at 10:00 A.M., Eastern Standard Time,

at the Morgan Guaranty Trust Company of New York,
522 Fifth Avenue (at 44th Street) New York,
New York.

Record Date: February 3,1982.
Shares Outstanding: On the record date, 60,156,135 shares of Avon Capital

Stock were outstanding.
Vote Required: The affirmative vote of a majority of the votes cast at the

Avon shareholders' meeting by the holders of shares of
Avon Capital Stock entitled to vote will be required to
approve the issuance of Avon Capital Stock in connec-
tion with the acquisition of Mallinckrodt pursuant to
the Merger.

Mallinckrodt Shareholders' Meeting

Purpose of Meeting: To consider and vote upon a proposal to approve the
Agreement and Plan of Merger (the " Merger Agree- ;
ment"), attached as Annex 1, pursuant to which the '

Merger will be effected.
Date, Time and Place:

March 8,1982, at 9:00 A.M., Central Standard Time, at
iMallinckrodt's Headquarters,675 McDonnell Boulevard '

(McDonnell Boulevard and I-270), St. Louis County,
Missouri.

Record Date: January 28,1982.
I

Shares Outstanding: On the record date, 15,007,558 shares of Mallinckrodt
Common Stock were outstanding.

Vote Required: The affirmative vote of the holders of 66M% of the
outstanding shares of Mallinckrodt Common Stock is
required to approve the Merger Agreement. Holdings
owns 7,334,007 shares, or approximately 49% of the
shares of Mallinckrodt Common Stock outstanding on
the record date, acquired at $50 per share in cash pur-
suant to a tender offer which expired January 14,1982
(the " Tender Offer") and a Stock Purchase Agreement
dated as of December 15,1981. Holdings will vote its

{shares in favor of the approval of the Merger Agree-
ment.

ii
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The Merger

b Exchange of Shares: At the effective time of the Merger, each outstanding share
of Mallinckrodt Common Stock (except shares owned
by Holdings and shares held by shareholders who per-
feet their dissenters' rights under Missouri law) will be
converted into the number of shares of Avon Capital
Stock determined by dividing $50 by the average closing

for the 22.New York Stock Exchangeprice of Avon Capital Stock on the Composite Tap) .1 ("NYSE
1 trading days immediately preceding the third calendari

day before the Mallinckrodt shareholders' meeting, but
in no event less than 1.429 or more than 1.667 shares.

FederalIncome Tax Consequences: Consummation of the Merger is conditioned upon the
receipt of opinions of counsel to the effect that the
Merger will constitute a tax-free reorganization,' and,
accordingly, (1) no gain or loss will be recognized by
Mallinckrodt shareholders who did not exchange any
of their Mallinckrodt Common Stock for cash pur-
suant to the Tender Offer and who exchange all their
Mallinckrodt Common Stock solely for Avon Capital
Stock in the Merger and (ii) if the Tender Offer and the
Merger are treated as a single integrated transaction, as
is believed likely, a Mallinckrodt shareholder who ex-
changes his Mallinckrodt Common Stock partly for
cash pursuant to the Tender Offer and partly for Avon
Capital Stock in the Merger will not recognize loss on
such exchange but will recognize gain, if any, to the

*

extent of the amount of cash received by him pursuant
to the Tender Offer. Such recognized gain may, under
some circumstances, be taxed as a dividend. A ruling
from the Internal Revenue Service is not being re-
quested. All Mallinckrodt shareholders.should read
carefully the description under "The Proposed Merger .
and Related Transactions-Federal Income Tax Con.
sequences".

Dissenters' Rights: A holder of Mallinckrodt Common Stock who, prior to
or at the Mallinckrodt shareholders' meeting, files with
Mallinckrodt a written objection to the Merger and
who does not vote in favor of approval of the Merger
Agreement will have the right to object to the Merger
and receive in cash the " fair value" of his shares of -
Mallinckrodt Common Stock as determined in an ap-
praisal proceeding. See "The Proposed Merger .and' ,

Related Transactions-Dissenting Shareholders of-
Mallinckrodt and Avon". Avon shareholders are not ;
entitled to appraisal rights in connection with 'the
Merger,

Operation and Management
after the Merger: After the effective time of the Merger, lloldings, as the

surviving corporation, will be operated as a wholly |
owned subsidiary of Avon under the name of Mallin-
ekrodt, Inc. by the current officers of Mallinckrodt.
It is Avon's intention that, following the Merger,
Messrs. Harold E. Thayer and Raymond F. Bentele of
Mallinckrodt will join the Board of Directors of.
Avon, and Mr. Bentele will be elected an Executive

iii
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Vice President of Avon and will join its Office of the
Chairman. For information concerning compensation
and benefit arrangements of Mallinckrodt which will be
modified or assumed by Holdings in connection with
the Merger, see "The Proposed Merger and Related
Transactions-Benefit Plans of Mallinckrodt" and
" Directors and Management of Mallinckrodt"

Conditions to the Merger and Termination
of the Merger Agreement: The respective obligations of Holdings and Mallinckrodt

to consummate the Merger and of Avon to issue the
shares of Avon Capital Stock issuable in connection
therewith are subject to a number of ccnditions, in-
cluding the approval of the proposals relating to the
Merger by the shareholders of Avon and Mallinckrodt,
the receipt of the tax opinions described under "The
Proposed Merger and Related Transactions-Federal
Income Tax Consequences", and, in the case of
Mallinckrodt, the approval for listing, subject to official
notice of issuance, on the NYSE of the shares of Avon
Capital Stock to be issued pursuant to the Merger. See
"The Proposed Merger and Related Transactions-
Conditions to the Merger; Termination and Amend-
ment of the Merger Agreement".

Notwithstanding approval of the issuance of Avon Capital
Stock by the shareholders of Avon and approval of the
Merger Agreement by shareholders of Mallinckrodt, the
Merger Agreement may be terminated and the Merger
abandoned (i) at any time by mutual consent of Avon
and Mallinckrodt or (ii) by Avon or Mallinckrodt if
the Merger has not become effective on or prior r

December 31, 1982. See "The Proposed Merger am!
Related Transactions---Conditions to the Merge.
Termination and Amendment of the Merger Agree-
ment"

Business of Avon

Avon and its subsidiaries are principally engaged in the manufacture and sale of cosmetics, fra-
grances, toiletries and fashion jewelry. These products are sold directly to customers in their homes by
Avon Representatives following the method used since Avon's founding in 1886. Avon currently sells
more than 650 products in the United States, Europe, Latin America, Japan and other parts of the world.
Avon, through its subsidiary Tiffany & Co., is also engaged in the retailing, manufacturing and whole-
saling of fine jewelry, silverware and other related items. Avon also sells apparel by mail order in the
United States under the name "Avon Fashions" The principal executive offices of Avon are located
at 9 West 57th Street, New York, New York 10019.

Business of Mallinckrodt
'

Mallinckrodt is engaged in the development, manufacture, distribution and marketing of specialty
products, which are used principally in the health care, chemical and food industries. Mallinckrodt's
products require a high degree of technology, are produced and distributed under strict regulation by
various governmental agencies, principally the Food and Drug Administration, and are of a " specialty";

( nature as opposed to high-volume bulk or commodity products. The principal executive offices of Mal-
,

| linckrodt are located at 675 McDonnell Boulevard, St. Louis County, Missouri 63134.
s
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Selected Consolidated Financial Information

Set forth below is selected financialinformation of Avon and Mallinckrodt and pro forma combined
financial information of Avon and Mallinckrodt. This information is based upon the consolidated

I financial statements of Avon, the consolidated financial statements of Mallinckrodt and the pro forma

|
financial information of Avon and Mallinckrodt, all of which are presented elsewhere in the Joint Proxy

' Statement.

Nine Months Ended Year Ended
AVON September 30, December 31,

1981 1980 1980 1979

(Unaudited)
(In Millions, Except Per Share Amounts)

INCOME STATEMENT DATA
Net sales

United States S 959.9 $ 888.7 $1,332.1 $1,326.5

International 826.2 813.0 1,237.0 1,051.0

Operating profit 209.6 239.7 439.8 443.0
Net earnings 130.5 133.8 241.3 250.7

BA1.ANCE SHEET DATA (at end of period)
Working capital $ 453.7 $ 500.7 $ 507.5
Total assets 1,504.9 1,571.4 1,406.0

Long-term debt 2.4 2.6 4.1

Shareholders' equity 916.5 921.2 857.2

PER SHARE

Net earnings $ 2.17 $ 2.22 $ 4.01 $ 4.17
Dividends $ 2.25 $ 2.20 $ 2.95 $ 2.75.

Book value (at end of period) $ 15.24 $ 14.28 $ 15.32 $ 14.25
AVERAGE SHARES OUTSTANDING 60.15 60.15 60.15 60.14

Avon's sales and earnings have a marked seasonal pattern characteristic of many companies in the
cosmetics, fragrances and toiletries industry, as well as the jewelry industry. Heavy Christmas sales
cause a sales peak in the fourth quarter of the year. Over the past five years, fourth quarter net sales
have averaged approximately 35% of full-year net sales, and fourth quarter net earnings have averaged
approximately 45% of full-year net earnings.

On February 2,1982, Avon announced that during the year ended December 31,1981, Avon's !
Inet sales were approximately $2.6 billion,its net earnings were approximately $219.9 million and its net

earnings per share were $3.66.
At its regular meeting on February 4,1982, Avon's Board of Directors declared a quarterly dividend

of $.75 per share of Avon Capital Stock payable March 1,1982 to shareholders of record on ,

February 16,1982. Mallinckrodt shareholders will not be entitled to receive this dividend. {

Nine Months Ended Year Ended
MALLINCKRODT September 30 December 31,

1981 1980 1980 1979

(Unaudited)
(In Millions, Except Per Share Amounts)

INCOME STATEMENT DATA
Net sales $370.7 $328.8 $441.8 $392.5

Operating income 55.0 49.9 67.2 59.6

Income from continuing operations . 29.5 26.4 36.0 31.9

29.5 26.4 36.0 41.1Net income . . . .....

y

I
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Nine Months Ended Year Ended
September 30, December 31,

1981 1980__ 1980 1979

(Unaudited)
I (In Millions. Except Per Share Amounts)

BALANCE SilEET DATA (at end of period)
$135.9 $128.8 $126.2

Working capital I. ... . . ...

391.2 356.9 333.0
l Total assets

40.8 38.7 40.1 |
....... .. . . .

( Long-term debt . . ..............

| Total shareholders' equity . . . . . . . . . . . . . . 274.4 253.9 228.8 |
....

PER SIIARE
Primary

Income from continuing operations S 2.08 $ 1.87* $ 2.55* $ 2.27*

2.08 1.87* 2.55* 2.91*
Net income . . . .. ...

i

|
Fully diluted

Income from continuing operations 1.97 1.79* 2.44* 2.18* j

|

f Net income 1.97 1.79* 2.44* 2.78*
. .

.73% .60* .83% * .70*
Dividends . .

Book value (at end of period) . . 19.32 17.49* 17.94* 16.22* j. .. .

1. .

{
AVERAGE SilARES OUTSTANDING

14.18 14.11* 14.12* 14.10* j
Primary >..

. . . .

. . . . 15.32 15.12* 15.15* 15.08*
Fully diluted
* Restated to reflect three-for-two stock split distributed in May 1981. ,

On February 9,1982, Mallinckrodt announced that net sales, net income and primary earnings per
share for the year ended December 31,1981 were $494.4 million, $39.7 million and $2.79, respectively.

i:
As its regular meeting on February 9,1982, Mallinckrodt's Board of Directors determined not

to declare a dividend for the first quarter of 1982 at this time. It is not expected that any such dividend
will be declared by Mallinckrodt for the first quarter of 1982 if the Merger occurs during such period. j

PRO FORMA COMBINED AVON AND MALLINCKRODT
|
I Pro Forma Condensed Combined Summary of Earnings

(Unaudited)
.

Nine Months Ended September 30,1981i

Pro Forma Pro Forma
Avon Mallinckrodt Adjustments Combined

(In Millions, Except Per Share Amounts)

Net sales
$1,786.1 $370.7 $ $2,156.8

. . .. . . .....

710.7 232.0 942.7
Cost of goods sold . . . ..

Marketing, distribution and administrative
865.8 83.7 8.6 958.1

.| expenses . .........

Interest income and other income
"

51.4 (.3) (39.2) 11.9
(deductions)-net ...

Taxes on earnings _ 130.5 25.2 (18.0) 137.7
...

$ 130.5 $ 29.5 $(29.8) $ 130.2
Net earnings ... .

[iPer share

]
Net earnings $ 2.17 $ 1.78

| Cash dividends $ 2.25 $ 2.25 j
... .

...

60.15 73.05 [Average shares outstanding . ..
,

vi
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Nine Months Ended September 30,1980

Pro Forma Pro Forma
Avon Mallinckrodt Adjustments Combined

(In Mil!!ons. Except Per Share Amonnts)

Net sales . . . . . . $ 1,701.7 $328.8 $ $2,030.5. . .

Cost of goods sold . 638.9 204.2 843.1. ... ...... .

Marketing, distribution and administrative
expenses 823.1 74.6 8.6 906.3...... . .. ... .

Interest income and e'her income
(deductions)-net 25.3 (.5) (38.1) (13.3 ). . . ..

Taxes on earnings 131.2 23.1 (17.6) 136.7
Net earnings $ 133.8 $ 26.4 $(29.1) $ 131.1
Per share

Net earnings . . $ 2.22 $ 1.79.

Cash dividends . . . $ 2.20 $ 2.20. .

Average shares outstanding . 60.15 73.05.

Year Emded December 31,1980

Pro Forma Pro Forma
Avon Mallinckrodt Adjustments Combined

(In Millions, Except Per Share Amounts)
Net sales . . . . . $2,569.1 $441.8 $ $3,010.9. .

Cost of goods sold . ... ... . . 959.9 274.3 1,234.2
Marketing, distribution and administrative

1,169.4 100.3 11.5 1,281.2expenses .. ....... .

Interest income and other income
(deductions)-net 32.5 (.8) (50.7) (19.0).. ...

Taxes on earnings 231.0 30.4 (23.3) 238.1.

Net earnings 5 241.3 $ 36.0 $(38.9) $ 238.4.

Per share
$ 4.01 $ 3.26Net earnings . . .

Cash dividends $ 2.95 $ 2.95. . .

Average shares outstanding 60.15 73.05..

Pro Forma Condensed Combined Summary of Financial Condition
(Unaudited)

September 30,1981

(In Millions, Except Per Share Amount)

Total assets $2,271.1.. . ..

Working capital 506.6. .. .

Shareholders' equity 1,303.3. .. . ...

Book value per share 17.84. . .

Recent Market Prices of Avon Capital Stock and Mallinckrodt Common Stock
On February 8,1982, the closing price of Avon Capital Stock on the Composite Tape for the

NYSE was $27 per share, and the closing bid and asked prices for Mallinckrodt Common Stock,
as reported on the National Association cf Securities Dealers Automated Quotation System
("NASDAQ"), were $44% and $44% per share, respectively. On December 11, 1981, the last '>

full day of trading in Avon Capital Stock and Mallincirodt Common Stock before the proposed
Merger was first publicly announced, the closing price of Avon Capital Stock on the Composite Tape
for the NYSE was $31% per share, and the closing bid and asked prices for Mallinckrodt Common
Stock as reported by NASDAQ were $43% and $43% per share, respectively. See " Market Prices of
and Dividends on Avon Capital Stock and Mallinckrodt Common Stock"
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AVON PRODUCTS, INC. MALLINCKRODT,11NC.

9 West 57th St. 675 McDonnell Blvd.
- New York, N. Y.10019 P.O. Box 5840

'

(212) 546-6015 St. Louis, Mo. 63134
.

L (314) 895-2000

t

JOINT PROXY STATEMENT

)

INTRODUCTION
f

Matters to Be Considered at Shareholders' Meetings
. . ;

This Joint Proxy Statement is furnished to the shareholders of Avon Products, Inc., a New York
,

corporation ("Avon"), and to the shareholders of Mallinckrodt, Inc., a Missouri corporation ("Mallin-~- ,
'

ckrodt"), in connection with the solicitation of proxies by the Boards of Directors of the respective com-
*

panies for use at the Special Meetings of Shareholders of Avon and Mallinckrodt to be held on_ March 8,-
,

1982 and any adjournment of either. At the Special Meeting of' Shareholders of Avon, shareholders
will consider and vote upon the issuance of up to 14,000,000 (the " Maximum Number") shares of r

Capital Stock, par value $.50 per share, of Avon ("Avon Capital Stock") to shareholders.of Mallin- 7

ckrodt in connection with the merger (the " Merger") of Mallinckrodt into AVP Holdings, Inc., a Missouri
corporation and a wholly owned subsidiary of Avon (" Holdings"). At'the Special Meeting of Share-i

holders of Mallinckrodt, shareholders will consider and vote upon a proposal to approve an Agreement - j
'

and Plan of Merger (the " Merger Agreement"), set forth as Annex I to this Joint Proxy Statement, ,

providing for the Merger.*

At the effective time of the Merger, each outstanding share of Common Stock, par value $1.00 per -

,

share, of Mallinckrodt ("Mallinckrodt Common Stock"), except shares owned by Holdings and shares
held by Mallinckrodt shareholders who perfect their dissenters' rights under Missouri law,' will be
converted into the number of shares of Avon Capital Stock determined by dividing $50 by the average ,

closing price of Avon Capital Stock on the Composite Tape for the 22 New York Stock Exchange
("NYSE") trading days immediately preceding the third calendar day before the Mallinckrodt' share-
holders' meeting, but in no event less than 1.429 or more than 1.667 shares.~ |

Each company is sending a copy of the notice of meeting to its shareholders with this Joint Proxy
Statement. It is anticipated that the mailing of this Joint Proxy Statement will commence on February J
9,1982. :

All the information contained herein with respect to Avon and Holdings has been supplied by Avon.
All the information contained herein with respect to Mallinckrodt has been supplied by Mallinckrodt.'

.

''

As used in this Joint Proxy Statement, " beneficial oudership" of securities means the sole or shared
power to vote, or to direct the voting of, such securities and/or investment power with respect to such
securities (Le., the power to dispose of, or to direct the disposition of, such securities).

Avon Shareholders' Meeting .

..
'!

.| Only shareholders of record at the close of business on February 3,1982, the record date for the
'

Special Meeting of Shareholders of Avon, will be entitled to notice of and to vote at the meeting. . On
the record date for the Special Meeting of Shareholders of Avon, Avon had outstanding 60,156,135
shares of Avon Capital Stock. Each Avon shareholderis entitled to one vote for each share then held on
each matter on which such shareholder is entitled to vote at the Avon meeting. The holders, in person -

q
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or by proxy, of a majority of the then outstanding shares of Avon Capital Stock constitute a quorum.
Approval of the issuance of up to the Maximum Number of shares of Avon Capital Stock in connection
with the Merger will require the affirmative vote of a majority of the votes cast at the Special Meeting
of Shareholders cf Avon by the holders of such shares entitled to vote at such meeting. Avon believes
that its directors and officers intend to vote all shares of Avon Capital Stock that they are entitled to
vote (constituting approximately 6.2% of the shares outstanding) for the issuance of up to the
Maximum Number of shares of Avon Capital Stock' in connection with the Merger.

,

Principal Shareholders of Ason

To Avon's best knowledge, there are no persons who are beneficial owners of more than 5% of the
outstanding shares of Avon Capital Stock as of the record date.

As of December 31, 1981, the directors and ollicers of Avon as a group beneficially owned
4,189,331 shares of Avon Capital Stock constituting approximately 6.9% of the number of shares of
Avon Capital Stock outstanding on such date.

Mallinckrodt Sharcholders' Meeting

Only shareholders of record at the close of business on January 28,1982, the record date for the
Special Meeting of Shareholders of Mallinckrodt, will be entitled to notice of and to vote at the meeting.
On the record date for the Special Meeting of Shareholders of Mallinckrodt, Mallinckrodt had outstand-
ing 15,007,558 shares of Mallinckrodt Common Stock. A shareholder of record on the record date for
the Special Meeting of Shareholders of Mallinckrodt is entitled to one vote for each share then held on
each matter on which such sharcholder is entitled to vote at the Mallinckrodt meeting. The holders, in
person or by proxy, of a majority of the outstanding shares of Mallinckrodt Common Stock constitute

i

( a quorum. The approval of the Merger Agreement will require the affirmative vote of the holders of
| 66%% of the outstanding shares of Mallinckrodt Common Stock. Holdings will vote for the approval

of the Merger Agreement all the shares of Mallinckrodt Common Stock owned by it, constituting
approximately 49% of the outstanding shares of Mallinckrodt Common Stock. In addition, the directors

I' and officers of Mallinckrodt have indicated that they intend to vote all shares of Mallinckrodt Common
! Stock that they are entitled to vote (constituting approximately 0.6% of the shares outstanding)
f for the approval of the Merger Agreement. Therefore, the affirmative vote of only approximately

17% of the outstanding shares of Mallinckrodt Common Stock, in addition to those owned and
to be voted by Holdings and by directors and oRicers of Mallinckrodt, will be suflicient to approve the
Merger Agreement.

Principal Shareholders of Mallinckrodt

| As a result of the Tender Ofler and the Stock Purchase Agreement described below, Holdings,
I whose address is 2345 Grand Avenue, Kansas City, Missouri 64141, is the record and beneficial owner

of 7,334,007 shares of Mallinckrodt Common Stock. representing approximately 49% of the out-
standing shares of Mallinckrodt Common Stock as of January 28, 1982. In addition, Holdings has
an option to purchase 3,600,000 newly issued shares of Mallinckrodt Common Stock granted by Mallin-

a ckrodt in connection with negotiations leading to the proposed Merger (the " Option"). See "The
j Preposed Merger and Related Transactiont-I3ackground of the Merger; Tender Offer" Holdings does
a not intend to exercise the Option, but if Holdings were to do so, Holdings would be the record owner
i
2
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of 10,934,007 shares of Mallinckrodt Common Stock, representing approximately 59% of the shares
of Mallinckrodt Common Stock outstanding as of January 28,1982 (as adjusted to reflect the issuance
of such 3,600,000 shares). To Mallinckrodt's best knowledge, there are no other persons who are
beneficial owners of more than 5% of the outstanding shares of Mallinckrodt Common Stock.

As of January 20,1982, the directors and officers of Mallinckrodt as a group beneficially owned
257,030 shares of Mallinckrodt Common Stock, constituting approximately 1.7% of the number of shares
of Mallinckrodt Common Stock outstanding on such date. Such figure includes shares of Mallinckrodt
Common Stock which directors and officers hold as trustees or in other fiduciary capacities for any
person but (with several exceptions) does not include Mallinckrodt Common Stock held by family
members in their own right or in other trusts for the benefit of family members, as to which stock they
disclaim beneficial ownership. Of such shares, 169,700 are shares of Mallinckrodt Common Stock
which certain officers have the right to acquire within 60 days after January 20,1982, upon the exercise
of stock options, which shares were deemed to be outstanding as of January 20, 1982, for the purposes
of calculating the percent of class.

Proxies

Shareholders who execute proxies may revoke them by giving notice to the Secretary of Avon
or Mallinckrodt, as the case may be, or by giving to such Secretary a duly executed proxy bearing
a later date than the proxy being revok'ed, at any time before such proxies are voted. Attendance at
the meeting shall not have the effect of revoking a proxy unless the shareholder so attending shall so notify
the secretary of the meeting prior to the voting of the proxy.

A proxy which is properly signed, dated and not revoked will be voted in accordance with the
instructions contained therein. If no instructions are given, the persons named in the proxy solicited
by the Board of Directors of Avon intend to vote FOR the issuance of up to the Maximum Number of
shares of Avon Capital Stock in connection with the Merger, and the persons named in the proxy solicited
by the Board of Directors of Mallinckrodt intend to vote FOR the approval of the Merger Agreement.

The Board of Directors of Avon does not know of any matter, other than the approval of the
issuance of up to the Maximum Number of shares of Avon Capital Stock in connection with the Merger,
that will be presented for consideration at the Special Meeting of Shareholders of Avon. The Board of
Directors of Mallinckrodt does not know of any matter, other than the approval of the Merger Agreement,
that will be presented for consideration at the Special Meeting of Shareholders of Mallinckrodt. However,
if other matters properly come before either meeting, it is intended that the persons named in the
accompanying proxy will vote thereon in accordance with their judgment.

Other Matters

Avon and Mallinckrodt will each bear the cost of its own meeting of shareholders and the cost of
soliciting proxies therefor, including the cost of mailing the proxy material, and will share equally the
cost of printing this Joint Proxy Statement. In addition to solicitation by mail, directors, officers and
regular employees of Avon or Mallinckrodt (who will not be specifically compensated for such services)

| may solicit proxies for the meeting of their respective company by telephone or otherwise. Arrange-
ments will be made with brokerage houses and other custodians, nominees and fiduciaries to forward
proxies and proxy material to their principals, and they will be reimbursed for their expenses. In
addition, Avon will pay Morrow & Co. approximately $7,500 in fees plus reasonable expenses to solicit
Avon proxies on behalf of Avon, and Mallinckrodt will pay Georgeson & Co., Inc. $6,000 in fees plus
reasonable expenses to solicit Mallinckrodt proxies on behalf of Mallinckrodt.

3
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THE PROPOSED MERGER AND RELATED TRANSACTIONS
General

The detailed terms of and conditions to the Merger are contained in the Merger Agreement which is
attached to this Joint Proxy Statement as Annex I. The statements made in this Joint Proxy Statement
with respect to the terms of the transaction are qualified by, and made subject to, the more complete

! information set forth in the Merger Agreement.

Upon consummation of the Merger, Mallincktodt will be merged into Holdings, which will change its
name to Mallinckrodt, Inc. and will succeed to all the assets, liabilitics and businesses of Mallinckrodt,

i

| and each share of Mallinckrodt Common Stock then outstanding (except shares owned by Holdings '

| and shares held by Mallinckrodt shareholders who perfect their dissenters' rights under Missouri law)
I will be converted into the number of shares of Avon Capital Stock determined by dividing $50 by the

average closing price of Avon Capital Stock on the Composite Tape for the 22 NYSE trading days
immediately preceding the third calendar day before the Mallinckrodt shareholders' meeting, but in no !

event less than 1.429 or more than 1.667 shares. See " Operation and Management after the Merger" i

and " Conversion Number" |
The proposed Merger is designed as a " tax-free" reorganization under Section 368 of the Internal j

Revenue Code of 1954, as amended (the " Code"), for Mallinckrodt sharehelders who did not exchange i

any of their Mallinckrodt Common Stock for cash pursuant to the Tender Offer (described below)
and who exchange all their Mallinckrodt Common Stock for Avon Capital Stock pursuant to the Merger.
See " Federal Income Tax Consequences" In addition, the acquisition of Mallinckrodt will be treated
as a purchase by Avon for financial reporting purposes.

Background of the Mergert Tender Offer
During the Spring of 1981, Avon requested representatives of Blyth Eastman Paine Webber Incor- ,

porated ("BEPW"), financial advisor to Avon, to approach the senior management of Mallinckrodt
on a preliminary and exploratory basis to discuss whether Mallinckrodt might wish to investigate the
possibility of a merger with Avon. On April 27, 1981, Raymond F. Bentele, the President and Chief
Executive Officer of Mallinckrodt, informed BEPW that Mallinckrodt was not at that time interested
in pursuing any negotiations with any potential merger partner.

On September 11, 1981, National Distillers and Chemical Corporation reported in a filing made
with the Securities and Exchange Commission relating to its ownership of shares of Mallinckrodt Com-
mon Stock that it had purchased an additional 415,000 shares of Mallinckrodt Common Stock from
August 17,1981 through September 10,1981, that as of the date of the filing it beneficially owned
1,135,750 shares of Mallinckrodt Common Stock (representing approximately 87c of the then out-
standing shares), and that it intended to continue such purchases. Following such filing, Mallinckrodt
authorized its financial advisor to hold discussions with other companies in connection with the pos-
sibility of the acquisition of Mallinckrodt on a basis which would provide fair value to all shareholders.

On October 14, 1981, a representative of BEPW contacted Mr. Bentele to indicate that Avon
'

j was still interested in pursuing discussions with Mallinckrodt with respect to a possible acquisition
of Mallinckrodt by Avon. On October 26,1981. representatives of Morgan Stanley & Co. Incorporated
(" Morgan Stanley"), tinancial advisor to Mallinckrodt, contacted David W. Mitchell, Chairman of
the Board and Chief Executive Officer of Avon, to indicate that Mallinckrodt would be interested
at that time in pursuing discussions with Avon with respect to a possible merger of the two companies. 1

On October 29, 1981, representatives of Avon, BEPW and Morgan Stanley met in New York City to !

discuss generally the businesses of Avon and Mallinckrodt. During November 1981. Avon and Mallin- |
ckrodt exchanged information regarding their respective operations, including certain confidential
information regarding Mallinckrodt. On November 25,1981, representatives of Avon and Mallinckrodt I

continued their discussions at a meeting in St. Louis, Missouri.

On December 3,1981. the Board of Directors of Avon authorized its management to pursue'

negotiations with Mallinckrodt relating to a possible acquisition of Mallinckrodt, and senior man-!

| 4
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agement of Avon and Mallinckrodt met in New York City to discuss generally the operations of Avon
and Mallinckrodt and the acquisition of Mallinckrodt by Avon. During early December 1981, repre-
sentatives of Avon and Mallinckrodt, with representatives of their respective financial advisors, com--
menced negotiations concerning the principal terms of the Merger Agreement.

On December 14, 1981, the Board of Directors of Avon approved the Merger Agreement, and
on December 15, 1981, the Board of Directors of Mallinckrodt approved the Merger Agreement.
On December 15, 1981, Avon and Mallinckrodt announced the signing of the Merger Agreement
under which Avon would acquire Mallinckrodt. The Merger Agreement provides for the purchase at $50
per share of up to 49% of the shares of Mallinckrodt Common Stock and the exchange in the Merger
of 51% or more of the Mallinckroctt shares for shares of Avon Capital Stock.

The Merger Agreement contemplates that as a first step in the transaction, Holdings would make
a tender offer (the " Tender OfIer") to purchase up to 4,560,000 of the outstanding shares of Mallin-
ckrodt Common Stock (representing approximately 32% of such shares outstanding on December 10,
1981) at a price of S50 per share in cash. In addition, Holdings' Offer to Purchase stated that, if
Mallinckrodt issued additional shares of Mallinckrodt Common Stock pursuant to the exercise of out-
standing employee stock options or warrants or upon the conversion of Mallinckrodt's 5% % Convertible
Subordinated Debentures due 2000 (the " Debentures"), Holdings would purchase additional shares
so that the total number of shares of Mallinckrodt Common Stock to be purchased pursuant to the
Tender Offer and the Stock Purchase Agreement described below would equal 49% of the aggregate
shares of Mallinckrodt Common Stock outstanding on the date withdrawat rights expired under the
Tender Offer.

The Merger Agreement also granted Holdings the Option to purchase 3,600,000 newly issued
shares of Mallinckrodt Common Stock at the price of $50 per share. Holdings does not intend to
exercise the Option.

On December 15, 1981, Avon and Holdings entered into a Stock Purchase Agreement with
St. Louis Union Trust Company (now Centerre Trust Comi any of St. Louis), as agent, Harvard
University and The Washington University (the " Stock Purchase Agrectnent") providing for the purchase
by Holdings of 2,494,516 shares of Mallinckrodt Common Stock (representing approximately 17%
of such shares outstanding on December 10, 1981) from Harvard University and The Washington
University at a price of $50 per share. Holdings purchased these shares on January 18, 1982.
Immediately prior to execution of the Stock Purchase Agreement, a trust which held such shares for
the benefit of the Universities (and which was to terminate by its terms u January 18,1982) was
terminated by action of St. Louis Union Trust Company, as trustee, with the consent of a committee
composed of four members who also were directors of Mallinckrodt. Mr. George Putnam, a director of
Mallinckrodt, is Treasurer of Harvard University, and Mr. George H. Capps, Dr. William H. Danforth
and Dr. William D. Phillips, directors of Mallinckrodt, are Chairman of the Board of Trustees,-
Chancellor and Chairman of the Department of Chemistry of The Washington University, respectively.

. On December 16, 1981, Holdings commenced the Tender Offer. A total of 8,453,035 shares
|

of Mallinckrodt Common Stock was tendered pursuant to the Tender Offer prior to 5:00 P.M., Eastern
Standard Time, on December 28, 1981, and not withdrawn. In accordance with the terms of the
Tender Offer, Holdings purchased a total of 4,839,491 shares of Mallinckrodt Common Stock on a
pro rata basis from among the shares of Ma!!inckrodt Common Stock duly tendered by such time and not
withdrawn. The Mallinckrodt shares acquired by Holdings pursuant to the Tender Offer and the
Stock Purchase Agreement represented approximately 49% of the Mallinckrodt shares outstanding on
January 7,1982, the date withdrawal rights expired under the Tender Offer.

The total amount of funds (including related fees and expenses) required to purchase the
7,334,007 shares of Mallinckrodt Common Stock pursuant to the Tender Offer and the Stock Purchase
Agreement was approximately $370,000,000. The funds required by Holdings to make such pur-
chases were obtained as loans or capital contributions from Avon. Of such amount, Avon obtained
$300,000,000 under a revolving credit agreement with six banks for which Citibank, N.A. is acting
as agent. The remainder of such funds was provided from Avon's available cash and short term deposits.

| 5
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In the course of the discussions between Avon and Mallinckrodt relating to the proposed acquisition
of Mallinckrodt by Avon, Mallinckrodt provided Avon with certain information that Avon and
Mallinckrodt believe is not publicly available, including projections of the net sales and net income from
continuing operations for the fiscal years ending December 31,1981 through 1985. Net sales for such
years were projected at $502.7, $582.4, $691.7, $815.5 and $953.5 million, respectively, and net income
for such years was projected at $40.1, $46.6, $56.9, 568.9 and $84.2 million, respectively. These pro-
jections were based on numerous assumptions, including (a) no acquisitions during the period, (b) no
new products other than those currently identified, (c) selling prices based on current prices, increased
on an individual product basis to reflect market factors and assumed cost escalation, with overall fore-
casted sales including price increases averaging 6% annually, (d) inflation rates for costs varying by
component, (e) no major equity financing, (f) debt financing (using an assumed interest rate of 15%
on debt incurred from 1983 through 1985) used to fund expansion and improvement of property, plant
and equipment, (g) tax rates during the period remaining at approximately 45% and (h) foreign .

|
| exchange rates varying by currency.

Avon and Mallinckrodt cannot and do not assume any responsibility for the accuracy of the
above projections. Projections of future performances such as those set forth above are inherently

.

subject to uncertainties and contingencies, all of which are difficult to predict and many of which are
beyond the control of Mallinckrodt or any other company preparing forecasts. Accordingly, there
can be no assurance that the future results set forth above will be realized by Mallinckrodt.

Reasons for the Merger
The Boards of Directors of Avon and Mallinckrodt believe that the proposed Merger is in the best

interests of, and that the terms are fair and equitable to, their respective shareholders, and each recom-
mends to its respective shareholders that they vote for the respective proposals relating to the Merger.
The members of both Boards of Directors have unanimously indicated that they intend to vote for the
proposals relating to the Merger all shares of stock which they are entitled to vote. Holdings is the |

|
record owner of 7,334,007 shares of Mallinckrodt Common Stock (approximately 49% of such {
shares outstanding on the record date for the Special Meeting of Shareholders of Mallinckrodt) and will

'

vote its Mallinckrodt shares for the approval of the Merger Agreement.

The terms of the Merger are the result of arms-length negotiations between representatives of Avon
and its financial advisor, BEPW, and Mallinckrodt and its financial advisor, Morgan Stanley.f

f For some time, Avon's management has been seeking to broaden Avon's business beyond direct
i selling of beauty and fashion products and into areas that will add significantly to Avon's long-term

growth potential. Accordingly, because of its high growth rates, its generally noneyclical nature and
its compatibility with Avon's existing product lines, the health care industry has been a principal focusI

of Avon's efTorts to diversify.

Avon's Board of Directors believes the proposed Merger is in the best interests of Avon and
its shareholders for various reasons. The Board believes that in Mallinckrodt it h^s found the high-

.j
' quality, well-managed company with an excellent growth record, strong product lines and sound market

positions in the health care field that it has sought. The Board believes that the businesses of Mallinckrodt

( are generally noneyclical in contrast to the present business of Avon and accordingly, the acquisition
i of Mallinckrodt should improve the stability of Avon's earnings base. The Board believes that

Mallinckrodt has favorable growth prospects and can be operated with its present management.+

The determination by Mallinckrodt's Board of Directors that the proposed Merger is in the best
interests of Mallinckrodt and its shareholders is based upon a number of factors, including the finan-

f cial condition, results of operations and prospects of Mallinckrodt and Avon (including on a pro forma
d combined basis) and historical information regarding dividends and prices for Mallinckrodt Common

Stock and Avon Capital Stock. Mallinckrodt's Board's determination is also based upon Avon's favorable
view and its appreciation of Mallinckrodt's business and Avon's acceptance of Mallinckrodt's basic
operating strategy. Mallinckrodt's Board further considered the opinion and the information pre-

! 6
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sented by its financial advisor, Morgan Stanley. See " Investment Bankers' Opinions" In addition,
Mallinckrodt's Board considered that the Merger Agreement provided Mallinckrodt's shareholders
two alternatives: (a) the Merger, in which each share of Mallinckrodt Common Stock would be
exchanged for shares of Avon Capital Stock, which the Board believes would be a tax-free reorganization
for those shareholders who would prefer tax-free treatment (because of their low tax basis or for other
reasons) and would give shareholders the opportunity for continued equity participation in the combined
enterprise; and (b) the Tender Offer at a net price of $50 per share of Mallinckrodt Common Stock,
which would provide those shareholders who would prefer to receive cash for their shares of Mallinckrodt
Common Stock an opportunity to do so (subject to proration) at a fair price for their shares.

Investment Bankers' Opinions

Euch of the Boards of Directors of Avon and Mallinckrodt requested its financial advisor to
consider the fairness of the terms of the proposed Merger Agreement to its shareholders from a financial
point of view.

BEPW advised Avon's Board of Directors on December 14, 1981 that in its opinion the terms
of the transaction as described in the Merger Agreement were fair from a financial point of view to the
shareholders of Avon. A copy of BEPW's opinion, which sets forth the factors considered, is attached
hereto as Annex 11 and should be read in its entirety.

BEPW acted as financial advisor to Avon in connection with the Tender Offer and the Merger
and assisted Avon in negotiating the terms thereof. Avon paid BEPW fees aggregating $1,000,000
for acting as financial advisor and as dealer-manager for the Tender Offer and will pay BEPW an
additional fee of $1,480,000 if Avon acquires the entire equity interest of Mallinckrodt prior to December
31,1982. Avon and Holdings have also agreed to reimburse BEPW for certain expenses and to indem-
nify it against certain liabilities.

From time to time, BEPW has provided investment banking services to Mallinckrodt on certain
public and private corporate firancing matters, including acting as managing underwriter for the
offering of the Debentures in 1675. Paine, Webber, Jackson & Curtis Incorporated, an affiliate of
BEPW, acted as a market-maker in Mallinckrodt Common Stock up to the commencement of the
Tender Offer.

Morgan Stanley advised Mallinckrodt's Board of Directors on December 15, 1981 that in its
opinion the terms of the Merger Agreement were fair and equitable to the shareholders of Mallin-
ekrodt from a financial point of view. Morgan Stanley also reviewed with the Board discussions held by
Morgan Stanley and officers of Mallinckrodt with other corporations concerning the possible acquisition
of Mallinckrodt. A copy of Morgan Stanley's opinion, which sets forth the factors considered, is
attached hereto as Annex III and should be read in its entirety.

Morgan Stanley acted as financial advisor to Mallinckrodt in connection with the Tender Offer
and the Merger and assisted Mallinckrodt in negotiating the terms thereof. Mallinckrodt has agreed to pay
Morgan Stanley a financial advisory fee of $700,000 in connection with acting as a financial advisor to
Mallinckrodt with respect to proposals by third parties to acquire Mallinckrodt. In the event a party
acquires more than 50% of the issued and outstanding shares of Mallinckrodt Common Stock,
Mallinckrodt has agreed to pay Morgan Stanley a total fee (less financial advisory fees already paid)
equal to one-half of one percent of the per share value of the consideration paid multiplied by the

: total number of issued and outstanding shares of Mallinckrodt Common Stock on the date that such party
I acquires more than 50% of the issued and outstanding shares of Mallinckrodt Common Stock regardless

of whether the remainder of the shares of Mallinckrodt Common Stock are acquired. In the event a
party acquires 50% or less of the issued and outstanding shares of Mallinckrodt Common Stock,
Mallinckrodt has agreed to pay Morgan Stanley a fee (less financial advisory fees already paid) equal
to one-half of one percent of the per share value paid for such shares multiplied by the actual number

,

of shares acquired. Mallinckrodt has also agreed to reimburse Morgan Stanley for certain expenses j
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and to indemnify it against certain liabilities. If the Merger is consummated, Mallinckrodt will pay
Morgan Stanley a fee of apprcximately $3,800,000 (less financial advisory fees already paid).

Morgan Stanley has acted and may continue to act from time to time as financial advisor to Avon
on certain corporate financing matters and in connection with acquisition studies and advice unrelated
to this transaction.

Effective Time of the Merger

if the proposals relating to the Merger are approved by the shareholders of Avon and Mallinckrodt
and if the conditions described in " Conditions to the Merger; Termination and Amendment of the Merger
Agreement" are satisfied or waived, the Merger will become edective upon the filing of articles of merger
with the Secretary of State of Missouri and the issuance by the Secretary of State of a certificate of merger.
It is presently contemplated that the effective time of the Merger will occur promptly after obtaining
the necessary approvals of the shareholders of Avon and Mallinckrodt. At the effective time of the
Merger, the separate corporate existence of Mallinckrodt will terminate and Holdings will change its
name to Mallinckrodt, Inc.

Conversion Number

At the effective time of the Merger, each outstanding share of Mallinckrodt Common Stock, except
shares owned by Holdings and shares held by Mallinckrodt shareholders who perfect their dissenters'
rights under Missouri law, will automatically be converted into the number of shares of Ason Capital
Stock (the " Conversion Number") determined by dividing $50 by the average closing price of Avon
Capital Stock (the " Average C!osing Price") on the Composite Tape for the 22 NYSE trading days
immediately preceding the third calendar day before Mallinckrodt's shareholders' meeting, but in no
event less than l A29 or more than 1.667 shares. No certificates or scrip representing fractional shares
will be issued in the Merger. There will be paid to each holder of Mallinckrodt Common Stock who
would be entitled to receive fractional shares of Avon Capital Stock an amount of cash equal to the
product of the fractional share to which such shareholder would be entitled and the Average Closing Price.

After the effective time of the Merger, a letter of transmittal containing instructions with respect to
the surrender of stock certificates previously representing shares of Mallinckrodt Common Stock will be
furnished to each former Mallinckrodt shareholder for use in exchanging his stock certificates.
From and after the efTective time of the Merger, each stock certificate formerly representing shares of
Mallinckrodt Common Stock will evidence, and will be deemed for all corporate purposes of Avon to
evidence, ownership of the number of full shares of Avon Capital Stock into which the shares of
Mallinckrodt Common Stock formerly represented thereby were converted, provided that, until such
certificates have been exchanged for Avon stock certificates, the holders thereof will not be entitled to
receive any dividends on the Avon Capital Stock issuable to them in the Merger. Dividends payable
on the Avon Capital Stock prior to the exchange of certificates by any Mallinckrodt shareholder will be
remitted to such shareholder, without interest, at the time that his certificates are surrendered for exchange.

Description of Avon Capital Stock

Avon Capital Stock (par value $.50) is the only authorized class of stock of Avon. Avon is '

authorized to issue 80.000.000 shares of Avon Capital Stock. On February 3,1982, there were
60,156,135 shares of Avon Capital Stock issued and outstanding.

|

Each share of Avon Capital Stock entitles the holder to one vote, with the right to cumulate j
votes in electing directors (i.e., a shareholder may give any nominee as many votes as is equal to the 1
number of directors to be elected multiplied by the number of shares owned by him, or may distribute I

such votes on the same principle among two or more nominees as he sees fit). All outstanding shares of )
Avon Capital Stock are, and the shares of Avon Capital Stock to be issued in the Merger when issued I

will be, fully paid and nonassessable. Avon Capital Stock has no conversion rights and is not subject to
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redemption. Dividends are payable ratably on Avon Capital Stock as and when declared by the Board of !

Directors. Upon liquidation or dissolution, the holders of Avon Capital Stock are entitled to receive
ratably any assets available for distribution. Avon shareholders have certain preemptive rights which
are governed by Section 622 of the New York Business Corporation Law (the "NYBCL"). However, |

pursuant to Section 622(e)(1) of that law, shares to be issued in a transaction such as the Merger are
,

not subject to preemptive rights.

Comparison of Rights of Holders of Mallinckrodt Common Stock
and Holders of Avon Capital Stock

Mallinckrodt is incorporated in the State of Missouri, and Avon is incorporated in the State of
New York. Shareholders of Mallinckrodt, whose rights are currently governed by Missouri law as well
as by Mallinckrodt's Restated Articles of locorporation, as amended, and By-Laws will upon consum-
mation of the . Merger become shareholders of Avon, and their rights as such will be governed by
New York law as well as by Avon's Restated Certificate of Incorporation and By-Laws. A summary of
certain significant differences between the rights of Mallinckrodt shareholders under the Missouri General -
and Business Corporation Law (the "MGBCL") and Mallinckrodt's Restated Articles of Incorporation,-
as amended, and By-Laws and those of Avon shareholders under the NYBCL and Avon's Restated
Certificate of Incorporation and By-Laws is set forth below. i

Dividends and Distributions. Under the MGBCL, the board of directors of a corporation may,
unless otherwise restricted in the articles of incorporation, pay dividends in cash, property or the cor-
potation's own shares, provided that no dividend may be declared or paid when the assets of the -

corporation are less than its stated capital or when payment thereof would reduce the net assets below
stated capital. The NYBCL provides that a corporation may, unless otherwise restricted in the certiScate
of incorporation, declare and pay dividends in cash, bonds or property except when the corporation is
insolvent or would thereby be made insolvent. The NYBCL also provides that dividends and other '

distributions may be made out of surplus only and in a manner such that the net assets of the corporation
remaining after the dividend or distribution are at least equal to the amount of its stated capital.

Voting Rights. The MGBCL provides for cumulative voting rights in elections of directors. Con-
sequently, each Mallinckrodt shareholder is entitled to as many votes as equals the number of shares
owned by him multiplied by the number of directors to be elected and may cast all of such votes for a
single director or may distribute them among two or more candidates. The NYBCL provides that the

,

certificate of incorporation may provide for cumulative voting, and Avon's Restated Certificate of In-
corporation so provides.

Pursuaat to the MGBCL and Mallinckrodt's By-Laws, Mallinckrodt's Board of Directors is divided
into three classes. The directors serve for a term of three years or until their successors have been
elected and qualified. The term of office of one class of directors expires each year. Although per- ,

mitted to do so by the NYBCL, Avon's Restated Certificate of Incorporation and By-Laws do not
provide for a classified board of directors.

Dissenters' Rights. The MGBCL provides for dissenters' rights in mergers, consolidations and sales
of all or substantially all of a corporation's assets (which sales are not sales in the ordinary course of '

business). Shareholders who comply with certain statutory procedures are entitled to have the " fair
value" of such shares judicially appraised and paid by the surviving corporation. The NYBCL also pro-
vides a shareholder who follows the statutory procedure with appraisal rights with respect to the events ,

listed above and,in addition, provides a shareholder whose shares are adversely affected with appraisal
rights with respect to any amendment to the certificate of incorporation which alters or abolishes (a) the '

preferential right of such shares having preferences, (b) any provision or right in respect of the redemption
of such shares or any sinking fund for such redemption of such shares or (c) any preemptive right to
acquire shares or other securities or which excludes or limits the right to vote on any matter.
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Preemprive Rights. Mallinckrodt's Restated Articles of incorporation, as amended, provide that its
shareholders are not entitled to preemptive rights to purchase any new or additional shares of the
corporation's stock. The NYUCL states that, unless otherwise providcd in the certificate of incorpo-
ration, shareholders of New York corporations are entitled to certain preemptive rights. Avon's Restated
Certificate of Incorporation does not limit the statutory preemptive rights of Avon shareholders. 3

Stock Exchange Listing. Avon Capital Stock is listed on the NYSE; Mallinckrodt Common Stock ,
'

is not listed on any stock exchange but is traded in the over the counter market.

The foregoing does not purport to be a complete description of the differences between the rights
of the shareholders of Mallincktodt and Avon. Such differences can be determined in full by reference
to the MGBCL, Mallinckrodt's Restated Articles of Incorporation, as amended, and By-Laws, the
NYBCL and Avon's Restated Certificate of Incorporation and Dy-Laws.

Stock Exchange Listing

Application has been made to list the shares of Avon Capital Stock to be issued in the Merger on
the NYSE. It is a condition to the obligation of Mallinckrodt to consummate the Merger that such
listing subject to official notice of issuance, on the NYSE shall have been approved.

( Resale of Shares by Mallinckrodt Affiliates

The Avon Capital Stock to be received in the Merger will be freely transferable, except that shares
received by persons who may be deemed to be "afliliates" of Mallinckrodt, es that term is defined in the
rules under the Securities Act of 1933, as amended (the "Securitics Act"), may be sold by them only in

! accordance with the provisions of Rule 145 under the Securities Act, pursuant to an effective registration
statement under the Securities Act or in transactions exempt from registration thereunder.

Rule 145 provides,in general, that the Avon Capital Stock may be sold by an affiliate of Mallinckrodt
if there is available adequate current public information with respect to Avon, and, if the affiliate has not
held the securities for at least two years, (a) the amount of securities sold within a three month period
does not exceed the gieater of (i) 1% of the outstanding shares of the Avon Capital Stock or (ii) the
average weekly trading volume in such stock, and (b) the securities are sold in " brokers' transactions"

!

{ within the meaning of Rule 144 under the Securities Act.
l

Any shareholder of Mallinckrodt who becomes an afliliate of Avon will be subject to similar restric-
tions under Rule 144 under the Securities Act.

|
Debentures and Warrants

Pursuant to the terms of the Mergei Agreement and following completion of the Tender Offer,
Mallinckrodt called all outstanding Debentures for redemption in accordance with the provisions of the
indenture relating to the Debentures.

Pursuant to the terrns of the Merger Agreement and following completion of the Tender Offer, Mallin-
ckrodt offered to purchase all then outstanding warrants to purchase shares of Mallinckrodt Common
Stock (the " Warrants") in exchange for a cash payment from Mallinckrodt to each Warrantholder equal
to the product of (a) the difference between the net exercise price per share of Mallinckrodt Common
Stock of such holder's Warrant and 550 and (b) the number of shares of Mallinckrodt Common Stock
covered by such Warrant. At the time the Merger becomes effective, Avon will assume any Warrants
that are then outstanding and each Warrantholder will be entitled 9 acquire a number of shares of
Avon Capital Stock equal to the product of the number of shares of Mallinckrodt Common Stock
covered by such Warrant immediately prior to such time and the Conversion Number, at a net exercise
price per share of Avon Capital Stock equal to the net exercise price per share of Mallinckrodt Common
Stock specified in such Warrant divided by the Conversion Number.
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Benefit Plans of Mallinekrodt

The Merger Agreement provides that either Holdings will assume all benefit plans and programs
of Mallinckrodt in effect at the effective time of the Merger, or Holdings will provide benefits at least
as favorable to employees of Mallinckrodt and its subsidiaries. The Merger Agreement further provides
that Holdings will perform each of the various employment, consulting, supplemental retirement and
termination agreements between Mallinckrodt and its employees, directors and independent contractors
and each of the indemnity agreements between Mallinckrodt and members of the committee established
under the will of Edward Mallinckrodt, Jr. in the same. manner and to the same extent that Mallinckrodt
would be required to perform them if the Merger had rot taken place. See " Directors and Management
of Mallinckrodt"

The Merger Agreement further provides that, immediately prior to the effective time of the Merger,
(a) each holder of a unit of participation in Mallinckrodt's 1978 Stock Bonus Plan (the " Bonus Plan")
will receive from Mallinckrodt a cash payment equal to the product of $50 and the number of such units
held by such holder and (b) all deferred compensation under Mallinckrodt's Additional Compensation
Plan will become immediately payable and be paid by Mallinckrodt.

Upon execution of the Merger Agreetnent by Mallinckrodt, all outstanding options granted under
Mallinckrodt's 1978 Non-Oualified Stock Option Plan (the "Mallinckrodt Option Plan") became immedi-
ately exercisable in full. Pursuant to the Merger Agreement, Mallinckrodt's Executive Compensation Com-
mittee has, subject to approval of the Merger Agreement by Mallinckrodt shareholders, (a) given all hold-
ers of options granted under the Mallinckrodt Option Plan, other than directors and officers of Mallinckrodt,
the right to have Mallinckrodt cancel any such options which would be exercisable by their terms as of the
effective time of the Merger without regard to the execution of the Merger Agreement in consideration of
a cash payment equal to (i) the difference between the exercise price per share of such options so can-
celled and $50, multiplied by (ii) the number of shares of Mallinckrodt Common Stock subject to such
options so cancelled, (b) cancelled in consideration of a cash payment as aforesaid all options held by
directors and officers of Mallinckrodt who are not members of its Operating Committee which would be
exercisable by their terms as of the effective time of the Merger without regard to the execution of the
Merger Agreement and (c) with respect to options held by members of Mallinckrodt's Operating Com-
mittee, cancelled in consideration of a cash payment as aforesaid the greater of (x) one-third of all options
held by each such member or (y) all of each such member's options that would be exercisable by their
terms as of the efIective time of the Merger without regard to the execution of the Merger Agreement.
With respect to options held by members of the Operating Committee, the options cancelled were those with
the lowest exercise prices. At the effective time of the Merger, each holder of an option not cancelled
for cash will receive in exchange therefor an immediately exercisable option to purchase a number of
shares of Avon Capital Stock equal to the product of the number of shares of Mallinckrodt Common
Stock covered by such option immediately prior to the effective time of the Merger and the Conversion
Number, at an exercise price per share of Avon Capital Stock equal to the exercise price per share of
Mallinckrodt Common Stock then speciSed in such option divided by the Conversion Number.

Federal Income Tax Consequences

The obligation of Mallinckrodt to consummate the Merger is conditioned upon the receipt of an
opinion of Messrs. Skadden, Arps, Slate, Meagher & Flam, counsel to Mallinckrodt, substantially
to the effect that the Merger (and the Merger together with the Tender Offer if the Tender Offer and
the Merger are treated as a single integrated transaction) will be treated for federal income tax purposes
as a " reorganization" within the meaning of Section 368(a) of the Code, that Avon, Holdings and
Mallinckrodt each will be a party to that reorganization and that, accordingly, for federal income
tax purposes

(a) no gain or loss will be recognized to the shareholders of Mallinckrodt who did not
exchange any of their Mallinckrodt Common Stock for cash pursuant to the Tender Offer and who
exchange all their Mallinckrodt Common Stock for Avon Capital Stock pursuant to the Merger;
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(b) assuming that the Tender Ofter and the Merger are treated as a single integrated trans-
action, no loss will be recognized to the shareholders of Mallinckrodt who exchange part of their
Mallinckrodt Common Stock for cash pursuant to the Tender O(Ter and part of their Mallinckrodt
Common Stock for Avon Capital Stock pursuant to the Merger, but gain realized on such exchanges,
if any, will be recognized to the extent of the cash received pursuant to the Tender Offer;

(c) the aggregate basis of the Avon Capital Stock received by the shareholders of Mallin-
ckrodt who did not exchange any of their Mallinckrodt Common Stock for cash pursuant to the
Tender Offer and exchange all their Mallinckrodt Common Stock for Avon Capital Stock pursuant
to the Merger will be the same as the aggregate basis of the Mallinckrodt Common Stock sur-
rendered in exchange therefor;i

(d) assuming that the Tender Offer and the Merger are treated as a single integrated trans-
action, the aggregate basis of the Avon Capital Stock received by shareholders of Mallinckrodt who
exchange part of their Mallinckrodt Common Stock for cash pursuant to the Tender Offer and
part of their Mallinckrodt Common Stock for Avon Capital Stock pursuant to the Merger will'

}
be the same as the aggregate basis of their Mallinckrodt Common Stock surrendered, decreased
by the cash received pursuant to the Tender OfIer and increased by the amount of gain, if any,'

recognized on the exchange (including any portion of such gain which is treated as a dividend); and

(c) the holding period of the Avon Capital Stock received will include the period during which
the Mallinckrodt Common Stock surrendered in exchange therefor was held, provided such Mallin-
ckrodt Common Stock was held as a capital asset on the date of the exchange.

Such opinion may provide that it is not applicable to stock acquired upon the exercise of employee
<

| stock options or otherwise as compensation or to the treatment of cash received in lieu of fractional
shares.

The obligation of Avon and Holdings to consummate the Merger is conditioned upon receipt of an
opinion of Messrs. Cravath, Swaine & Moore, special counsel to Avon, to the effect that the Merger
(and the Merger together with the Tender Offer if the Tender OfIer and the Merger are treated as a
single integrated transaction) will be treated for federal income tax purposes as a " reorganization"*

) within the meaning of Section 368(a) of the Code, and that Avon. Holdings and Mallinckrodt will cach
be a party to that reorganization.

If the value of shares of Avon Capital Stock were to decline substantially by the time the Merger
would otherwise tak.e place, it might not be possible to obtain such opinions of counsel, and thus the
Merger might not occur.

A ruling of the Internal Revenue Service concerning the tax effects of the Merger is not being sought
by Avon or Mallinckrodt.

The following discussion of federal income tax considerations of the Merger assumes that the
Merger occurs, that it will qualify as a reorganization and, as is believed likely, will be treated together

j with the Tender Offer as a single integrated transaction for federal income tax purposes.

The federalincome tax consequences to a shareholder of Mallinckrodt of the receipt of cash pur-
suant to the Tender OfIer (and pursuant to the exercise of dissenters' rights) may vary depending upon
the portion of the Mallinckrodt Common Stock actually and constructively owned by such shareholder
which is so exchanged for cash ard the portion (if any) which is exchanged for Avon Capital Stock {

1

pursuant to the Merger. These consequences are described in the paragraphs below. Under Section 318
of the Code, a shareholder may be deemed to own constructively shares owned (actually or construc~
tively) by related individuals or entities, and shares which he has the right to acquire by exercising options
(whether or not presently exercisable) or Warrants or by conversion of Debentures. Shareholders may
wish to consult their tax advisors as to the application of the constructive ownership rules to them in

their particular situations.

r
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Exchange of Mallinckrodt Common Stock for Cash Pursuant to the Tender Ofer and for Avon
Capital Stock Pursuant to the Merger. As indicated above, a shareholder who has exchanged Mallin-
ekrodt Common Stock for cash pursuant to the Tender Offer and exchanges other shares of Mallinckrodt
Common Stock actually owned by him for Avon Capital Stock pursuant to the Merger will recognize his
overall gain on such exchanges, if any is realized, to the extent of the cash he received pursuant to
the Tender Offer. Such recognized gain will be eligible for capital gain treatment (assuming the shares
of Mallinckrodt Coremon Stock are held as a capital asset by the shareholder) unless such receipt
of cash has the effect of the distribution of a dividend, as provided in Section 356 of the Code, in which
case such gain will be taxabic as ordinary income. In determining under Section 356 whether the receipt
of cash has the effect of the distribution of a dividend, the Internal Revenue Service has indicated in pub-
lished rulings that the principles applicable under Section 302 of the Code may serve as guidelines.
Under those principles, a distribution to a shareholder will not be considered to have the effect of the
distribution of a dividend if it is "substantially disproportionate" with respect to the shareholder or if it is
"not essentially equivalent to a dividend" to him.

A distribution will be "substantially disproportionate" with respect to a shareholder if (a) the
shareholder's proportionate interest in the shares of Avon Capital Stock distributed to all shareholders of
Mallinckrodt pursuant to the Merger is less than 80% of (b) the shareholder's proportionate interest in
the shares of Mallinckrodt Common Stock outstanding immediately before the purchase of shares of
Mallinckrodt Common Stock pursuant to the Tender Offer and the Stock Purchase Agreement. It is
unclear whether in applying this test for purposes of Section 356 of the Code the constructive ownership
rules of Section 318 of the Code are applicable. Mallinckrodt shareholders should be aware that because
the Tender Offer was substantially oversubscribed, resuhing in proration, it appears that a Mallinckrodt
shareholder will not be able to satisfy the "substantially disproportionate" test solely on the basis of the
portion of his shares of Mallinckrodt Common Stock which were purchased pursuant to the Tender
Offer, even if all shares owned by him were tendered.

Even though a distribution does not satisfy the "substantially disproportionate" test discussed
above,it still may be "not essentially equivalent to a dividend" to a shareholder depending upon his par-
ticular facts and circumstances. In an analogous situation, the Internal Revenue Service has ruled,
in the case of a shareholder whose proportionate stock interest was minimal and who exercised no
control over the corporation's affairs, that the "not essentially equivalent to a dividend" test was satisfied
where the shareholder experienced a small reduction in his proportionate stock ownership interest,
even though such reduction was much less than that required to qualify under the "substantially dis-
proportionate" test. It is unclear whether in applying this test for purposes of Section 356 of the Code
the constructive ownership rules of Section 318 are applicable. Mallinckrodt shareholders should
be aware that due to proration in the Tender Offer and the possibility that additional shares of Mallin-
ekrodt Common Stock may be purchased for cash from other Mallinckrodt shareholders pursuant to
the exercise of dissenters' rights in the Merger, they may not experience a reduction in their propor-
tionate stock ownership interest solely as a result of the purchase of a portion of their Ma!!inckrodt
Common Stock pursuant to the Tender Offer, even if all shares owned by them were tendered.

Mallinckrodt shareholders who participated in the Tender Offer should consult their tax advisors
as to the application of these two tests to them in their particular situations, including the possibility
of their satisfying these tests by means of a sale of some of their shares of Mallinckrodt Common Stock
prior to the Merger, and the effect on the application of these tests of the exercise of dissenters' rights |

by other Mallinckrodt shareholders.

|Sale or Exchange of All Mallinckrodt Common Stock for Cash. If some shares of Mallincktodt i

Common Stock owned by a shareholder were exchanged for cash pursuant to the Tender Offer and all
i

the remaining shares of Mallinckrodt Common Stock actually or constructively owned by him are
disposed of prior to the Merger, or pursuant to the exercise of dissenters' rights, then the gain or loss

: recognized by such shareholder with respect to his exchange of shares pursuant to the Tender Offer
will be capital gain or loss, provided that the shares were held as a capital asset. The same tax result j
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will follow if all the shares of Mallinckrodt Common Stock actually and constructively owned by a
shareholder are exchanged for cash pursuant to the exercise of dissenters' rights. However, if all the
shares of Mallinckrodt Common Stock actually owned by a shareholder are disposed of prior to the
Merger, or pursuant to the exercise of dissenters' rights, but such shareholder owns constructively shares
which are exchanged by other persons for Avon Capital Stock in the Merger, then it is the Internal
Revenue Service's position (although there is no judicial authority directly in point) that the cash received
by such shareholder pursuant to the Tender OlTer, and pursuant to the exercise of dissenters' rights, may
be taxed as a dividend (without regard to the amount of gain, if any, realized) unless one of the two tests
under Section 302 of the Code described above ("substantially disproportionate" and "not essentially
equivalent to a dividend") is met, taking into account for this purpose such shareholder's actual and
constructive ownership of Mallinckrodt Common Stock.

THE FEDERAL, INCOME TAX DISCUSSION SET FORTil ABOVE IS INCLUDED FOR
GENERAL INFORMATION ONLY. MALLINCKRODT SHAREllOLDERS ARE URGED TO |

CONSULT THEIR TAX ADVISORS TO DETERMINE TIIE PARTICULAR TAX CONSE-
QUENCES TO THEM (INCLUDING THE APPLICATION AND EFFECT OF STATE AND
LOCAL INCOME AND OTIIER TAX LAWS) IN THE EVENT SHARES OWNED BY THEM
WERE EXCHANGED FOR CASH PURSUANT TO THE TENDER OFFER OR ARE EXCHANGED
FOR AVON CAPITAL STOCK IN THE MERGER.

Operation and Management after the Merger
After the effective time of the Merger, Holdings, as the successor corporation, will be operated

as a wholly owned subsidiary of Avon, under the name Mallinckrodt, Inc., by the current officers of
Mallinckrodt. Following the effective time of the Merger, the Board of Directors of the surviving
corporation will be composed of Messrs. David W. Mitchell and William R. Chaney, Chairman of the
Board and Chief Executive Officer, and President, respectively, of Avon, and Mr. Raymond F. Bentele,
President and Chief Executive Officer of Mallinckrodt. It is Avon's intention that, following the Merger,
Messrs. Harold E. Thayer and Raymond F. Bentele of Mallinckrodt will join the Board of Directors of
Avon and Mr. Bentele will be elected an Executive Vice President of Avon and will join its Office of the

Chairman.

Conditions to the Merger; Termination and Amendment of the Merger Agreement
in addition to the approval of the proposals relating to the Merger by the shareholders of Avon

and Mallinckrodt and receipt of the tax opinions discussed under " Federal Income Tax Consequences",
the consummation of the Merger is subject to a number of conditions (which may be waived by the
company entitled to the benefit thereof), including (a) the absence of a preliminary or permanent
injunction or other order by any federal or state court which prevents the consummation of the Merger,
(b) the accuracy in all material respects of the representations and warranties made in the Merger
Agreement, (c) the performance of the agreements and covenants contained in the Merger Agreement,
(d) the continued eficctiveness of the Registration Statements relating to the shares of Avon Capital
Stock issuable pursuant to the Merger and the shares of Avon Capital Stock issuable by Avon to
employees of Mallinckrodt who receive options to purchase Avon Capital Stock in accordance with the
terms of the Merger Agreement and, in the case of Mallinckrodt, (e) the approval for listing, subject
to official notice of issuance, on the NYSE of the shares of Avon Capital Stock to be issued pursuant to
the Merger.

The Merger Agreement may be terminated and the Merger abandoned (a) at any time by the
mutual consent of Avon and Mallinckrodt or (b) by Avon or Mallinckrodt if the Merger has not i

become effective on or prior to December 31,1982.

The Merger Agreement may be amended by Avon, Holdings and Mallinckrodt by action taken
by their respective Boards of Directors (or, in the case of Mallinckrodt, by its Executive Committee)
at any time before or after the approval of the proposals relating to the Merger by the shareholders of+
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Avon or Mallinckrodt. After shareholder approval, no amendment may be made which changes the
Conversion Number or which in any way adversely atTects the rights of such shareholders without further
approval of such shareholders.

Governmental and Regulatory Approvals

Certain Foreign Takeover Statutes. Mallinckrodt has three wholly owned Canadian subsidiaries
which conduct operations in Canada. The Foreign Investment Review Act of Canada ("FIRA")
requires that notice of acquisition of " control" of a " Canadian business enterprise" by a corporation
which is not controlled by Canadian residents be furnished to the Canadian Foreign Investment Review
Agency (the " Agency") and that such acquisition be reviewed by the Minister (as defined in FIRA)
and be approved by the Governor in Council as being or likely to be "of significant benefit to Canada".
Avon intends to file such notice, but does not anticipate receiving such approval prior to the consumma-

;

tion of the Merger. If such acquisition should not be approved by .the Governor in Council, the i

Minister could request a Canadian court to issue an order rendering nugatory the acquisition of " con-
trol" by Avon of Mallinckrodt's Canadian subsidiaries. Such an order could contain any provision
which,in the opinion of the court, is necessary under the circumstances, possibly including the revocation
or suspension of voting rights of Holdings with respect to its stock interest in its Canadian subsidiaries,
and the sale or other disposition of such stock interest, on such terms and conditions as the court
deems just and reasonable. If Holdings were required to dispose of such stock interest, it would not, in
the opinion of Mallinckrodt, be material to the operations of Holdings. |

Mallinckrodt conducts operations in the Federal Republic of Germany. West German regulations
require that Avon and Mallinckrodt file premerger reports with the federal Cartel Office and satisfy
certain waiting period requirements prior to consummation of the Merger. Avon and Mallinckrodt
intend to file such reports in time to permit review prior to consummation and do not expect the Cartel
Office to object to the Merger.

Certain other subsidiaries and joint ventures of Mallinckrodt are located in countries with foreign
investment or antitrust laws which require notice to, and in some cases approval by, relevant foreign
regulatory authorities. Avon, Holdings and Mallinckrodt intend to give such notices and intend to
request such approvals where necessary.

Neither Avon nor Mallinckrodt can give any assurance that 'l foreign regulatory approvals
required to be obtained prior to the Merger will have been obtained b) L effective time of the Merger.
Receipt of such governmental approvals is not, however, a condition to the consummation of the
Merger, and, in the opinion of Mallinckrodt, failure to receive such approvals would not, individually
or in the aggregate, have a material adverse effect on Holdings and its subsidiaries taken as a whole.

Regulatory Matters. Mallinckrodt conducts certain of its operations in accordance with licenses,
registrations, permits or other authorizations granted by various federal, state and foreign regulatory agen-
cies. The transfer of such authorizations pursuant to the Merger may require Avon, Holdings and/or
Mallinckrodt to notify or obtain the consent of a number of such agencies. The United States Nuclear
Regulatory Commission and the United States Drug Enforcement Agency have already advised Mallin-
ckrodt that it need not obtain their consent in connection with the Merger. Although Avon, Holdings and
Mallinckrodt intend to give all necessary notices and request all necessary approvals, there can be no
assurance that all such approvals will be obtained by the effective time of the Merger. Receipt of such
regulatory approvals is not a condition to the consummation of the Merger and, in the opinion of
Mallinckrodt, failure to receive such approvals would not, individually or in the aggregate, have a
material adverse eficct on Holdings and its subsidiaries taken as a whole.

Antitrust Matters
On December 16, 1981, both Avon and Mallinckrodt filed Notification and Report Fonns with

respect to the Merger with the Antitrust Division of the Department of Justice (the " Antitrust Division")
and the Federal Trade Commission (the "FTC") for review pursuant to the Hart-Scott-Rodino Antitrust

15
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The waiting period applicable to the Merger under the
Improvements Act of 1976 (the "HSR Act").Neither Avon nor Mallinckrodt believes that the Merger15, 1982.HSR Act expired on January
will violate the antitrust laws of the United States; however, at any time before or after the con-
summation of the Merger, the Antitrust Division or the FTC or some other person could seek to enjoin

There can be no assurance that such challenge,
or restrain the Merger on antitrust or other grounds.
or any additional challenge, if made, will not be successful.

Dissenting Shareholders of Mallinckrodt and Avon

Mal |inckrodt Shareholders |
Mallinckrodt shareholders who object to the Merger and who have not voted in favor of approval351.455 of the MGBCL, as an j!

of the Merger Agreernent are entitled under the provisions of Section
alternative to receiving Avon Capital Stock in the Merger, to receive a cash payment from Holdings,

The " fair value" of such
equal to the " fair value" of their shares of Mallinckrodt Common Stock.
sh5tres, if not agreed upon by the dissenting shareholder and Holdings, may be judicially determined
as of the day prior to the date that Mallinckrodt shareholders vote to approve the Merger Agreement.
The following is a summary of the statutory procedures that must be followed in order validly to |

;

,

'

exercise the right to a judicial appraisal. The summary is qualified in its entirety by reference toSee " Federal
Section 351.455, which is printed in full as Annex IV to this Joint Proxy Statement.tax consequences to

f
Income Tax Consequences" for information regarding the federal income
Mallinckrodt shareholders who exercise their dissenters' rights.4

To exercise dissenters' rights, a shareholder must file with Mallinckrodt before or at tha Mallinckrodt
The written objection should be addressed to

meeting written objection to the Merger Agreement.
Mallinckrodt at 675 McDonneil Boulevard, P.O. Box 5840, St. Louis, Missouri 63134, Attention:

;

The return of a proxy with instmetions to vote the shares represented thereby!

Raymond M. Asher.
aga'ast approval of the Merger Agreement will not by itself satisfy the requirements of a written
objection.

Shares of Mallinckrodt Common Stock for which dissenters' rights are sought must not be voted in
The submission of a signed blank proxy, unless revoked

'avor of approval of the Merger Agreement.
prior to the vote at the Mallinckrodt meeting, will serve to waive a shareholder's dissenters' rights, since

t
such proxy will be voted in favor of approval of the Merger Agreement.

!, In addition, within 20 days after the effective time of the Merger, a Mallinckrodt shareholder who
wishes to exercise his dissenters' rights must file with Holdings (which would then be named Mallinckrodt,L

The letter of transmittal, describedg Inc.) written demand for payment of the " fair value" of such shares.

f
under " Conversion Number", to be furnished to former shareholders of Mallinckrodt will be the onlyy

The written demand should be mailed to Mallinckrodt,
notification of the etiective time of the Merger.
Inc. at 675 McDonnell Boulevard, P.O. Box 5840, St. Louis, Missouri 63134, Attention: Raymond M.j

4
Asher.

If Holdings and any dissenting shareholder fail to agree upon the price to be paid for his shares
within the period of 30 days after the effective time of the Merger, then, within 60 days after the expira-
tion of such 30 day period, such dissenting shareholder may institute a special proceeding in a coitrt of
competent jurisdiction within the City of St. Louis, Missouri for a determination of the rights of theIf no such proceeding is instituted
dissenting shareholder and to fix the " fair value" of his shares.3

L
within such 60 day period, all appraisal rights will be lost.

Any judicial determination of the " fair value" of the shares of Mallinckrodt Common Stock could be
based on numerous considerations including, but not limited to, the market value of the Mallinckrodt
Common Stock and the asset values and earnings capacity of Mallinckrodt, Such appraisal may be
greater than, the same as or less than the value of the Avon Capital Stock that Mallinckrodt shareholders

The final court order would include an allowance for
'

will be entitled to receive pursuant to the Merger.
interest at the rate provided by Missourilaw (currently 9%) payable from the day prior to the date on
which the Mallinckrodt shareholders voted to approve the Merger Agreement.

16
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The foregoing summary is not intended to set forth all of the procedures relating to appraisal
rights under Section 351.455 of the MGBCL. Mallinckrodt shareholders are referred to the text of that
Section set forth in Annex IV to this Joint Proxy Statement.

! IN VIEW OF THE COMPLEXITY OF TIIESE PROVISIONS OF MISSOURI LAW, MALLIN-
CKRODT SHAREHOLDERS WlIO ARE CONSIDERING DISSENTING FROM TIIE MERGER
SHOULD CONSULT TIIEIR LEGAL ADVISORS.

Avon Shareholder.r

Avon shareholders have no dissenters' or appraisal rights in connection with the Merger.

Litigation
,

On January 13, 1982, an action was filed in United States District Court for the Eastern District
of Missouri naming Avon, Holdings, Mallinckrodt, Mallinckrodt's then directors and one former
director as defendants. According to the complaint, the plaintiff is the owner of 150 shares of
Mallinckrodt Common Stock and seeks to have the action certified as a class action on behalf of all
persons who owned shares of Mallinckrodt Common Stock on December 16, 1981. The complaint
alleges that the defendants have violated federal securities laws and Missouri law in connection with
the Tender Offer, the Merger, the Stock Purchase Agreement and the Option and seeks injunctive relief,
rescission and damages. Avon and Holdings have filed answers denying all material allegations of the
complaint. Mallinckrodt has not yet filed its answer to the complaint. In the opinion of Avon and
Mallinckrodt, the lawsuit is unsupported by fact and totally without merit.

MARKET PRICES OF AND DIVIDENDS ON
AVON CAPITAL STOCK AND MALLINCKRODT COMMON STOCK

Market Prices

Avon Capital Stock is listed on the NYSE. Mallinckrodt Common Stock is traded in the over the
counter market. The following table sets forth the high and low sale prices for Avon Capital Stock,
as reported on the Composite Tape for issues listed on the NYSE, and the high and low bid and asked
prices for Mallinckrodt Common Stock as reported on the National Association of Securities Dealers Auto-
mated Quotation System ("NASDAQ") for the calendar periods indicated, as reported in published
financial sources. The prices for Mallinckrodt Common Stock have been adjusted to reflect a three-
for-two stock split distributed in May 1981.

Avon Mallinckrodt
Capital Stock Common Stock

Bld Asked
High Iew Hith Low High Low

1980
First Quarter $40% $31% $21 $162 $212 $17%
Second Quarter 387/8 32 % 232 17 24 18

Third Quarter 40 % 34 % 302 22 302 23
Fourth Quarter 38 % 32 % 37 272 37 272

1981

First Quarter 39 % 32 % 362 31 362 312

Second Quarter 42 % 37 39 % 31 % 40 312.

Third Quarter 38% 32 % 39 % 31 % 39 % 31 %

Fourth Quarter 35 % 29 % 48 % 35 % 49 35 %

1982
,

,

First Quarter (through
February 8, 1982) 30 % 26M 47 % 44 % 47 % 44 %

On February 8,1982, the closing price of Avon Capital Stock on the Composite Tape for the
,

NYSE was $27 per share, and the closing bid and asked prices for Mallinckrodt Common Stock |

as reported by NASDAQ were $44% and $44% per share, respectively. On December 11, 1981, i
|
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the last full trading day for Avon Capital Stock and Mallinckrodt Common Stock prior to the com-
mencement of the Tender OfIer, the closing price of Avon Capital Stock on the Composite Tape for the
NYSE was $31% per share and the closing bid and asked prices of Mallinckrodt Common Stock as
reported by NASDAQ were $43% and $43% per share, respectively. Shareholders are urged to obtain ,j

current market quotations.

Dividends
For the years ended December 31,1979,1980 and 1981, Avon paid cash dividends on Avon

'
Capital Stock aggregating $2.75, $2.95 and $3.00 per share, respectively. At its regular meeting on
February 4,1982, Avon's Board of Directors declared a quarterly dividend of S.75 per share of Avon
Capital Stock payable March 1,1982 to shareholders of record on February 16, 1982. Mallinckrodt
shareholders will not be entitled to receive this dividend.

For the years ended December 31,1979,1980 and 1981, Mallinckrodt paid cash dividends on
,

| Mallinckrodt Common Stock aggregating S.70, S.83% and $.98% per share, respectively, as adjusted

{
to retlect a three-for-two stock split distributed in May 1981. At its regular meeting on February 9,1982,

1 Mallinckrodt's Board of Directors determined not to declare a dividend for the first quarter of 1982
at this time. It is not expected that any such dividend will be declared by Mallinckrodt for the first
quarter of 1982 if the Merger occurs during such period.

See also " Comparative Per Share Data"

COMPARATIVE PER SIIARE DATA

The following tabulation sets forth for the periods and dates indicated the historical earnings, book
voluc and cash dividends per share of Avon Capital Stock and Mallinckrodt Common Stock as well as
the related pro forma combined earnings, book value and cash dividends per share of Avon Capital
Stock after giving effect to the purchase of 7,334,007 shares of Mallinckrodt Common Stock for $50
per share in cash pursuant to the Tender Offer and the Stock Purchase Agreement and the exchange of the

| remaining Mallinckrodt shares for 12,895,794 shares of Avon Capital Stock pursuant to the Merger,
| based on the number of Mallinckrodt shares outstanding on January 7,1982 and the assumptions set

forth in Note 5 under " Summary of Capitalization" The pro forma calculations presented here are i

shown for comparative purposes only, and it should be noted that if the Merger is consummated, f
Avon's financial statements would reflect the effects of the acquisition of Mallinckrodt only from the
date such acquisition occurs. The comparative data are based upon the historical and pro forma
combined financial statements of Avon and Mallinckrodt appearing elsewhere in this Joint Proxy

|
Statement and should be read in conjunction with those financial statements and the related notes.

' Nine Months Ended Year EndedSeptember 30, Decernber 31,
1981 1980 1980

(Unaudited)
i HisTcRICAL-AvoN
| Net earnings . $ 2.17 $ 2.22 S 4.01

. .. .

| Book value (at end of period) 15.24 14.28 15.32
. .

. . .. . . . 2.25 2.20 2.95Cash dividends
| HISTORICAL-MALLINCKRoDTg 2.08 1.87* 2.55*Net earnings-primary . . . . .

19.32 17.49* 17.94*Book value (at end of period) . . . .
,

| Cash dividends . .73 % .60* .83% *. ...

3

pro FORMA-AvoN AND MALLINCKRoDT (Unaudited)
Net earnings 1.78 1.79 3.26

. ... . .. ...
;
i Book value (at end of period) . , 17.84..

2.25 2.20 2.95Cash dividends . . ..

* Restated to reflect three-for-two stock split distributed in May 1981.
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Avon's sales and earnings have a marked seasonal pattern characteristic of many companies in the
cosmetics, fragrances and toiletries industry, as well as the jewelry industry. Heavy Christmas sales

, cause a sales peak in the fourth quarter of the year. Over the past five years, fourth quarter net sales
! have averaged approximately 35% of full-year net sales, and fourth quarter net earnings have averaged

approximately 45% of full-year net earnings.

SUMMARY OF CAPITALIZATION
The capitalization of Avon and Mallinckrodt and their respective consolidated subsidiaries at

September 30, 1981, and the pro forma combined capitalization of Avon and its consolidated sub-
sidiaries after giving eHect to the purchase of 7,334,007 shares of Mallinckrodt Common Stock for $50
per share in cash pursuant to the Tender Offer and the Stock Purchase Agreement and the exchange
of the remaining Mallinckrodt shares for 12,895,794 shares of Avon Capital Stock pursuant to the
Merger, based on the number of Mallinckrodt shares outstanding on January 7,1982 (see Note 5), are
as follows (in millions):

Pro Forma
Combined-

Pro Forma Avon and
Avon Mallinckrodt Adjustments Mallinckrodt

) Short-term debt (including current portion of
long-term debt)(1) S 81.7 $ 4.9 $ 86.6.

Long-term debt (1)

5% % Convertible Subordinated Debentures
due 2000(2) $ $ 28.6 $(28.6) $. . .

| Industrial Building Revenue Bonds due 2001
i Series 1977A 6% % 1.0 1.0.

| Series 1977B 8% % 5.0 5.0
Others due in installments through 1994 2.4 6.2 8.6
Note payable due January 1984(3) . 300.0 300.0

| 2.4 40.8 271.4 314.6
Shareholders' equity

Capital stock, par value $.50
Authorized 80,000,000 shares

Outstanding 60,154,424 shares (4)

Pro forma outstanding 73,050,218
shares (4)(5) 30.1 6.4 36.5

| Common stock, par value $1.00
Authorized 30,000,000 shares

Outstanding 14,200,087 shares (5) 14.2 (14.2)
Capital surplus (5) 59.2 35.1 345.3 439.6

| Retained earnings (5) 827.2 225.1 (225.1) 827.2

| Shareholders' equity 916.5 274.4 112.4 1,303.3

Totallong-term debt and shareholders' equity $918.9 $315.2 $383.8 $ 1,617.9

(1) Substantia!!y all short-term and long-term debt of Avon and substantially all short-term debt
of Mallinckrodt is debt of subsidiaries guaranteed by Avon and Mallinckrodt, respectively. Substantially
all short-term debt of Avon and Mallinckrodt is debt of foreign subsidiaries payable to banks in foreign
currencies and is translated into U.S. dollar equivalents at current rates at September 30,1981.

,

(2) On January 19, 1982, Mallinckrodt called for redemption all outstanding Debentures. )
(3) Avon incurred additional debt in connection with the purchase of Mallinckrodt Common j

Stock pursuant to the Tender Offer and the Stock Purchase Agreement. j

(Footnotes continued on following page)
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(4) Avon has reserved 1,194,705 authorized and unissued shares of Avon Capital Stock for
issuance under its 1970 Stock Option Incentive Plan (the "Avon Option Plan"). At the effective time of
the Merger, each holder of an option to purchase shares of Mallinckrodt Common Stock granted under
the Mallinckrodt Option Plan will receive in exchange an immediately exercisable option to purchase a
number of shares of Avon Capital Stock equal to the product of the number of shares of Mallinckrodt
Common Stock covered by such option immediately prior to the effective time of the Merger and the
Conversion Number.

(5) Elimination of Mallinckrodt's shareholders' equity and assumed issuance of 12,895,79414,967,070 sharesshares of Avon Capital Stock at an assumed value of $30 per share, based on the
of Mallinckrodt Common Stock outstanding on January 7,1982 and assuming the issuance of 102,866principaladditional shares of Mallinckrodt Common Stock upon the conversion of the $3,416,000
amount of Debentures outstanding on January 7,1982. The computation further assumes that
(i) Warrants to purchase 237,971 shares of Mallinckrodt Common Stock outstanding immediately
prior to the efIecuve time of the Merger will be purchased by Mallinckrodt for cash, (ii) options to

142,696 shares of Mallinckrodt Common Stock outstanding imrnediately prior to the effectivepurchase
time of the Merger will be cancelled for cash, and (iii) the remaining options to purchase 220,330 shares
of Mallinckrodt Common Stock will be exchanged for options to purchase a maximum of 367,290
shares of Avon Capital Stock.

(6) See Commitment Note of "Avon Products, Inc. and Subsidiaries-Notes to Consolidated
Financial Statements" for information regarding long-term lease obligations and other commitments.
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PRO FORMA CONDENSED COSIBINED STATEMENT OF FINANCIAL CONDITION AND
PRO FORMA CONDENSED COSIBINED STATEMENT OF EARNINGS-(Unaudited)
The following unaudited pro forma condensed combined statement of financial condition as of

i

September 30, 1981 and the unaudited pro forma condensed combined statements of carnings |
for the nine months ended September 30,1981 and 1980 and the year ended December 31, 1980
give effect to the purchase of 7,334,007 shares of Mallinckrodt Common Stock for $50 per share in
cash pursuant to the Tender Offer and the Stock Purchase Agreement and the exchange of the remaining
Mallinckrodt shares for 12,895,794 shares of Avon Capital Stock' pursuant to the Merger, based 'on the
number of Mallinckrodt shares outstanding on January 7,1982 and the assumptions set forth in Note 5
under " Summary of Capitalization". The pro forma combination with Mallinckrodt has been prepared i

based on purchase- accounting. These pro forma statements do not purport to be indicative of the
results which would actually have been obtained if the combination had been in effect on the dates |

indicated or which may be obtained in.the future. '

These pro forma statements have been prepared by Avon based upon assumptions deemed proper
by it. The pro forma calculations presented here are shown for comparative purposes only, and it ,

should be noted that if the Merger is consummated, Avon's financial statements would reflect the effects- '

of the acquisition of Mallinckrodt only from the date such acquisition occurs. The statements are based
upon the historical financial statements of Avon and Mallinckrodt appearing elsewhere in this Joint Proxy
Statement and should be read in conjunction with those financial statements and the related notes.

PRO FORMA CONDENSED CO3fBINED STATEMENT OF FINANCIAL CONDITION
SEPTEMBER 30, 1981

(In Millions)
Assets

Pro Forma
Cornbined- t

Pro Fonna Avon and
Avon Mallinckrodt Adiustments Mallinckrodt ~

Current assets
Cash and short-term investments. . $ 133.9 5 14.4 $(83.1)(1) S 65.2
Accounts receivable-net . 230.6 78.4 309.0..

Inventories-net . . 449.8 93.8 543.6.. .... . .

Prepaid expenses . . . . . . . . . . . 117.0 6.7 123.7

Total current assets . . . . 931.3 193.3 (83.1) 1,041.5...

515.7 162.9 678.6Property-net . . .. . .....

Goodwill and other assets 57.9 35.0 458.1 (2) 551.0. .

$1,504.9 $391.2 $375.0 $2.271.1

'" " * **
Current liabilities

S 81.7 S 4.9 $ $ 86.6Notes payable ...... .......

Accounts payable and accrued
expenses 220.0 41.8' 261.8 -.... .

Retail sales and other taxes -78.5 .7 79.2. .

Taxes on earnings . 97.4 9.9 '107.3. ..... .

Total current liabilities 477.6 57.3 534.9.

. Long-term debt 2.4 40.8 271.4 (3) 314.6. .. ... ..

Other liabilities . . . 49.8 5.3 4.6 (4) 59.7.... .....

Deferred income taxes 58.6 13.4 (13.4)(5) 58.6. ... .

Shareholders' equity . . 916.5 274.4 112.4 (6) 1,303.3... ..

|$1,504.9 5391.2 $375.0 $2,271.1 -

(See notes on following page)
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NOTES TO PRO FORMA CONDENSED COMBINED STATEMENT OF FINANCIAL CONDITION

The pro forma adjustments to the pro forma condensed combined statement of financial condition j,
are based on estimated values as of September 30, 1981, and the actual adjustments may differ I

substantially as a result of changes in such values between September 30, 1981 and the date of the
Merger. An explanation of the estimated pro forma adjustments required to record the acquisition
as if it had been consummated on September 30,1981 follows: )

(1) To record cash disbursed by Avon for the purchase of shares of Mallinckrodt Common ;

Stock pursuant to the Tender Offer and the Stock Purchase Agreement and by Mallinckrodt to ,

effect the purchase of Warrants, cancellation of certain stock options and termination of the j
Bonus Plan. !

3

(2) To record cost in excess of assets acquired. No determination has been made regarding
allocation of the purchase price to the assets of Mallinckrodt.

(3) To record the borrowing by Avon under a. revolving credit agreement of $300,000,000
to consummate the Tender Offer and the Stock Purchase Agreement and to record Mallinckrodt's
call for redemption of the Debentures.

(4) To record deferred compensation resulting from the exchange of Mallinckrodt stock
options for Avon stock options.

(5) To eliminate Mallinckrodt's deferred income taxes.

(6) To eliminate Mallinckrodt's shareholders' equity and record the issuance of 12,895,794'

shares of Avon Capital Stock at an assumed value of $30 per share to effect the Merger. See ,

!Note 5 under " Summary of Capitalization"
|
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PRO FOR31A CONDENSED CO.\!BINED STATDfENT OF EARNINGS

(In Stillions, Except Per Share Amounts)

NINE 3!0NTus ENDEP SEPTEMBEa 30, 1981
,

l

Pro Forma
Combined-.

Pro Forma Avon and
Avon 31allinckrodt Adjustments 5fallinckrodt

Net sales

United States S 959.9 $330.3 $ $1,290.2.

International 826.2 40.4 866.6
1,786.1 370.7 2,156.8

Cost of goods sold 710.7 232.0 942.7
Gross profit . 1,075.4 138.7 1,214.1.

Marketing, distribution and
administrative expenses 865.8 83.7 8.6 (1) 958.1

Operating profit 209.6 55.0 (8.6) 256.0
Interest income 36.9 1.6 (8.6)(2) 29.9.

Other income (deductions)-net 14.5 (1.9) (30.6)(3) (18.0)
Earnings before taxes 261.0 54.7 (47.8 ) 267.9.

Taxes on earnings 130.5 25.2 (18.0)(4) 137.7.

Net earnings 5 130.5 $ 29.5 $(29.8) $ 130.2

Per share

Net earnings $2.17 $1.78(5)
Book value (at end of period) $15.24 $17.84

Average shares outstanding 60.15 73.05. .

NINE 310NTHS ENDED SFPTEMBEn 30, 1980

Net sales

United States S 888.7 $294.3 $ $1,183.0. .

International 813.0 34.5 847.5.

1,701.7 328.8 2,030.5
Cost of goods sold 638.9 204.2 843.1,.

1,062.8 124.6 1,187.4Gross profit . . . .

Marketing, distribution and
I administrative expenses 823.1 74.6 8.6 (1) 906.3.

Operating profit 239.7 50.0 (8.6) 281.1. . ...

Interest income 28.2 1.8 (7.5)(2) 22.5.. . ...

Other income (deductions)-net (2.9) (2.3) (30.6)(3) (35.8)
Earnings before taxes 265.0 49.5 (46.7) 267.8..

Taxes on earnings 131.2 23.1 (17.6)(4) 136.7......

Net earnings 5 133.8 $ 26.4 $(29.1 ) $ 131.1

Net earnings per share $2.22 $1.79(5).

Average shares outstanding 60.15 73.05

(continued on following page)
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PRO FOR3f A CONDENSED CO3tBINED STATE 3fENT OF EARNLNCS
(In Stillions, Except Per Share Amounts)

YEAR Enoso DEtzMarn 31, 1980
7 Pro Forma
| Combined---

Pro Forma Avon ansi

Avon 31allinckrodt Adjustments Stallinckrodt

Net sales

United States $1,332.1 5394.7 $ 51,726.8
. . . .....

International 1,237.0 47.1 1,284,1
... ...

2,569.1 441.8 3,010.9

Cost of goods sold . . . . . . . . . . 959.9 274.3 1,234.2
.

Gross profit 1,609.2 167.5 1,776.7,

.... ..... ... .

Marketing, distribution and
administrative expenses 1,169.4 100.3 11.5 (1) 1,281.2

.. .

; 439.8 67.2 (11.5) 495.5
' Operating profit . . . . .

Interest income . 39.8 2.1 (9.8)(2) 32.1
. .. .. .

Other income (deductions)-net (7.3) (2.9) (40.9)(3) (51.1)
.

. . . 472.3 66.4 (62.2) 476.5
Earnings before taxes . .

| Taxes on earnings . 231.0 30.4 (23.3)(4) 238.1
.. . . .

Net earnings 5 241.3 5 36.0 $(38.9) $ 238.4
. .

Net earnings per share $4.01 $3.26(5)
.

Average shares outstanding 60.15 73.05

NOTES TO PRO FOR31A CONDENSED CONtillNED STATE >IENT OF EARNINGSl'

The pro forma adjustments are based in part on the estimated effect on the pro forma condensed
combined statement of earnings of the pro forma condensed combined statement of financial condition
adjustments. The actual adjustments to the statement of earnings may differ substantially because of
changes in the statement of financial condition adjustments and other assumptions on which the

,

pro forma condensed combined statement of earnings adjustments are based. The following explanation
of estimated pro forma adjustments assumes that the Merger was consummated on January 1 of each of

.

the periods presented.
(1) To record amortization of cost in excess of net assets acquired over 40 years on a straight-j

j line basis.
(2) To record reduction of interest income resulting from the reduction of short-term*

investments in connection with the purchase of shares of Mallinckrodt Common Stock for cash
pursuant to the Tender Offer and the Stock Purchase Agreement.

(3) To record interest expense on borrowings of $300,000,000 at an assumed interest rate
of 14% % and the reduction of interest expense resulting from Mallinckrodt's call for redemption

} of the Debentures.
(4) To record the estimated reduction of taxes on earnings associated with the additional

| interest expense and the reduced interest income incurred as a result of the purchase of shares ofj
Mallinckrodt Common Stock pursuant to the Tender Offer and the Stock Purchase Agreement,
partly offset by the reduced interest expense resulting from Mallinckrodt's call for redemption of
the Debentures.

(5) Pro forma earnings per share of Avon Capital Stock are based on the average number ofSee Note 5 under " Summary ofshares assumed to be outstanding during each period presented.
Shares issuable upon the exercise of stock options are excluded from the averageCapitaEzation"

number of shares because their inclusion would not reduce pro forma earnings per share for any of
the periods presented.
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IIISTORICAL SUMMARY OF EARNINGS
Avon

The following consolidated summary of earnings for the five years ended December 31,1980 has
been derived from financial statements examined by Main IIurdman, independent accountants. Data
for the nine months ended September 30,1981 and 1980 are unaudited but, in the opinion of Avon,
include all adjustments necessary for a fair statement of the results of the periods indicated.

This summary should be read in conjunction with the Avon financial statements and notes thereto
appearing elsewhere herein.

Nine Months Ended
September 30 Year Ended December 31.

1981 1980 1980 1979 1978 1977 1976

(Unaudited)
(la Millions, Except Per Share Amounts)

Net sales
United States S 959.9 $ 888.7 $1.332.1 $ 1,326.5 $1,233.0 $1,019.4 $ 865.1
International 826.2 813.0 1.237.0 1,051.0 853.3 689.3 617.1.

1,786.1 1,701.7 2,569.1 2.377.5 2,086.3 1,708.7 1,482.2

Cost of goods sold 710.7 638.9 959.9 899.7 759.1 619.7 544.4
Marketing, distribution and adminis.

trative expenses . 865.8 823.1 1,169.4 1,034.8 880.4 718.8 617.1
Interest income . . 36.9 28.2 39.8 34.3 29.9 22.0 20.3
Other income (deductions)--net 14.5 (2.9) (7.3 ) 2.9 (8.5) (2.5) 5.0
Taxes on earnings 130.5 131.2 231.0 229.5 234.6 194.2 174.6.

Net earnings $ 130.5 $ 133.8 $ 241.3 $ 250.7 $ 233.6 $ 195.5 $ 171.4.

Per share
Net earnings (1) $ 2.17 .$ 2.22 $ 4.01 $ 4.17 $ 3.89 $ 3.26 $ 2.86
Book value (at end of period) . $ 15.24
Cash dividends $ 2.25 $ 2.20 $ 2.95 $ 2.75 $ 2.55 $ 2.20 $ 1.80.

Average shares outstanding 60,15 60.15 60.15 60.14 60,11 60.02 59.99

(1) Net earnings per share of Avon Capital Stock are based on the average number of shares out-
standing during each year. Shares issuable upon the exercise of stock options are excluded from the
average number of shares because their inclusion would not reduce net earnings per share for any of the
above years.

The following is a summary of Avon's consolidated operating results for the years ended Decem-
ber 31,1981 and 1980.

Year Ended
December 31,

1981 1980

(In Millions,
Except Per Share Amounts)

Net sales $2,613.8 $2,569.1
. . .

Taxes on earnings . 225.8 230.3
219.9 242.1 )Net earnings . . . . .

'

Net earnings per share . . . . . . 3.66 4.02.

The foregoing summary includes the effect of adopting Statement of Financial Accounting
Standards No. 52, Foreign Currency Translation.. The results for the year ended December 31, 1980
appearing elsewhere in this Joint Proxy Statement have not been restated to reflect this change.

Mallinckrodt
The following consolidated summary of earnings for the five years ended December 31,1980 has

been derived from financial statements examined by Price Waterhouse, independent accountants. Data
for the nine months ended September 30,1981 and 1980 are unaudited but, in the opinion of Mallin-
ckrodt, include all adjusttnents necessary for a fair statement of the results of the periods indicated.
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This summary should be read in conjunction with the Mallinckrodt financial statements and notes
thereto appearing elsewhere herein.

Nine Months Ended
September 30. Year Ended December 31,

1981 1980 1980 1979 1978 1977 1976

| (Unsudited)
(In Millions, Except Per Share Amounts)'

Net sales . . $370.7 $328.8 $441.8 $392.5 $ 352.6 $309.9 $266.0. .

Gross profit 138.7 124.6 167.5 144.3 126.0 110.7 98.1.... .. .. ...

2.4 2.3 3.1 3.6 3.4 2.7 2.1Interest expense
Income taxes 25.2 23.1 30.4 27.6 23.9 22.4 19.9
Income from continuing operations 29.5 26.4 36.0 31.9 26.9 25.6 22.6
Net income $ 29.5 $ 26.4 5 36.0 $ 41.1 $ 28.8 $ 27.2 $ 24.2
Earnings per share from continuing

3

operations
Primary 5 2.08 3 1.87* $ 2.55 * $ 2.27* $ 1.9 t * $ 1.81* $ 1.63*..... . . .... ..

Fully diluted 1.97 1.79* 2.44* 2.18* 1.85* 1.76* 1.56'
Earnings per share-net income

Primary $ 2.08 $ 1.87* $ 2.55* $ 2.91* $ 2.05 * $ 1.93* $ 1.75*..... .. .........

Fully diluted 1.97 1.79* 2.44* 2.78* 1.97* 1.87* 1.67*
Book value per share . S t9.32........

Cash dividends per common share $ .73% $ .60* $ .8 3 % * $ .70* $ .60* $ .50* $ .3 6% *'

Average shares outstanding 14.18 14.11* 14.12* 14.10* 14.09* 14.09* 13.84*

| * Restated to reflect three-for-two stock split distributed in May 19J1.
1

The following is a summary of Mallinckrodt's consolidated operating results for the years ended
December 31,1981 and 1980.

3
Year Endedj

December 31.

198t 1980

(In Millions.
Except Per Share Amounts)

Net sales . . $494.4 $441.8.

Income before income taxes 72.2 66.4
Net income ... 39.7 36.0
Primary earnings per share . . 2.79 2.55
Fully diluted earnings per share 2.63 2.44

The foregoing summary includes certain non-recurring expenses associated with investment banking
and legal services that were charged against income, primarily in the fourth quarter of 1981. Such

g charges approximated $1,000.000 after income taxes. Mallinckrodt also adopted Statement No. 52

|
of the Financial Accounting Standards Board, which increased net income by about $950,000.
Operating results for years ended December 31, 1976 through 1980 and interim periods appearing inu

this Joint Proxy Statement have not been restated to reflect this change. Such restatements would
not materially change the reported results for any period presented. Although adoption of Statement
No. 52 did improve net income. Mallinckrodt's 1981 earnings continued to be adversely atTected
by the strengthened U.S. dollar versus certain foreign currencies. Without such effects, net income
for the fourth quarter and year would have increased over comparable 1980 periods at percentage

j[
rates exceeding the percent increases in net sales.

$ BUSINESS AND PROPERTIES OF AVON
| General
! ! The two principal industry segments of Avon are the manufacture and sale of cosmetics, fragrances

|' and toiletries, and fashion jewelry. These products are sold directly to customers in their homes by!

Avon Representatives following the method used since Avon's founding in 1886. Avon currently sell.s
'

i more than 650 products in the United States, Europe, Latin America and other parts of the world. Avon |

; products are offered for every member of the family, although products for women have long been and I
remain of primary importance. Products for women and teen-age girls constituted approximately 85% j

of net sales in 1980. Although the range of products sold in foreign countries is not as extensive as that j
l
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sold in the United States, most of the products are substantially the same as those marketed domestically.
For financial information relating to industry segments and geographic areas, see the Industry Segment
Data note of "Avon Products, Inc. and Subsidiaries---Notes to Consolidated Financial Statements" on
pages F-9 through F-11 of this Joint Proxy Statement.

NET SALES OF PRINCIPAL PRODUCTS
Year Ended December 31.

1980 1979 1978

(In MiHlons)
Cosmetics, fragrances and toiletries:

Fragrance and bath products for women $ 772.3 $ 748.8 $ 689.5 l. . ..

Makeup, skin-care and other products for women . . . 770.7 674.3 532.6 !

Men's toiletry products . . 198.7 209.6 202.2 I. .......

Daily-need, children's and teen products 241.6 213.8 185.2
Subtotal 1,983.3 1,847.0 1,609.5. . . . . .. .

Fashion jewelry 425.2 399.2 362.4. .. , .

Other 160.6 131.3 114.4. . . . .. .

Consolidated $2,569.1 $2,377.5 $2,086.3 |. ...

Cosmetics, Fragrances and Toiletries

This industry segment includes the following classes of principal products:

Fragrance and Bath Products for Women-These products consist of perfumes, colognes, sachets,
fragrance candles, pomanders, lotions, soaps and powders. They are marketed in a number of fragrance
lines, each based on a particular scent and packaging theme. The present fragrance lines include
Toccara, Odyssey, Foxfire, Tasha, Zany, Tempo, Ariane, Candid, Emprise, Timeless, Unspoken.
Sportif, Country Bree:c, Sweet Honesty, Honeysuckle, Wild Jasmine, Hawaiian White Ginger, Moo t-
wind, Field Flowers, Charisma, Occur!, Topa:e and Roses, Roses.

Makeup, Skin-Care and Other Products for Women-Tbese products include makeup items such
as lipsticks, mascaras and eye shadows; skin-care products; nail and hand-care items; and imir-care
products such as shampoos, conditioners and brushes.

Men's Toiletry Products-Men's toiletries include colognes, after-shave lotions, shaving creams,
tales and soaps marketed in a number of fragrance lines that are based on a particular scent and packaging
theme. Fragrance lines include Black Suede, Rugger, Tra:arra, Clint, Weekend and Wild Country.

Daily-Need, Children's and Teen Products-Daily-need items include deodorants, antiperspirants,
oral hygiene products, and household products such as room sprays. Children's and teen products
include fragrance products and novelty products for young children.

Fashion Jewelry
Tl' 'ashion jewelry line is sold in the United States and in several foreign countries. The line,

which includes rings, carrings, bracelets and necidaces, has been gradually broadened and given greater
merchandising, promotional and advertising support. Avon Representatives sell jewelry products for
women, men and children; however, women's items account for most of the sales. Although substantially
all jewelry sales are currently made in the United States and Europe, it is anticipated that jewelry will be
introduced in additional countries when an adequate supply and uniform quality standards can be assured.

Other
Tiff any & Co. is engaged in the retailing, manufacturing and wholesaling of fine jewelry, sterling silver-

ware, goldware, watches, clocks, china, glassware and stationery from its main store in New York, and
from branch stores in Atlanta, Beverly Hills, Chicago, Houston and San Francisco. Tiffany's merchandise
is distributed principally through the medium of retail sales. Tiffany is faced with substantial competition
in all areas in which it operates, principally from jewelry stores and department stores. Tiffany believes
it has maintained its competitive position by adhering to the principle of high quality of material,
workmanship and design with regard to allits products.
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Titiany designs and produces much of its platinum, gold and precious stone jewelry in its own work-
shop located in the New York store. Silverware, consisting of sterling silver flatware and hollow ware, is
manufactured at Tiffany's factory in New Jersey.

Avon sells apparel by mail order in the United States under the name "Avon Fashions", operating
from a sales and distribution facility in Newport News, Virginia.

Distribution
Avon's cosmetics, fragrances and toiletries, and fashion jewelry products are sold by a worldwide total

1,250,000 active Avon Representatives, over 425,000 of whom are in the United States.of approximately In
Almost all Representatives are women, most of whom are housewives selling on a part-time basis.
the United States and most other countries, Representatives are independent contractors or independent

;

| dealers, and am not agents or employees of Avon. They purchase products directly Dom Avon and sell
,

l

| them directly to residents of their communities. Avon has used this method of distribution since the
,

I establishment of its business in 1886.

! With some exceptions in urban markets, each Representative has primary responsibility for a
InIn most countries outside the United States, there are 200 homes in an average territory. ,

territory. |i
the United States the size of an average territory has been gradually reduced over the past four years from
200 homes to 100 homes in order to promote more thorough household coverage within a territory. |

When this conversion to 100-home territories is completed in 1982, there will be nearly 200,000
additional Representative territories in the United States. Programs designed to reduce the size of j

the average territory and to create new territories over the next ten years are also planned in various
'

|

countries outside the United States.
In the United States, the Representative calls on homes in her territory, selling primarily through

the use of brochures highlighting new products and specially priced items for each two-week sales
campaign. Product samples, demonstration products, makeup color charts and complete sales catalogs
are also used. Usually the Representative forwards her order every two weeks to a designated branch
distribution center. The Representative's order is processed and assembled by Avon and delivered to
her home, generally by a local delivery service. The Representative delivers the merchandise to the
customer's home and collects payment from the customer for her own account. Payment from the
Representative to Avon is usually made when her next order is forwarded to the branch distribution

The average cost of merchandise to the Representative is approximately 60% of the recom-center.
mended selling price.

Outside the U..ited States each sales campaign is of a three-week duration. Although terms of
:

! payment and cost of merebandise to the Representative vary from country to country, the basic method
of direct selling by Representatives is essentially the same as that used in the United States, and'

}
substantially the same merchandising and promotional techniques are utilized.

The recruiting of Repmsentatives is the primary responsibility of over 7,500 Avon District Mana-j
gers worldwide (including nearly 3,000 in the United States), most of whom are fortr.r Representatives.
Personal contacts, including recommendations from current Representatives, and local advertising
constitute the primary means of obtaining new Representatives. Because of the high rr.:. of turnover
among Representatives, a characteristic of the direct-selling method, recruiting and training of new;
Representatives are continually messary,

i
In 1982 a new incotive pru; ram for Representatives " Opportunity Unlimited"--will be imple-

mented in the Unitad States, and top-performing Representatives who qualify for the program and'

become " Group Sales Leaders" will be motivated to prospect for new Representatives and to provide
,

j
training. When Opportunity Unlimited is fully implemented in the United States, each District Manager

{I will have responsibility for a market area covered by approximately 300 Representatives and 10 Group
Sales Leaders; a District Manager currently has responsibility for a market area covered by approx-
imately 180 Representatives. District Managers are paid a salary and a commission based on purchases
of Avon products by Representatives in their area.

From time to time the question of the legal status of Avon Representatives has arisen, usually in
regard to possible coverage under social benefit laws that would require Avon or its subsidiaries (and in
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most instances the Representatives) to make regular contributions to social benefit funds established
for employees. Although generally Avon has been able to deal with these questions _in a satisfactory
manner, the matter has not been finally resolved in all countries. If there should be a final judicial
determination adverse to Avon in a country, the cost for future, and possibly past, contributions
could be so substantial in the context of the volume of business of Avon in that country that Avon
would have to consider discontinuing operations in that country.

Promotlou and Marketing

Avon's sales promotion and sales development activities are directed toward giving direct-selling
assistance to the Representatives by making available such sales aids as product samples and demon-
stration products, as well as the Avon brochure. In order to support the efforts of Representatives to
reach new customers, especially working women and other individuals who frequently are not at home,
Avon has developed specially designed sales aids, promotional pieces and customer flyers. In
addition, Avon seeks to motivate its Representatives through the use of special prize programs that
reward superior sales performance. Periodic sales meetings, to which Representatives are invited, are
conducted by the District Manager. The meetings are designed to keep Representatives abreast of the
product line, explain sales techniques, and give recognition to sales performance.

Under the new Opportunity Unlimited program, top-performing Representatives who qualify
as Group Sales Leaders have the opportunity to earn commissions by stimulating sales increases
in their groups of approximately 30 other Representatives. Representatives can continue to earn -
commissions as Group Sales Leaders as long as they stimulate sales increases. It is anticipated
that Group Sales Leaders willincrease group sales by such methods as prospecting for new Representa-
tives, training new Representatives and motivating and assisting established Representatives. Group
Sales Leaders will remain independent contractors and continue to sell in their territories. Opportunity
Unlimited, which has been developed and tested over the past two years, is intended to reward and
challenge top-performing Representatives and increase sales by providing greater incentive and support
for all Representatives. The Opportunity Unlimited program is also scheduled to be implemented in
various foreign count:ies during the next several years. Variations in the program may be made to
meet local requirements, preserving, however, the incentive nature of the program.

Avon uses a number of merchandising techniques, including the continual introduction of new
products, the use of combination offers, the use of trial sizes and the promotion of Avon products
packaged as gift items. In general, for each sales campaign a distinctive brochure is published, in
which new products are introduced and selected items are offered at special prices or are given
particular prominence in the brochure. Special pricing at less than regular prices is one of Avon's
primary merchandising techniques, and the bulk of Avon's sales is made at special prices.

From time to time various federal and state regulations or laws have been proposed or adopted
which would, in general, restrict or prohibit introductory offers of new products at special pricer or
restrict the frequency or duration of, or volume resulting from, special price offers. Such regulations or
laws, if applicable to Avon, could require changes in Avon's marketing and promotional techniques
that utilize special pricing.

Avon's advertising program continues to be directed toward promoting consumer receptivity
to the Representatives by increasing their awareness of Avon, its people, products and way of doing
business, through the use of broadcast and print media.

Competitive Conditions

The cosmetics, fragrances and toiletries industry and the costume jewelry industry are, in general, -
highly competitive. Avon is one of the leading manufacturers and distributors of cosmetics and
fragrances in the United States. Its principal competitors are the 10 to 20 large and well-known-
cosmetics and fragrances companies that manufacture and sell broad lines through .various types of
retail establishments. There are many other companies that compete with Avon in particular products
or product lines sold through retail establishments. There are also a number of direct-selling cosmetics i

and fragrances companies that compete with Avon in the United States, although none has total sales
or earnings comparable with Avon's.
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Avon is the leading distributor of fashion jewelry for women in the United States. Its principal
competition in the costume jewelry industry consists of three or four large companies and many smallThere
companies that manufacture and sell costume jewelry for women through retail establishments.
are also a number of direct-selling costume jewelry companies that compete with Avon in the United

f
States, although none has total sales or carnings comparable with Avon's,

The number of competitors and degree of competition that Avon faces in its foreign cosmetics,
f Avon is a significant

fragrances and fashion jewelry markets vary widely from country to country.
factor in the cosmetics and fragrances industry in most of its foreign markets, and is also a significantL

factor in the costume jewelry industry in Europe.
q

Avon believes that the high quality, attractive designs and reasonable prices of its products, the
continuous program of new product introductions, the guarantee of satisfaction and the personalized

b

customer service offered by Representatives are significant factors in establishing and maintaining itsi

competitive position,

Manufacturing

Avon manufactures and packages almost all of its cosmetics, fragrances and toiletries products.
Raw materials, consisting chiefly of essential oils, chemicals, containers and packaging components,

{
are purchased from various suppliers. Packages, consisting of containers and packaging components,

;

are designed by Avon's own staff of artists and designers.I

The design and developrnent of new products are affected by the cost and availability of such
Avon believes that it

materials as glass, plastics, chemicals and certain petroleum-based materials.
h can continue to obtain sufficient raw materials and supplies to manufacture and supply its products.
L

Avon has twenty manufacturing laboratories around the world, three of which are principally
In the United States, Avon's cosmetics, fragrances and

devoted to the manufacture of fashion jewelry. Most products in the United States
toiletries products are produced in three manufacturing laboratories.,

are produced by a single manufacturing laboratory for the six branch distribution centers located through-I

Most products sold in foreign countries are manufactured in Avon facilities abroad.
6

out the country.

The fashion jewelry line is generally developed by Avon's staff and produced in Avon's manufac-a
manufacturers in they turing laboratories in Puerto Rico and Ireland or by several independent

| United States.j

!j International Operations
In 1954, it expanded into

Avon commenced its international operations in Canada in 1914.f in 1959, Avon entered the European market and thereafter expandedPuerto Rico and Venezuela,
in Europe, Latin America, the Far East and Africa. Avon currently sells in Argentina, Australia,
Belgium, Brazil, Canada, Chile, France, Guatemala, Honduras, Italy, Ivory Coast, Japan, Liberia,.
Malaysia, Mexico, The Netherlands, New Zealand, Nigeria, Paraguay, the Philippines, Puerto Rico,|

Senegal, Spain, Sweden, Thailand, the United Kingdom, Uruguay, Venezuela and West Germany. Except|

!y for the Puerto Rico operation, which is a branch of Avon, the international operations of Avon are
conducted through subsidiaries, all of which are wholly owned except for the Nigerian, Spanish and

I '

In addition, government-required divestitures of minority interests are being
I Senegalese subsidiaries.

carried out in the Philippines and Malaysia.

Operations in Saudi Arabia are conducted by a Saudi-owned company operating under distribu-
,

Under these agreements merchandise is purchased
tion and technical assistance agreements with Avon.
from Avon, and Avon also provides management, marketing and technical assistance.

!

Avon's international operations are subject to certain risks inherent in carrying on business
abroad, including the risk of currency fluctuations, currency remittance restrictions and unfavorable
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political conditions. It is Avon's opinion that there are presently no political or other risks which
would have a material adverse efIect on Avon's international operations.

Capital Expenditures

In order to provide for anticipated future production requirements and distribution needs, plans to
improve and expand manufacturing and distribution capabilities have been developed for many of Avon's
locations worldwide. Capital expenditures were approximately $75,000,000 in 1978, $116,000,000
in 1979 and $118,000,000 in 1980 and for the nine months ended September 30,1981 and 1980
were approximately $64,000,000 and $82,000,000, respectively. The majority of these expenditures
were made in Avon's international subsidiaries. Capital expenditures in the next three years are expected
to continue at generally the same level as or a somewhat lower level than the previous three years.

Trademarks and Patents

Avon's major trademarks are protected by registration in the United States and the other countries
where its products are marketed and in many other countries throughout the world.

Although Avon owns several patents and has several more patent applications pending in the
United States Patent Office, its business, both in the United States and abroad, is not materially dependent
upon patents or patent protection.

Avon owns a large number of formulae, and regards many of its processes as secret. However, its
business is not materially dependent upon maintaining the secrecy of formulae or processes. Avon
has no material licenses, franchises or concessions.

Research Activities

The amounts spent on research activities relating to the development of new products and the
improvement of existing products were $30,000,000 in 1980, $25,000,000 in 1979 and $22,000,000 in .

1978 and for the nine months ended September 30,1981 and 1980 were approximately $24,000,000 and
$23,000,000, respectively. This research included the activities of product research and development,
new product planning and package design and development. Most of these activities related to the
development of cosmetics, fragrances and toiletry products.

Seasonal Nature of Business

Avon's sales and earnings have a marked seasonal pattem characteristic of many companies in the-
cosmetics, fragrances and toiletries industry, as well as the jewelry industry. Heavy Christmas sales
cause a sales peak in the fourth quarter of the year. Over the past five years, fourth quarter net sales
have averaged approximately 35% of full-year net sales, and fourth quarter net earnings have averaged
approximately 45% of full-year net earnings.

Employees

At December 31, 1981, Avon employed approximately 34,400 persons. Of these 15,400 were ;

employed in the United States and 19,000 in other countries. The number of employees tends to rise
from a low point in January to a high point in November and falls off somewhat in December when .
Christmas shipments are completed.

Environmental Matters
,

Compliance in general with regulations governing the discharge of materials into the environment
or otherwise relating to the protection of the environment has not had, and is not anticipated to have,
any material effect upon the capital expenditures, earnings or competitive position of Avon.
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Properties

Avon's principal properties consist of manufacturing laboratories for the production of merchandise
and distribution branches where offices are located and where finished merchandise is received from
the manufacturing laboratories, warehoused and shipped to Avon Representatives in fulfillment of their
orders. All products sold by Avon Representatives are distributed through the same distribution branches.

Avon owns three manufacturing laboratories in Morton Grove, Illinois; Springdale, Ohio and
Suffern, New York; and six distribution branches in Atlanta, Georgia; Glenview, Illinoh; Kansas City,
Missouri; Newark, Delaware; Pasadena, California and Springdale, Ohio. Avon also cwns five manu-
facturing laboratories and six distribution branches in Eurcpe, three manufacturing laboratories and
five distribution branches in Latin America and three manufacturing laboratories and three distribution
branches in other countries. In addition, Tiflany owns its main store in New York City and its New
Jersey manufacturing facility. Avon leases space for its executive and administrative otlices in New York
City, its European Marketing Center in London, England and its fashion jewelry manufacturing facilities
in Puerto Rico. Certain facilities in other countries are leased and, in the aggregate, are not material.

!

Legal Proceedings

There are no material legal proceedings pending other than as set forth under "The Proposed
Merger and Related Transactions-Litigation"

l
',

DIRECTORS AND MANAGEMENT OF AVON |

i

Directors of Avon

Set forth below is certain information furnished to Avon by each member of Avon's Board of
i

Directors, including information as to the beneficial ownership of Avon Capital Stock as of December
31,1981. Below the name of each director is the year that person first became a director of Avon.

,

,

R. MANNING BROWN, JR. Shares Owned Beneficially: 1,000

1964 Age: 66
i

Mr. Brown is a retired executive of New York Life Insurance Company. He joined New York i
i

Life in 1951, was elected a Director in 1967, President in 1969, and Chairman in 1972. He is a Director
of New York Life Insurance Company, Associated Dry Goods Corporation, Louisiana Land and Explo-
ration Company, J. P. Morgan & Co., Inc., Morgan Guaranty Trust Company of New York, Union Camp
Corporation and Union Carbide Corporation. Mr. Brown is Chairman of the Executive Committee of
Princeton University, a Trustcc of the Metropolitan Museum of Art and the Alfred P. Sloan Foundation.

Shares Owned Beneficially:
Wit.uAM R. CHANEY Sole Beneficial Ownership: 3,035
1975 Age: 49

Right To Acquire: 52,250

Mr. Chaney was elected President of Avon in 1977. He joined Avon in 1955, and after serving ic
various sales and operating positions was elected a Vice President in 1967. He became a Group Vice
President in 1968, Senior Vice President in 1969, and was Executive Vice President from 1972 until

,

election to his present position. Mr. Chaney is a Director of Irving Bancorporation, Irving Trust |
)

32



-

. .. .

Company, Connecticut Mutual Life Insurance Company, former Chairman of the Board and currently
a Director of The Cosmetic, Toiletry and Fragrance Association, Inc. and a member of the Steering
Committee of the National Urban Coalition. On January 18, 1982, Mr. Chaney was elected to the
Board of Directors of Mallinckrodt pursuant to the terms of the Merger Agreement.

HAYS CLARK Shares Owned Beneficially:
1967 Age: 63 Sole Beneficial Ownership: 1,391,563

Shared Beneficial Ownership: 1,389,684t
Percent of Capital Stock: 4.63

Mr. Clark was, until his retirement in 1976, Executive Vice Presideat of Avon. He joined Avon
in 1945, was elected a Vice President in 1960, and Executive Vice President in 1968. From 1960 to
1976 he was responsible for Avon's international operations. Mr. Clark is a Trustee of the Loomis.
Chaffee School and Cornell University, and is a member of the Board of Governors of the Society of New
York Hospital. He is also a Trustee of the Marine Biological Laboratory and International House,
and is a member of the National Board of Directors of the Boys' Clubs of America.

W. VAN ALAN CLARK, 3R. Shares Owned Beneficially:
1953 Age: 62 Sole Beneficial Ownership: 659,385

Shared Beneficial Ownership: 1,652.234t
Percent of Capital Stock: 3.84

Mr. Clark is Chairman of the Board of TSC Corporation, formerly known as The Sippican
Corporation, which is engaged in engineering consulting. From 1946 to 1958 he was associated with
Massachusetts Institute of Technology, first as an Associate Professor of Industrial Management, and
then as Assistant Dean of the School of Industrial Management. From 1959 to 1965 he served as
President of The Sippican Corporation and from 1965 to 1981 was Chairman of the Board of that com-
pany. Mr. Clark is a Director of Combustion Engineering, Inc., Tibbetts Industries, Inc., Sippican
Ocean Systems, Inc. and Electronic Engineering Co. of California. He is also a Member of the Cor-
paration of Massachusetts Institute of Technology and is a Trustee of the Woods Hele Oceanographic
Institution and Williams College.

CHARLES S. LOCKE Shares Owned Beneficially: 100

1980 Age: 52

Mr. Locke is Chairman of the Board and Chief Executive Officer of Morton-Norwich Products, ;

Inc., a producer and manufacturer of salt, pharmaceuticals, household products, and specialty chemicals. |
Mr. Locke joined Morton-Norwich in July 1975 as Vice President, Finance and Treasurer and also
as a Director. Subsequently, he held positions as President, and Chief Executive Officer of Morton-
Norwich.

DAvro W. MITcnELL Shares Owned Beneficially: |

1971 Age: 54 Sole Beneficial Ownership: 1,000
Right To Acquire: 56,200

Mr. Mitchell was elected Chairman of the Board and Chief Executive Officer of Avon in 1977.
He joined Avon in 1947, and after serving in various operating and sales positions was elected a Vice
President in 1964. He became a Group Vice President in 1965 and Executive Vice President in 1968.

t The " Shared Beneficial Ownership" of Hays Clark and of W. Van Alan Clark, Jr., who are
brothers, includes 1,385,270 shares held by two charitable foundations created by the Clark family, of
which they are trustees. The shared beneficial ownership applies to both voting power and investment
power.
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Mr. Mitchell was elected President of Avon in 1972, and assumed the additional position of Chief

f
Executive Officer in January 1976. Mr. Mitchell is a Director of AMF Incorporated and New York Life
Insurance Company, and is a Trustee of Dry Dock Savings Bank. On January 18, 1982, Mr. Mitchell
was elected to the Board of Directors of Mallinckrodt pursuant to the terms of the Merger Agreement.

Shares Owned Beneficially: 2,000
Emit. MoSBACHER, JR.

1976 Age: 59
He served as ChiefMr. Mosbacher is a real estate investor and independent oil and gas producer.

,

. of Protocol of the United States from 1969 to 1972, and as Chairman of the New York State Racing |

He is a Director of Chemical Bank, Chemical New York Corporation. |f

& Wagering Board in 1973-1974. |The Chubb Corporation, Federal Insurance Co., Putnam Trust Company, Amax Inc. and Vigilant
Mr. Mosbacher is a member of the Board of Overseers of Hoover Institution on |

Insurance Company.
He is a Trustee of the Lenox Hill Hospital and New York Yacht Club. |

War, Revolution and Peace.
Shares Owned Beneficially: 100

MERLIN E. NELSON
1976 Age: 60

Mr. Nelson is Vice Chairman and a Director of AMF Incorporated, a manufacturer of leisure
An attorney, Mr. Nelson joined AMF in 1960 and was elected a Vicetime and industrial products.

He was Executive Vice President-Planning and Foreign Affairs from 1970 to
President in 1964. He is a member of the Council on Foreign Relations
1975, when he was elected to his present position.
and a Director of Outlet Company, Coronet Life Insurance Compsny, AIESEC-U.S., Inc. and The

- Salzburg Seminar, and a Trustee of Dry Dock Savings Bank.
Shares Owaed Beneficially: 600

; JAMES R. PETERSoN
1975 Age: 54

Mr. Peterson became President Chief Executive Officer and a Director of The Parker Pen Corn-
pany on January 1,1982. Parker manufactures and markets writing instruments and provides temporary

From 1976 through December 31, 1981, he was Executive Vice President andmanpower services.
a Director of R. J. Reynolds Industries, Inc., a diversifed corporation with major interests in domestic
and international tobacco, processed foods, beverages and fresh fruit, containerized freight transporta-
tion, energy and packaging. Prior to that time, Mr. Peterson was President and a Director of The
Pillsbury Company, with which he had been associated since 1952. Mr. Peterson is a Director of Dun
& Bradstreet Corporation, Inc. and Waste Management, Inc., and a member of the Board of Regents
of St. Olaf College. He is also a member of the National Council of the Boy Scouts of America and
a Trustee of the Moravian Music Foundation.

Shares Owned Beneficially:
JAMES E. PRESToN Sole BeneScial Ownership: 854'

1977 Age: 48
Right To Acquire: 34,000

Mr. Preston was elected Executive Vice President and a Director of Avon in 1977. He joined
Avon in 1964, and after serving in various sales and marketing positions was c!ected a Vice President
in 1971. He became a Group Vice President in charge of Marketing in 1972, and in 1977 was namedMr. Preston is a
Senior Vice President with responsibility for Avon's worldwide Field Operations.

!
Director of Asian International Bank and the Direct Selling Association. He is also Chairman of the

!
i

Direct Sciling Education Foundation.
! Shares Owned Beneficially: 494
: ERNESTA G. PROCoPE

1974 Age: 53
Mrs. Procope is President of E. G. Bowman Co., Inc., the country's largest Black-owned insurance

brokerage firm, which she founded in 1953, She is a Director of The Chubb Corporation, Columbia
She is a member of the Board of Trustees ofGas System, Inc. and Urban National Corporation.

Cornell University, Adelphi University, the New ' York Zoological Society and the Brooklyn Botanical
Garden. She is a member of the New York Advisory Board of The Salvation Army, and International
Sponsor's Council, Howard University.
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CECILY CANNAN Sctny Shares Owned Beneficially: 100
1972 Age: 55

Dr. Selby is a Corporate Director and Educational Consultant. She holds a Ph.D. in bio-physics,
and from 1950 to 1958 engaged in research and teaching at Sloan-Kettering Institute and Cornell
Medical College. She was headmistress of The Lenox School in New York City from 1959 to 1972,
and was National Executive Director of the Girl Scouts of the U.S.A. between 1972 and 1975. During
1976 she was President of Americans for Energy Independence. Dr. Selby is a Director of RCA
Corporation, the National Broadcasting Company, and Lochmann's Inc. She is a Trustee of Brooklyn
Law School, RadclifIe College and Woods Hole Oceanographic Institution, and a Member of the
Humanities and Nuclear Engineering Visiting Committees of the Corporation of Massachusetts Institute
of Technology.

HICKS B. WALDRoN Shares Owned Beneficially: 300
1980 Age: 58

Mr. Waldron is President, Chief Executive OfIlcer and a Director of Heublein Inc. which manufactures
spirits, wine and grocery products and operates and franchises quick service restaurants. Mr. Waldron
joined Heublein in 1973 as President and Chief Operating OfIlcer. Prior to joining Heublein, Mr. Waldron
was with General Electric Company, where he was elected Vice President in 1970 and Group Executive
for Consumer Products in 1971. Mr. Waldron is a Director of Connecticut General Insurance
Corporation and the Connecticut Bank and Trust Company, and Vice Chairman of Junior Achievement, |
Inc.

KENDRICK R. WILSON, JR. Shares Owned Beneficially: 300
1964 Age: 69

|
Mr. Wilson retired in 1975 from Avco Corporation, a diversified company engaged in consumer

finance, insurance, diversified manufacturing and research. He joined Avco in 1950, and was Chairman
of the Board from 1960 until 1974 when he became Vice Chairman. Mr. Wilson remains a Director
of Avco, and is also a Director of Atlantic Richfield Company, Central and South West Corporation,
Dayco Corporation, Pitney-Bowes, Inc., and West Point-Pepperell Inc., and is a Trustee of Dry Dock
Savings Bank.

Except for Messrs. Hays Clark and W. Van Alan Clark, Jr., each director's beneficial ownership
represents less than of 1% of the Avon Capital Stock outstanding. The percentage of Avon Capital
Stock beneficially owned by each director was computed on the basis of the number of shares of Avon
Capital Stock outstanding on December 31,1981 plus, for Messrs. Chaney, Mitchell and Preston, the
number of shares which the respective director had the right to acquire within 60 days of December 31, j

1981 through the exercise of stock options, j
|

The number of shares shown as beneficially owned by the following directors includes the following
shares owned by the immediate family of the director as to which he disclaims beneficial ownership:
Mr. Chaney-20 shares; Mr. Hays Clark 4,414 shares; Mr. W. Van Alan Clark, Jr.-4,414 shares;
Mr. Preston-260 shares.

As of December 31, 1981, all the directors and officers of Avon as a group beneficially owned
(without duplication) 4,189,331 shares, or 6.9 percent of Avon Capital Stock. This number of shares
included (without duplication) 1,647,820 shares (2.7 percent) as to which beneficial ownership was
shared with others and 461,750 shares (0.8 percent) which the directors and officers as a group had a
right to acquire within 60 days of December 31, 1981, through the exercise of stock options. The
percentages shown in this paragraph were computed on the basis of the number of shares of Avon
Capital Stock outstanding on December 31,1981, plus such 461,750 shares.
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Executive Officers of Avon
Officers are elected by the Board of Directors at its first meeting following the Annual Meeting of

Shareholders, and they serve until the first meeting of the Board of Directors following the Annual
Meeting of Shareholders at which Directors are elected for the succeeding year, or until their successors
are elected, except in the event of death, resignation or removal, or the earlier termination of the term
ofo5ce.

Listed below are the executive officers of Avon, each of whom has served in various executive
and operating capacities with the registrant during the past five years:

Elected
Name Age Officer

Title

Chairman of the Board, Chief Executive
David W. Mitchell 54 1964

Officer and Director .

| President and Director .
William R. Chaney 49 1967

...

Executive Vice President and Director James E. Preston
48 1971

Senior Vice President-Finance
Edmund W. Pugh, Jr. 62 1969

Senior Vice President, General Counsel
S. Arnold Zunmerman 62 1958

and Secretary . .

Group Vice Presidents Raymond A.Baliatico 42 1978 ~

J. Frank Casey 60 1972.

L Phyllis B. Davis 50 1972

Philip B. Evans 38 1979h

i Robert H. Hansen 46 1972

Manoel A. F. Lima 46 1977

Paul B. Markovits 38 1979

Norman K. McDowell 57 1971:

b Donald S. Moss 46 1973

L. Robert Pfund 45 1974
. E. Peter Raisbeck 42 1972
i

h Vice President and Controller . Jules Zimmerman 47 1976

Vice President and Treasurer Helmuth R. Fandl 55 1966
.

Board of Directors and Committees
1 Avon's Board of Directors held twelve meetings in 1981. Avon's Audit Committee, composed of
,

R. Manning Brown, Jr. as Chairman, W. Van Alan Clark, Jr., Charles S. Locke, Emil Mosbacher, Jr.,
''

James R. Peterson, Ernesta G. Procope and Kendrick R. Wilson, Jr., met three times during 1981. The
responsibilities of the Audit Committee include, among other duties, (i) recommendation to the Board
with respect to the appointment of independent accountants; (ii) review of the timing, scope and results;

of the independent accountants' audit examination and the related fees; (iii) review of periodic comments
and rcommendations by Avon's independent accountants, and of Avon's response thereto; (iv) review of
the scope and adequacy of internal controls and auditing procedures; (v) review of, and presentation to
the Board of recommendations with respect to, significant changes in accounting policies and procedures;j

j
(vi) establishment and review of procedures designed to assure compliance by Avon employees withj Avon's policy on standards of business conduct; and (vii) review and approval of all non-audit servicesj

' performed for Avon by the independent accountants.

Avon's Compensation Committee, composed of Kendrick R. Wilson, Jr. as Chairman, Hays Clark,
Merlin E. Nelson, James R. Peterson. Ernesta G. Procope, Cecily C. Selby and Hicks B. Waldron, met

The responsibilities of the Compensation Committee include, in addition to suchtwice in 1981.
duties as the Board may specify, review of, and presentation to the Board, or to the disinterested directors

:
,
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in the case of (ii) below, of recommendations with respect to (i) salary rates and bonuses of corporate
officers, and terms and conditions thereof; (ii) k'ey employees to receive stock options and stock
appreciation rights under Avon stock option incentive plans and the number and terms of such options
and rights; and (iii) new compensation plans for corporate officers, and amendments to existing plans.

Avon's Committee on Directors, composed of David W. Mitchell as Chairman, R. Manning Brown,
Jr., William R. Chaney, W. Van Alan Clark, Jr., Ernesta G. Procope, Cecily C. Selby and Kendrick
R. Wilson, Jr., held no meetings in 1981. The responsibilities of the Committee on Directors
include, in addition to such other duties as the Board may specify, review of, and presentation to the
Board of recommendations with respect to, (i) Board policies regarding the size a: ' compensation of
the Board and qualifications for Board membership, and (ii) prospective candidates for Board mem-
bership. Although the Committee will consider nominees recommended by shareholders, there are no
formal procedures for such recommendations.

Each director who is not an officer or employee of Avon receives $15,000 per year for serving
as a director, a fee of $500 for each meeting of the Board of Directors attended and an annual retainer
of $2,000 for each committee of the Board on which he or she serves, except that the Chairmen of the
Audit and Compensation Committees receive $3,000 each. Directors who are officers or employees of
Avon or any subsidiary of Avon receive no remuneration for services as directors or committee members.

Remuneration of Directors and Officers

The following table shows information with respect to remuneration paid or accrued to the five
most highly compensated directors or executive otlicers and to all directors and officers as a group for
services in all capacities to Avon and its subsidiaries during the fiscal year 1981.

Cash and Cash-Equivalent
forms of Remuneration

Securities,
Insurance

Salaries. Benefits.
Name of Indhidual Capacities in Directors' Fees Personal
or Identity of Group Which Served and finnuses Benefits

David W. Mitchell Chairman of the Board, Chief Executive
Officer and Director 5 604,123 $ 12,040

William R. Chaney President and Director 5 428,139 $ 12,260
James E. Preston Executive Vice President and Director S 314,416 5 11,040
Edmund W. Pugh, Jr. Senior Vice President-Finance $ 256,383 S 20,316

Henry B. Platt(1) Vice Chairman of Titiany & Co. and Director 5 400,000 -

All directors and officers
(68 persons including the above) $9,039,514 $281,085

(1) On July 3,1981, Mr. Platt resigned from the Board of Directors. The amounts shown in the
table include all of Mr. Platt's 1981 remuneration.

Retirement Benefits

Avon's Employees' Retirement Plan (the "Avon Retirement Plan") is a defined benent plan.
Benefits under the Avon Retirement Plan are based on the average of the five highest years' compensation
during the ten years prior to retirement and the number of years creditable service, and are offset by a
portion of Social Security benefits. The following officers have the indicated years of creditable service:
Mr. Mitchell, 34 years; Mr. Chaney, 26 years; Mr. Preston.17 years; Mr. Pugh,12 years. The com-
pensation covered by the Avon Retirement Plan includes base salary, wages, commissions and year-end
management bonuses. The following table shows the estimated annual retirement allowance for a life
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annuity for employees retiring at age 65 whose five-year average compensation and years of service
at retirement would be in the classifications shown:

ESTIMATED ANNUAL RETiltEMENT ALLOWANCES AT AGE 65
Average of Five

$g es epn' Years of Creditable Service
1 p

In Last Ten 15 25 35 45

$100,000 $ 25,000 $ 40,000 $ 55,000 $ 70,000

150,000 37,500 60,000 82,500 105,000. .

200,000 50,000 80,000 110,000 140,000.

300,000 75,000 120,000 165,000 210,000.

400,000 100,000 160,000 220,000 280,000t

500,000 125,000 200,000 275,000t 350,000t

600,000 150,000 240,000t 330,000t 420,000t.

700,000 175,000 280,000t 385,000t 490,000t...

t $232,400, however, is the 1981 maximum annual retirement benefit payable under a limit estab-
lished in the Avon Retirement Plan. The maximum is adjusted each year to reflect cost of living deter-
minations made by the Commissioner of Internal Revenue. The maximum applies after the election of|

Any such joint and survivor j;'

a joint and survivor annuity to which an employee may be entitled. '

annuity is the actuarial equivalent of the annual retirement allowance without reference to such maximum.
Annual benefits in excess of $124,500, the 1981 limit established under the Employee Retirement Income
Security Act of 1974 for payments from tax qualified trusts, will be paid from Avon assets and not

plan assets.Mr. Platt is not a participant in the Avon Retirement Plan, but is a participant in the Tiffany and
<

Company Pension Plan. The Tiffany Plan benefit is based on the average salary for the five consecutive
The benefit is the

years which have the highest such average during the last ten prior to retirement.
sum of (a) 1.75% of the average salary multiplied by the number of years of service up to 10 years
of service plus (b) 1.5% of the average salary multiplied by the number of years of service in excess
of 10 years; such benefit to be reduced by 1.25% of primary Social Security benefits multiplied by the
number of years of service but not in excess of 40. Mr. Platt has 34 years of creditable service. Mr.
Platt has announced that effective March 1,1982 he will no longer participate in the management of
Tiffany and will retire on February 1,1984. Prior to his retirement he will receive annual compensation j

I

of $175,000. His estimated annual retirement allowance under the Tiffany Plan, assuming retirement on
February 1,1984, would be approximately $149,000. In addition, he will receive $26,000 per year
after his retirement.

i,,Stock Options
The following table provides, as to certain directors and officers and as to all directors and officers of '

t

|
Avon as a group, certain information with respect to options and stock appreciation rights granted and
exercised since January 1,1981 under the Avon Option Plan, and unexercised options and stock
appreciation rights held as of December 31, 1981. The exercise price of each option is equal to the
fair market value of the shares on the date the option was granted. Stock appreciation rights are an
alternative to exercising options. y,,,,, ,;

* '

$UAeY "$DI #I A I E'E A"'sr "i"fec* O'.Yr*U
Grant:d January 1,1981 to

|

L December 31, 1981
Number of shares . . . 15.000 10,000 7,500 - - 66,500

I Number of rights (1) . 15.000 10,000 7.500 - - 66.500'

$ Average exercise price per share $37.85 $37.85 $37.85 - - $37.85.....

I Exercised January 1,1981 to
|

December 31, 1981
- - - -

$2,600Number et rights (1) -
200

.

Net value realized . .
- - - - -

Outstanding at December 31,1981(2)
Number of shares . 56.200 52,250 34,000 12,550 2,000 463,750

Number of rights (1) 56.200 52,250 34,000 12,550 2,000 463,750

Unrealized value . . . . . . . . . . - - - - - $19,813
'

(1) Stock appreciation rights are granted with respect to a number of shares covered by a related'

option; the stock appreciation rights or the option, but not both, may be exercised with respect to
such number of shares.

(2) The information set forth as of December 31,1981 is unchanged as of January 31,1982.
e'
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; As of December 31,1981, there were 532 participants in the Avon Option Plan, holding options
covering an aggregate of 1,071,375 shares, and related rights covering an aggregate of 500,150 shares.-

These options and related rights expire on dates ranging from February 28, 1982 to August 5,1991
and have an average exercise price of $37.85 per share.

Other

Alan Newton, a Vice President of Avon who was transferred from Avon's New York headquarters
to its London, England marketing headquarters, received a non-interest bearing loan from Avon of
$107,991 in 1979 to purchase a home, all of which was repaid in 1980.

,

BUSINESS AND PROPERTIES OF MALLINCKRODT
General

Mallinckrodt develops, manufactures, markets and distributes specialty products, which are used
principally in the health care, chemical and food industries. These products require a high degree of
technology, are produced and distributed under strict regulation by various governmental agencies
(principally the Food and Dmg Administration) and are of a " specialty" naturt 's opposed to high-
volume bulk or commodity products. Mallinckrodt manufactures and markets its products in the United
States and in foreign countries; however, total sales and assets of international operations are not
material. Principal administrative, executive and financial functions are centrally managed in St. Louis,
Missouri.

Mallinckrodt's business activities are concentrated in three industry segments: Health Care Products,
which includes drug chemicals, x-ray contrast media, radiopharmaceuticals, disposable medical devices
and laboratory chemicals and equipment; Specialty Chemical Products, including industrial chemicals,
catalysts and printing inks; and Food, Flavor and Fragrance Products which consists of food ingredients,
flavors and fragrances. For financial information relating to industry segments, see the " Industry
Segment Information" note of "Mallinckrodt, Inc.-Notes to Consolidated Financial Statements" on
pages F-33 and F-34 of this Joint Proxy Statement.

Health Care Products

Health Care Products are those products which are instrumental in the delivery of health care
services. These products are sold to hospitals, clinical laboratories, pharmaceutical manufacturers
and other customers in the United States and foreign countries. They are, related by a high degree
of innovation and technology, by common regulation from such agencies as the Food and Drug Adminis-
tration and by markets served. They are significantly affected by conditions within the health care

|industry.
|

Principal product lines included in this business segment are x-ray contrast media and radio-
|

pharmaceuticals for medical diagnostic procedures, disposable medical devices for use in surgical pro-
cedures and postoperative care, drug chemicals used in the manufacture of dosage-form drugs sold to
the pharmaceutical industry and laboratory chemicals and equipment.

,

i

X-ray contrast media products include formulations of barium sulfate used for visualizing the j
gastrointestinal tract and iodinated compounds for the visualization of the blood vessels of the head, j
chest, arms, legs and urinary tract. Radiopharmaceutical products are used in imaging the brain, bones, !

heart and other organs, and in the evaluation of thyroid gland function. Radiopharmaceutical products |
and materials used by Mallinckrodt in producing radiopharmaceutical products are regulated by the |
Nuclear Regulatory Commission and by various state agencies having similar responsibilities.

Radiopharmaceutical products are sold directly to hospitals, radiopharmacies and clinics by a
specialized sales force; x-ray contrast media are sold both directly and through distributors.

Disposable medical devices include endotracheal tubes, tracheostomy tubes, suction catheters, con-
nective and conductive tubing, esophageal stethoscopes and thoracic and angiographic catheters which
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are used in hospital emergency, operating and recovery rooms. These products are marketed both
directly and through hospital supply distributors.

Drug chemical products include analgesics such as codeine salts and other opium-based nan:otics
used to treat pain and cough, and APAP (acetaminophen) used to control pain and reduce fever.brand of
Other products include chendcals for manufacturing cosmetics and toiletries and Toleron@
ferrous fumarate, a hematinic, or agent which stimulates the formation of red blood cells, used in

'

i

|
multivitamins with iron, in the iron fortification of foods and in the treatment of certain anemias.

p These products are marketed by a Mallinckrodt sales force.

Laboratory equipment and high-purity chemicals are sold through distributors to laboratories in
;

hospitals, clinics, educational institutions, industrial firms and government agencies and to physicians
Mallinckrodt manufactures diagnostic test chemicals and equipment which com-

;

|and veterinarians.
plement products such as acids, salts and solvents used for laboratory research and analytical work.
In addition, a line of biomedical laboratory equipment is sold through distributors, manufacturer's

'

,

representatives and a Mallinckrodt sales force.
f

Specialty Chemical Products
Specialty Chemical Products are " specialty" products (as opposed to bulk or commodity chemi-These products are

cals) which are processed by Mallinckrodt and sold to a variety of markets. Generally, they
related by a high degree of chemical technology and multi-process manufacturing.
are sold as intermediates which are used by customers as components, ingredients or reagents, rather
than being sold as final consumer products. Many of Mallinckrodt's Specialty Chemical Products are
processed in common manufacturing facilities. These products are also subject to government regu-
lation and industry standards, but generally not to the same degree as Health Care Products. They
are atIected by market conditions within the particular markets served.

Principal product lines in this segment are high-purity industrial chemicals, preservatives, catalysts
Products within these lines are sold to golf courses, commercial nurseries andand printing inks.

printing companies, and to the plastic, rubber, petrochemical, paper, textile and food and beverage
Mallinckrodt sells Specialty Chemical Products through distributors and a Mallinckrodt!

industries.
5

sales force.

High-purity chemicals sold to other manufacturers include such products as metallic stearates
for use as lubricants in molded and extruded plastics, calcium stearates for coating high-quality printing('

|j papers, tannins used in clarifying wines and malt beverages, columbium and tantalum compounds
| )| used in the metallurgical and electronics industries and potassium chloride used as a salt substitute'

inlow-salt diets. Turf fungicides used for control of plant root disease are marketed through distributors.'|
Preservatives which are sold to the food, drug and cosmetic industries include sodium benzoate,

sodium diacetate, propionates and parabens. Sodium acetate is used in manufacturing processes by
the drug, cosmetic and industrial chemical industries.

Catalysts are sold to the petrochemical, textile and food industries and include such products as
| platinum and palladium on alumina, copper chromite, mercuric chloride on carbon, tableted and flaked; nickel, platinum and palladium on carbon and zinc acetate on carbon. Catalysts are used to manufacture
k

[ plasticizers, detergents, rubber, insecticides, lubricants, synthetic motor oil and food products,
Customized lithographic and letterpress printing inks are formulated and sold to large printing

f firms for printing magazines, maps, books, catalogs, brochures, packaging, folding cartons and other
[

commercial materials.

Food, Flavor and Fragrance Products
Food, Flavor and Fragrance Products are comprised of ingredients produced for the food, beverage,

Markets include wholesale and retail bakeries,
cosmetic, industrial and household product industries.
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! institutional food processing, cosmetic and toiletry manufacturers, dairies, tobacco and pet food
I

processors and beverage producers. Production and distribution of these products are subject to
regulation by such agencies as the Food and Drug Administration and the Bureau of Alcohol, Tobacco
and Firearms. Products in this segment, pmicularly fragrances and flavors, require a high level of
expertise in the art of formulation and are subject to highly competitive marketing conditions. Distribu-
tion of products is accomplished through direct sales, distributors and broker channels. Mallinckrodt
manufactures and distributes specialty food ingredients, serving the baking industry with such products.
as dough concentrates, ready-to-use pie and cookie fillings, icing bases and stabilizers and the dairy
industry with flavors for ice creams, yogurts and other frozen desserts, as well as systems and functional
ingredients for making cultured dairy products.

Mallinckrodt produces liquid and powdered flavors, which are sold to the food, beverage, phar-
maceutical and tobacco industries. The flavors are used in such items as convenience foods and
beverages, dry beverage mixes, cordials, cocktails and wines, ice cream, cheese and other dairy
products, pharmaceutical products, cake and cookie mixes and other bakery products.

Mallinckrodt manufactures and distributes formulated fragrances to the cosmetic and toiletry
industries and to industrial and household packaged goods manufacturers. Formulated fragrance
products include fragrances for perfumes, colognes, shampoos, hair sprays, facial make-ups, cleansing
creams and men's aftershaves, soaps and detergents, fabric softeners, furniture polishes, household
paper products and germicides.

International and Export Operations

International and export operations are principally managed by a group which directs the export
of Mallinckrodt's Health Care and Specialty Chemical Products, directs most of its foreign subsidiaries
and joint ventures and licenses other companies to sell or manufacture certain of such products outside
of the United States.

Although total sales and assets of international operations are not material, international activities
have grown through the formation of new companies, joint ventures and licensing agreements.

Mallinckrodt has active manufacturing or marketing subsidiaries in Canada, West Germany, the
United Kingdom, Australia, Puerto Rico, Japan, Mexico and Brazil. In addition, Mallinckrodt's new
subsidiary in the Republic of Ireland expects to commence active operations in 1982. Active joint
ventures are located in West Germany, Japan, The Netherlands, Mexico and Spain. Subsidiaries of
Mallinckrodt joint ventures and Mallinckrodt sales offices are located in certain other countries.

The Canadian subsidiaries manufacture and market specialty chemicals and market pharmaceu-
ticals; the West German subsidiary manufactures and markets catheters and specialty chemicals; the
Mexican subsidiaries manufacture and market primarily flavors and contrast media; while the other sub-
sidiaries manufacture and/or market primarily diagnostic and pharmaceutical products. The Irish
subsidiary will manufacture and market catheters. The West German joint venture is engaged in manu-
facturing and marketing radiopharmaceuticals and paint additives; the Japanese joint ventures manufacture
and market radiopharmaceuticals and catalysts; the Dutch joint venture manufactures and markets radio-
pharmaceuticals; the Mexican joint venture manufactures and markets industrial paints and coatings;
and the Spanish joint venture markets diagnostic products.

Raw Materials

The ability to make timely shipments is an important aspect of Mallinckrodt's business; therefore,
most shipments of finished products are made from inventories maintained by Mallinckrodt. The
availability of raw materials necessary to maintain adequate inventory levels was generally satisfactory
during 1980 and 1981.

41

g%



. _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ - _

*. ,

Energy Resources

Electricity, natural gas, coal and tuel oil are Mallinckrodt's principal energy sources. Their avail-
ability is related to government regulatory action and world supply conditions. In recent years,
Mallinckrodt has protected the majority of its operations from fuel shortages by installing alternate
fuel capabilities and by expanding fuel inventories. Steps have been taken to convert the largest

|
t

plant to partial use of coal for the generation of steam. Although energy supplies cannot be predicted
with certainty, Mallinckrodt believes that the energy situation will not have a material adverse effect
on 1982 operations.

Research and Development

Mallinckrodt's research activities place primary emphasis on applied research directed at the develop-
ment of new products, development of new uses for existing products and improvement of existing
products and processes. Research and development programs include laboratory research as well as
product development and product application.

Health Care Product research is supported by a central research and development division responsible l

for worldwide coordination of Mallinckrodt's development work on new radiopharmaceutical and j
diagnostic products, separate research and development programs within other domestic divisions and i
a cooperative research program with the joint ventures. Mallinckrodt's various development activities
are directed toward satisfying both individual customers and widespread marketplace demands.

Expenditures on research and development for the years ended December 31,1980,1979 and h1978 were $15,484,000, $12,948,000 and $11,727,000, respectively, and for the nine months ended
a

September 30,1981 and 1980 were $13,721,000 and $11,458,000, respectively.
|

Among the types of products in which Mallinckrodt has made developments during the past !.
several years are: Health Care Products-x-ray contrast media, radiopharmaceuticals, catheters, medicinal '

and pharmaceutical chemicals; Speciahy Chemical Products-specialty catalysts, fungicides and com-
mercial stearates; Food, Flavor and Fragrance Products-flavors and fragrances. ,

Patents, Trademarks and Licenses i
!

,

Mallinckrodt owns a number of patents and trademarks, has pending a substantial numhr of
patent applications and is licensed under patents owned by others. Mallinckrodt does not consider
any one of its patents to be essential to the business of Mallinckrodt and its subsidiaries considered
as a whole; however, its patents in the aggregate are of material importance to the operation of its
business.

Employees

At December 31, 1981, Mallinckrodt employed 5,089 persons. .Approximately 41 percent of
full-time hourly employees are covered by collective bargaining contracts. During 1980 new three-year
contracts were approved by Mallinckrodt and its hourly employees at its Chicago, Illinois and Seattle,
Washington plants without a work stoppage. On March 8,1981 a new three-year contract was signed
at the St. Louis and Maryland Heights, Missouri plants after a five-day work stoppage. On August 25,
1981, a new three-year contract was signed at the Gardena, California plant. On September 30,1981, I

a new three-year contract was signed at the Pointe Claire. Quebec, Canada plant after an 18 week work
stoppage. Mallinckrodt believes that its employee relations are generally satisfactory.

i

Competition

Competition with both foreign and domestic manufacturers involving price, service, quality and the
i development of new technology is intense in all markets served.
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While exact measurement of market position is not possible, Mallinckrodt believes that it holds

important positions in the Selds of radiopharmaceuticals, analgesics, x-ray contrast media, laboratory
chemicals and certain specialty chemicals and that its position in other fields is less significant.

Regulation and Environment

Various federal, state, municipal and foreign laws and regulations, including regulations of the
Food and Drug Administration, govern the production, packaging, labeling, and distribution of many
of Mallinckrodt's products. Mallinckrodt's medicinal narcotics business is rigidly controlled by
regulations at various levels of government, including regulations of the Drug Enforcement Adminis-
tration and state and local agencies having similar responsibilities. In addition, Mallinckrodt's use and
production of radioactive materials, principally in connection with the production of radiopharmaceu-
ticals, is regulated by the Nuclear Regulatory Commission and various state agencies having similar
responsibilities.

Many chemical products, intermediates and by-products are subject to the provisions of the
Toxic Substances Control Act. An important requirement under this law is that Mallinckrodt notify the
Environmental Protection Agency of its intent to manufacture new products and show that such products
will not threaten human health or the environment. This requirement may affect Mallinckrodt's ability
to develop new chemical products.

Numerous laws and regulations relating to pollution control and other environmental matters are
applicable to Mallinckrodt's operations. Fungicides and herbicides are regulated under the federal
insecticide, Fungicide and Rodenticide Act and similar state and local laws and regulations. Mallin-
ekrodt, along with the chemical industry generally, expects additional, more stringent regulations to
require new expenditures for water and air pollution control and improved solids waste management.
These requirements stem from the 1977 amendments to the federal Water Pollution Control and Clean
Air Acts, the federal Resource Conservation and Recovery Act and the adopted OSHA generic carcinogen
standard. While these expenditures will be substantial, they are not expected to have a material adverse
effect on Mallinckrodt's earnings.

In addition, in the past Mallinckrodt has engaged in clean-up operations for purposes of decon-
tamination of certain facilities arising out of its prior activities involving processing radioactive materials
for the federal government; the expense of such clean-up historically has been paid predominantly by
the federal government. Clean-up operations continue to be under study and may reoccur in the

i

| future although no health risk is believed to be involved. Should such future operations occur,
while the cost could be significant, Mallinckrodt would expect the cost to be borne substantially byi

the federal government and Mallinckrodt does not believe that existing conditions or the costs associated ,

with such operations would have a material adverse effect on Mallinckrodt's financial condition. |
Properties I

Mallinckrodt owns corporate offices and medical products research and development facilities
which are located in St. Louis County, MI:souri.

Mallinckrodt's Specialty Chemical Products domestic production facilities are located at St. Louis,
Missouri; Jersey City, New Jersey; Erie, Pennsylvania; Chicago, Illinois; East Windsor, Connecticut
and Hawthorne, California.

The Health Care Products domestic production facilities are located at St. Louis and Maryland
Heights, Missouri; Raleigh, North Carolina; Paris, Kentucky; Marietta, Ohio; Argyle, Bohemia and
Glens Falls, New York and Angleton, Texas.

The Food, Flavor and Fragrance Products domestic production facilities are located at Woodside,
New York; Cincinnati, Ohio, Englewood, New Jersey; Seattle, Washmgton and Gardena, California.

Mallinckrodt has common distribution systems for many of its products through warehouses
located at St. Louis, Missouri; Paris, Kentucky and Los Angeles, California.
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Some foreign subsidiaries and afIlliates also have production and distribution facilities.

The St. Louis (City) production, warehousing and distribution facilities encompass an area
appuximating 1.3 million square feet and are owned by Mallinckrodt; the remaining such domestic
facilities in the aggregate total approximately 2.1 million square feet, of which approximately 14% are
leased and 86% are owned by Mallinckrodt.

Legal Proceedings ,

Mallinckrodt and its subsidiaries are defendants in a number of lawsuits. In general these pro-
i

ceedings are considered to have arisen in the ordinary course of business. Although the results of
litigation cannot be predicted, management, based upon the advice of counsel, believes that the final 1

| outcome of such lawsuits will not have a material adverse effect on the financial position or operations

of Mallinckrodt and its consolidated subsidiaries.

Three of Mallinckrodt's major customers for medicinal narcotics, wcNeilab, Inc., Burrcugns
| Wellcome Co. and Lee Laboratories, Inc., were recently granted registrations trom the Drug Enforcement

Administration to import raw materials and to manufacture these products in bulk. If these customers
build the necessary facilities to manufacture such products, Mallinckrodt's sales of medicinal narcotics
could be adversely affected.

See also "The Proposed Merger and Related Transactions-Litigation"

DIRECTORS AND MANAGEMENT OF MALLINCKRODT

Directors of Mallinckrodt

The following table sets forth the names of the directors of Mallinckrodt and the number of shares|

of Mallinckrodt Common Stock owned by each of them and by all officers and directors of Mallinckrodt
as a group. "*

| ^"NIIS"NYels'.*nimItiY'"'
of the Merger

5t k e ea y med av on be av ,e be
as of January 26. 1982 of 1.667 of 1.429

4 af n as of $ r s
Dhector oS es s

64,186(3) 55,022(3)* *

Rayrnand F. Bentele . . 38,504(2) *
. ...

George H. Capps 0 0 0 0 0 0

William R. Chaney(4) 0(5) 0 55.285(6) 55,285(6)* *

429 *500 *
William H. Danforth 300(7) *

429 =500 **
William L. Davis 300

54,211 46,471* *

August H. Homeyer 32,520 *

20,004 17,148* *

f: Harry W. Kroeger 12,000(8) *

i David W. Mitchell(4) 0(5) 0 57,200(6) 57,200(6)* *

i William D. Phillips 0 0 0 0 0 0

| George Putnam 3,750 14,451 13,559* * *

Harold E. Thayer 43,500(2)(9) * 72,515(3) 62,162(3)* *'

35,725(3) *
John L. Ufheil 25,000(2) 41,675(3)* *

.

All directors and officers as a
j group (22 persons) 257,030 1.7 428,469 0.6 367,296 0.5
,

i (fcornotes on following page)
'
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* Less than 0.5E
(1) Assuming 60,156,135 shares of Avon Capital Stock outstanding immediately prior to con-

summation of the Merger.
(2) Includes the following shares which such persons have the right to acquire within 60 days

after January 20,1982 upon the exercise of stock options granted under the Mallinckrodt Option Plan:
Mr. Bentele, 38,500; Mr. Thayer, I 8,000; Mr. Ufheil, 25,000.

(3) Assuming that all shares of Mallinckrodt Common Stock which such persons have the right to .
acquire within 60 days after January 20, 1982 are acquired by such persons and are converted into
Avon Capital Stock pursuant to the Merger Agreement.

,

L (4) Messrs. Mitchell and Chaney, Chairman of the Board and President, respectively, of Avon,
were e!ceted by the Board of Directors of Mallinekrodt on January 18, 1982, following successfulI

comcletion of the Ter.dct Offer, pursuant to th: Merger Agreement.
'(5) Excludes 7,334,007 shares held by Holdings. Messrs. Mitchell and Chaney disclaim beneficial-

ownership of such shares.
(6) Includes the following shares which such persons have the right to acquire within 60 days

after December 31, 1981 upon exercise of stock options granted under the Avon Option Plan:
Mr. Chaney 52,250; Mr. Mitchell 56,200.

(7) Excludes 375 shares held by members of Dr. Danforth's family, as to which shares Dr. Danforth
disclaims beneficial ownership.

(8) Excludes 1,368 shares held by Mr. Kroeger's wife and daughter, as to which shares Mr. Kroeger
disclaims beneficial ownership.

(9) Excludes 2,850 shares held by Mr. Thayer's wife in her individual capacity and as trustee
and custodian, as to which shares Mr. Thayer disclaims beneficial ownership.

Remuneration of Directors and Officers
The following table sets forth information concerning the 1981 remuneration of each of the

five most highly paid directors or executive officers of Mallinckrodt whose total remuneration exceeded
$50,000 and all directors and officers of Mallinckrodt as a group for services in all capacities to Mal- ,

linckrodt and its subsidiaries. Cash and Cash Equivalent Forms of Remuneration

Insurance Aggregate of
Salaries, Fees. Benefits and Contingent

Name of Individual Capacities 1n Directors * Fees Personal - Forms of
or Persons in Group which Served and Bonuses (l) Benefits Remuneration

Raymond M. Asher Vice President,
Secretary and
General Counsel $ 141,000 $10,367 $ 61,897(2)

Raymond F. Bentele President, Chief Executive
OfIicer and Director 358,333 5,688 143,812(2)

Harold E. Thayer Chairman of the Board ,

and Director 450,000 19,561 308,148(3)

Walter W. Thulin Vice President,
Food. Flavor and
Fragrance Group 156,500 1,719 63,197(2)

John L. Ufheil Executive Vice President,
Chief Operating Officer
and Director 216,250 3,445 109,527(2)

All directors and officers I
(22 persons including
the above) $2,525,066(4) $55,219 $636,904(2)(3)

(1) Includes amounts awarded under Mallinckrodt's Additional Compensation Plan in 1981, the'
payment of which has been deferred in part but will be paid in full prior to consummation of the Merger.
Excludes amounts awarded in prior years, reported as deferred compensation in the remuneration table -
in prior years, and paid in 1981.

(2) Includes amounts charged to expense in 1981 under the Bonus Plan described below. .

<

(3) I .mdes amounts paid for life insurance to fund Mallinckrodt's obligations to pay death benents, .
and v..oals for payments after retirement, under the Consulting and Supplemental Agreements
descrit3ed below.

(4) Includes $90,000 at.d $24.000, respectively, awarded md/or paid to A. H. Homeyer and
W. D. Phillips, directors of MMinckrodt, for consulting servica Includes amounts with respect .to.
directors and ofilcers only for the periods during which they held such poe.itions.
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Retirement Plans and Agreements

Mallinckrodt maintains a Retirement Income Plan for Salaried Employees (the "Mallinckrodt
Retirement Plan'') which is a defined benefit plan. Employees participating on March 28,1981 willGenerally,
receive a retirement benefit of the greatest amount produced by any of several formulae.
participants with 25 years of service begin receiving upon retirement an annual amount substantially
equivalent to 47.5% of their average annual base salary over the five highest consecutive years duringParticipants
the last ten years of their employment,less one-half of their Social Security primary benefit.Participants with more 25 years
with fewer years of service receive proportionately lesser amounts.
of service begin receiving upon retirement an annual amount equivalent to 1.2% times years of service
times $15,370, plus 1.7% times years of service (to a maximum of 30) times average annual base salary
in excess of $15,370. The aggregate contribution to the Mallinckrodt Retirement Plan in 1981 was
7.0% of the total remuneration of all employees covered by the Mallinckrodt Retirement Plan,

b The following table shows the annual benefits payable upon retirement at age 65 for variousThe credited years of
salary and years of service combinations under the Mallinckrodt Retirement Plan.
service covered by the Mallinckrodt Retirement Plan for each of the persons named in the remuneration[

R. M. Asher-10; R. F. Bentele-14; H. E. Thayer-42; W. W. Thulin-3;;

table above are as follows:
Payment of the specified retirement benefits is contingent upon continuation of

,s
|and L L. Ufheil 4.

O Directors who are not,
the Mallinckrodt Retirement Plan in its present form until the employee retires.

W or who have not been, employees of Mallinckrodt will not receive benefits under the Mallinckrodt Retire-
| ment Plan.
i

FSTIMATED ANNUAL RETIREMENT BENEFIT AT AGE 65 AFTER !I
Years of ServiceAA y'

15 25 35 45
,

Salary __

$125,000 S 41,075 5 59,825 5 62,350 $ 64,200
.

. .. . 57,325 83,575 87,850 89,700
175,000

! 225,000 73,575 107,325 113,350 115,200 j

275,000 . 89,825 131,075(1) 138,850(1) 140,700(1) !.. .... .

!. ....

I

(1) Participants with average annual salary in excess of $275,000 and 25 or more years of
1

i

credited service will be limited to the maximum annual benefit under the Mallinckrodt Retirement PlanJ

1974, 5124,500 in 1981.
as provided under the Employee Retirement Income Security Act of

Pursuant to the Merger Agreement, Holdings will either maintain the Mallinckrodt Retirement Plan
in its present form or provide benefits which are at least as favorable to its participants.

In 1971, Mallinckrodt entered imo an agreement with Mr. Thayer (the " Consulting Agreement")
1977,1978 and 1980, entitles him to receive upon his retirement from active servicewhich, as arnended in

with Mallinckrodt, whether voluntary or involuntary, 55,000 per month payable for a period of 120
months beginning on the first day of the month next following his retirement. In the event Mr. Thayer!

dies before expiration of such 120 month period, his designated beneficiary (or, if none is designated,
his estate) will receive a lump sum payment equal to 10/7 of the commuted value at the time;

of Mr. Thayer's death (using an 8% discount factor) of the aggregate monthly payments for the
d

unexpired portion (or, if Mr. Thayer has not retired prior to the time of his death, the entire term)
| Payments under the Consulting Agreement are in addition to Mr. Thayer'sof such 120 month period.

salary and any benefits he is now, or may becot.:, entitled to receive under any Mallinckrodt stock
optia plan, incentive compensath plan, pension plas (includin* the Mallinckrodt Retirement Plan)
and other general plans which are now, or may in the future be, in efIect.'
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The Consulting Agreement requires that Mr. Thayer render certain consulting services to Mallin-

ekrodt for a period of 120 months after retirement (unuss incapacitated) or until his earlier death,
prohibits him from engaging in any competitive activity and renders the benefits thereunder nonassignable
(except in limited circumstances).

In 1975, Mallinckrodt entered into an agreement with Mr. Thayer (the " Supplemental Agreement")
which, as subsequently amended, entitles him to receive upon his retirement and for as long as he is
alive an annual amount which, when added to the amounts received by him each year under the
Consulting Agreement and the Mallinckrodt Retirement Plan (as in effect at the time of his retirement),

f will aggregate $150,000. The annual amount is subject to increase proportionately with actual pension
j benefits; however, such increases may not cause the annual amount payable under the Supplemental
| Agreement to exceed an amount which, when added to the amounts received annually by Mr. Thayer

under the Consulting Agreement and the Mallinckrodt Retirement Plan (as in effect at the time of
his retirement), will aggregate more than $325,000. Mr. Thayer will be entitled to receive any

.

I'improvements extended to retired employees under the Mallinckrodt Retirement Plan after Mr. Thayer
retires without reduction in the amounts payable under the Supplemental Agreement. ;

l ''
The Supplemental Agreement provides that in the event Mr. Thayer dies within five years after

retirement, his designated beneficiary (or, if none is designated, his estate) will receive a lump sum ;,
'ipayment equal to 10/7 of the commuted value at the time of Mr. Thayer's death (using an 8% discount

factor) of the benefits payable under the Supplemental Agreement for the unexpired portion of such
five-year period. In addition, upon Mr. Thayer's death at any time after retirement, his beneficiary or
estate will be paid a lump sum equal to 10/7 times Mr. Thayer's annual salary at the time of his retire-
ment. If Mr. Thayer dies prior to his retirement, his beneficiary or estate will receive a lump sum
amount equal to 10/7 of ten times the aggregate of (i) Mr. Thayer's annual benefits payable at such time
under the Mallinckrodt Retirement Plan and Supplemental Agreement, reduced by (ii) the amount of
any life insurance maintained by Mallinckrodt payable upon Mr. Thayer's death to his beneficiaries or
estate. Such amounts are in addition to amounts payable under the Consulting Agreement.

The Supplemental Agreement contains provisions requiring consulting services, prohibiting competi-
tive activities and restricting assignment similar to those contained in the Consulting Agreement.

If Mr. Thayer ceases to be a Mallinckrodt employee following a change in control of Mallinckrodt
(as defined in the Supplemental Agreement), he will receive $325,000 per year during his life. ,,

in addition, five days after he ceases to be an employee following a change in control, Mr. Thayer ||
will be entitled to receive payment of (1) all base salary and deferred compensation which is accrued

'

or awarded to him but not paid; (2) an amount equal to the spread between the exercise price (s) of
all options held by him to purchase shares of Mallinckrodt Common Stock and the higher of the then
market price or the highest price paid in connection with any change in control of Mallinckrodt and (3)
payment of certain legal fees. The Tender OfIer constitutes a change in control as defined in the
Supplemental Agreement.

At retirement Mr. Thayer will have the right to elect to receive payment of the benefits under both
i

the Consulting and Supplemental Agreements on any actuarially equivalent basis which would be
available to him under the Mallinckrodt Retirement Plan.

On his retirement on April 21,1973, Dr. August H. Homeyer, then a Vice President of Mallinckrodt,
agreed to serve the company as a consultant until April 21, 1983. During such time as Dr.
Homeyer provides consulting services up to one-half his pre-retirement working time, he will be com-
pensated at the rate of $2.500 per month, and thereafter until April 21, 1983, at the rate of $1,000
per month. In the event of Dr. Homeyer's death prior to April 21, 1983, his wife shall be entitled to
receive $500 per month for a period expiring April 21,1983 or until her death, whichever first occurs.
Such payments are in addition to any benefits to which Dr. Homeyer may be entitled under the Mallin-
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Dr. Homeyer is prohibited from engaging in competitive activity for the period
ckrodt Retirement Plan. With respect to 1981, Dr. Homeyer was awarded additional compensation of21,1983.ending April
$60,000, reflecting management's judgment of the value of his contribution to Mallinckrodt.

Mallinckrodt has entered into a Consulting Agreement with Dr. William D. Phillips, a directot
of Mallinckrodt, pursuant to which Dr. Phillips provides consulting services to Mallinckrodt on an
exclusive basis for a minimum of four days per month at a rate of $500 per day. Such Agreement is
automatically renewed annually on December 1 unless notice to the contrary is given by October 31.,

I

I
Other Plans and Agreements

Mallinckrodt maintains an Additional Compensation Plan (the " Additional Compensation Plan")
The Executive Compcasation Com-

to provide reward and incentive to officers and key employees.
mittee annually determines which officers and key employees are eligible for additional compensation
and sets aside for the Additional Compensation Plan an amount which may not exceed 20% of net
income before federal income taxes and any provision for the Additional Compensation Plan after
deducting an amount equal to 6% of the monthly average aggregate par value of the Mallinckrodt
Common Stock outstanding during the year and 6% of the aggregate earned surplus and of the monthlyOut of the amount set aside, the
average of any paid-in or other capital surplus during the year.
Committee allocates specific amounts to participants and may award each participant's share in a single[

cash payment, in annual installments over not more than live years, as deferred compensation or in any
{ In practice payments under the Additional Compensation Plan in the last fivecombination thereof.

years have ranged from 1% to 1.8% of pre-tax income and have not exceeded 3.4% in the last
10 years.

Mallinckrodt has adopted an Executive Salary Protection Plan (the " ESP Plan") pursuant to which
the beneficiaries of eligible officers are entitled to receive continued payment of a designated portion
of such officers' compensation in the event of the death of such officers while Mallinckrodt employees.
The ESP Plan provides for the payment to the beneficiary of 100% of a designated portion of the eligible
officer's compensation for one year following death and the payment of 50% of such amount during
each year thereafter for the longer of nine years or until such officer would have attained the age of
65. In addition, the ESP Plan provides for the payment of one lump sum death benefit equal to
100% of a designated portion of the eligible officer's compensation in the event of the death of such

Ten officers of Mallinckrodt, including Messrs. Asher, Bentele, Thulin and Ufheil,
officer after retirement.
but excluding Mr. Thayer, participate in the ESP Plan, and these officers do not participate in Mallin-
ekrodt's group life insurance plans.

,

Pursuant to the Merger Agreement, Holdings will either maintain both the ESP Plan and the
Additional Compensation Plan, or provide benefits at least as favorable to their respective participants.

In 1978 Mallinckrodt adopted the Bonus Plan, under which " units" of participation have been
awarded to seven oHicers of the company, excluding Mr. Thayer. The purpose of the Bonus Plan,
which is administered by the Executive Compensation Committee of the Board of Directors, is to provide
increased incentive for certain officers and key employees to apply their abilities toward attainment ofThe Bonus
Mallinckrodt's objective of increased earnings over the five year period of the Bonus Plan.31, 1983 of fully
Plan established as a growth target the achievement for the year ended December
diluted earnings of $3.32 per share, which represents a compounded annual earnings growth of 11%j

| above fully diluted earnings of $1.97 per share for 1978 (restated to reflect the three-for-two split of!

Mallinckrodt Common Stock in 1981). If this target were achieved each participant in the Bonus Planr
1

would have been paid a bonus equal to the number of units held by the participant multiplied by the
. .

31,1983, or i'

lesser of the fair market value of a share of Mallinckrodt Common Stock on December
A reduced bonus would have been paid if earnings for 1983 were at least $3.03 per share. f

; $80.00.
The Merger Agreement provides that each participant in the Bonus Plan will receive in exchange

for his units of participation awarded thereunder an amount of cash equal to the highest cash price
I

~ per share paid for shares of Mallinckrodt Common Stock in the Tender Offer, multiplied by the number
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:I of units granted to such panicipant, and the Bonus Plan will thereupon be terminated. Units in the
Bonus Plan are outstanding as follows: Mr. Asher, 4,500; Mr. Bentele, 9,000; Mr. Thulin, 2,250; Mr.
Ufheil,6,750; three other officers of Mallinckrodt,9,000. .;

The Board of Directors approved Mallinckrodt's Employee Stock Ownership Plan (a " Tax Reduc-
tion Act Stock Ownership Plan" or "TRASOP") effective January 1,1978 for employees on U.S. pay-
rolls who are not subject to a collective bargaining agreement, other than officers of Mallinckrodt.
Under the TRASOP, Mallinckrodt is allowed an increased investment tax credit when the funds
generated by the credit are used to purchase Mallinckrodt Common Stock for the accounts of partici-
pants in the TRASOP. Mallinckrodt employees are eligible to participate after three years of service, a

Shares available under the TRASOP are allocated equally to participants' accounts. Because the |
costs of the TRASOP are offset by the increased investment tax credit, the TRASOP has no effect 1
on net earnings.

Mallinckrodt has entered into three-year employment contracts with Messrs. Asher, Bentele, Ufheil
and seven other officers, providing for base compensation at their then current rates and such supple-
mental, incentive or additional compensation, if any, as may be awarded by the Board of Directors or
Executive Compensation Committee. These contracts are renewed annually at the officers' current rates .,

of base compensation. Additional agreements were entered into in 1980 and 1981 with these ofilcers |
and with certain other officers and key employees which provide that such officers and employees 1
will be entitled to certain severance benefits if their employment is tenninated after a change in control ]
of Mallinckrodt (as defined in such agreements), unless such termination is by reason of death, disa-
bility or retirement, by Mallinckrodt for cause or by the o~;icer or employee for other than good
reason. The Tender Offer constitutes such a change in control of Mallinckrodt. With respect to the
specified officers, such benefits consist principally of a lump sum cash payment of the following amounts:
(1) three times the sum of his annual base salary and the amount awarde;l under the Additional Com-
pensation Plan for the most recent year; (2) the spread between the exercise price of all outstanding
options then held by him under the Mallinckrodt Option Plan and the higher of the then market price or
the highest price paid per share in connection with the change in control; and (3) payment in an amount
equal to the value of his units under the Bonus Plan based on the earnings per share having met the
required average compound growth rate through the end of the most recently completed quarter. Under
certain circumstances Mallinckrodt will also pay certain relocation expenses and legal fees. In ad:lition,
Mallinckrodt will continue to provide the terminated officer or employee with all benefits to which he was
entitled under Mallinckrodt's employee benefit plans, or provide him with substantially similar benefits
for three years after termination, and pay him a lump sum at his retirement age equal to the actuarial
equivalent of the pension to which he would have been entitled under the Mallinckrodt Retirement Plan,
without regard to vesting requirements, as if he had accumulated specified additional years of service
under the Mallinckrodt Retirement Plan reduced by the single sum actuarial equivalent of any amount to
which he is entitled under the Mallinckrodt Retirement Plan.

Pursuant to the Merger Agreement the termination agreements have been amended to provide that
(i) Holdings shall have no obligation under such agreements to continue plans or arrangements which
are specifically cancelled or modified pursuant to the Merger Agreement, to the extent cancelled or
modified, and (ii) the requirement that Mr. Raymond F. Bentele report to the Chief Executive Officer
of Avon shall not constitute grounds for Mr. Bentele to terminate his employment and receive benefits
under his termination agreement.

Stock Options

Under the Mallinckrodt Option Plan, options may be granted to key employees of Mallinckrodt and
its subsidiaries. The purchase price of such options is 100% of the fair market value at the time of grant.
and the term of such options is 10 years. The Maliinckrodt Option Plan is administered by Mallinckrodt's
Executive Compensation Committee. Approximately 200 persons are eligible to participate in the
Mallinckrodt Option Plan, and 128 persons held options under the Mallinckrodt Option Plan at
January 20,1982.
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Mallinckrodt Option Plan became immediately exercisable in full. Pursuant to the MergerUpon execution of the Merger Agreement by Mallinckrodt, all outstanding options granted un er t eAgreement, the
by Mallinckrodt

Executive Compensation Committee has, subject to approval of the Merger Agreementh Mallinckrodt Option Plan, other than
shareholders, (a) given all holders of options granted under t edirectors or officers of Mallinckrodt, the tight to have Mallinckrodt cancel any suc op

h tions which would
d to the execution of the

be exercisable by their terms as of the effective time of the Merger without regarbetween the exercise

Merger Agreement in consideration of a cash payment equal to (i) the differenceber of shares of Mallin-h

price per share of such options so cancelled and $50, multiplied by (ii) t e numlled in consideration of a cash pay-

ckrodt Common Stock subject to such opticas so cancelled, (b) canceMallinckrodt who are not members of its

ment as aforesaid all options held by dNetors and officers ofOperating Committee which would be exercisable by their terms as of the effect vet and (c) with respect to options held by
i time of the Merger

without regard to the execution of the Merger Agreemen ideration of a cash payment as

members of Mallinckrodt's Operating Committee, cancelled in consh such member or (y) all of each such
aforesaid the greater of (x) one-third of all options held by eacf the effective time of the Merger without
member's options that would be exercisable by their terms as oWith respect to options held by members of the

regard to the execution of the Merger Agreement. Operating Committee, the options cancelled were those with the lowest exerc se pr ce .
i i s

NTANTS

AVON'S RELATIONSHIP WITII INDEPENDENT PUBLIC ACCOUAvon is informed
Main Hurdman has audited the accounts of Avon in each year since 1922. direct financial interest, or any material indirect

that no member of the firm of Main Hurdman has anyA tnember of the firm will be present at Avon's
inations and to makefinancial interest, in Avon or any of its subsidiaries. i

Special Meeting of Shareholders to answer appropriate questions concerning ts exam
a statement if he desires.

T NTS

MALLINCKRODTS RELATIONSHIP WITH INDEPENDENT ACCOUN Aears. Mallin-

Price Waterhouse has acted as Mallinckrodt's independent accountants for many yf their knowledge, neither such firm nor
i direct financial* ekrodt has been advised ty Price Waterhouse that, to the best o

* any of its partners has, ormhas had since their engagement by Mallinckrodt, any direct or ni h Mallinckrodt or its subsidiaries
interest in Mallinckrodt g any of its subsidiaries, or any relationship w tA representative of Price Waterhouse will be present

appropriate questions concerning its4
other than their duties a tuditors and accountants.
at Mallinckrodt's Specal Meeting of Shareholders to answer
examinations and to mae a statement if he so desires.

EXPERTS
i his Joint Proxy State-

The consolidated fmancial statements of Avon and subsidiaries included n tid ded September 30,1981 and 1980)
untants, given on thement (except as they relate to the unaudited nine month per o s end

have been included in reliance upon the report of Main Hurdman,indepen ent acco
authority of said firm as experts in auditing and accounting.d d in this Joint Proxy

The consolidated financial statements of Mallinckrodt and subsidiaries inclu ed d September 30,1981 and

Statement (except ac they relate to the unaudited nine month periods en e1980) have been included in reliance upon the report of Price Waterhouse, n
i dependent accountants,

ti g
given on the authority of said firm as experts in auditing and accoun n .
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The following table sets forth certain information with respect to options outstanding at January
20,1982.

Number of Exercise Expiration
Shares Pdce Date

146,701 $18.50 March 6,1988

140,375 20.50 April 22,1990

3,000 30.50 December 16,1990

3400 34.833 February 10,1991

3,000 33.00 March 24,1991
;

3,000 32.125 July 10,1991

60,950 38.75 September 23, 1991
,

3,000 43.125 December 14, 1991

i
The following table shows, as to certain directors and officers of Mallinckrodt and as to all directors"'

and officers of Mallinckrodt as a group, the following information with respect to options: (i) the*

aggregate number of shares of Mallinckrodt Common Stock subject to options granted during the specified
period, (ii) the average per share option exercise price thereof, (iii) the net value (market value less

,

; exercise price) realized in shares acquired during the specified period upon the exercise of options
granted during the specified period or prior thereto, (iv) the number of shares sold during the specified
period, (v) the aggregate number of shares of Mallin:krodt Common Stock subject to all options out-
standing as of the end of the specified period and (vi) the potential (unrealized) value (market value
less exercise price) of such outstanding options as of the end of the specified period. The numbers of
options set forth below correspond to the numbers of shares to which they relate.

Iher' B teie ayet . Thu n. I th G a com

Granted-1/1/77 to 12/31/81:
Number of options 17.000 38,500 18,000 12,000 25.000 195,950

. ..
;

Average per share option price $ 23.11 $ 24.54 $ 18.50 $ 27.34 $ 15.74 $_ 23.41

Exercised-1/1/77 to 12/31/81:!

f Net value realize 1 in shares (market
$ - $ - $ - $ -$value less exercise price) . $ -' -

Saler1/1/:7 to 12/31/81:

h Number of sharW . . . . . . . . . . . . - - - - - -

I.
I Outstanding at 12/31/81:

j Number of options .
17,000 38,500 18,000 12,000 25.000 169,700

I Potential (unrealized) value-(mar-
.

ket value less exercise price) $402.938 $857,532 $509,625 $233,625 $526,875 $3,855,096
...

i ,

* Sales by directors and officers who exercised options during the period from January 1,1977I

{
to December 31,1981.

!

}
In addition, during the period employees who are not officers or directors were granted options for a

total of 268,575 shares at an average option price per share of $21.56.

The average of the closing bid and asked prices of Mallinckrodt Common Stock on December 31,
1981, as reported by NASDAQ, was $46.8125.
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Upon execution of the Merger Agreement by Mallinckrodt, all outstanding optiot.s granted under the'

Mallinckrodt Option Plan became immediately exercisable in full. Pursuant to the Merger Agreernent, the
Executive Compensation Committee has, subject to approval of the Merger Agreement by Mallinckrodti

shareholders, (a) given all holders of options granted under the Mallinckrodt Option Plan, other than
directors or officers of Mallinckrodt, the right to have Mallinckrodt cancel any such options which would
be exercisable by their terms as of the effective time of the Merger without regard to the execution of the
Merger Agreement in consideration of a cash payment equal to (i) the difference between the exercise
price per share of such options so cancelled and $50, multiplied by (ii) the number of shares of Mallin-
ekrodt Common Stock subject to such options so cancelled, (b) cancelled in consideration of a cash pay-
ment as aforesaid all options held by directors and officers of Mallinckrodt who are not members of its i

Operating Committee which would be exercisable by their terms as of the effective time of the Merger
without regard to the execution of the Merger Agreement and (c) with respect to options held by
members of Mallinckrodt's Operating Committee, cancelled in consideration of a cash payment as
aforesaid the greater of (x) one-third of all options held by each such member or (y) all of each such
member's options that would be exercisable by their terms as of the effective time of the Merger without j

regard to the execution of the Merger Agreement. With respect to options held by members of the l

Operating Committee, the options cancelled were those with the lowest exercise prices. |
1

AVON'S RELATIONSIIIP WITII INDEPENDENT PUllLIC ACCOUNTANTS

Main Hurdman has audited the accounts of Avon in each year since 1922. Avon is informed
that no member of the firm of Main Hurdman has any direct financial interest, or any material indirect
financial interest, in Avon or any of its subsidiaries. A member of the firm will be present at Avon's
Special Meeting of Shareholders to answer appropriate questions concerning its examinations and to make
a statement if he desires,

MALLINCKRODT'S RELATIONSIIIP WITil INDEPENDENT ACCOUNTANTS

Price Waterhouse has acted as Mallinckrodt's independent accountants for many years. Mallin-
ekrodt has been advised by Price Waterhouse that, to the best of their knowledge, neither such firm nor
any of its partners has, or has had since their engagement by Mallinckrodt, any direct or indirect financial
interest in Mallinckrodt or any of its subsidiaries, or any relationship with Mallinckrodt or its subsidiaries
other than their duties as auditors and accountants. A representative of Price Waterhouse will be present
at Mallinckrodt's Special Meeting of Shareholders to answer appropriate questions concerning its
examinations and to make a statement if he so desires.

EXPERTS

The consolidated hnancial statements of Avon and subsidiaries included in this Joint Proxy State-
ment (except as they relate to the unaudited nine month periods ended September 30,1981 and 1980)
have been included in reliance upon the report of Main Hurdman, independent accountants, given on the
authority of said firm as experts in auditing and accounting.

The consolidated financial statements of Mallinckrodt and subsidiaries included in this Joint Proxy
Statement (except as they relate to the unaudited nine month periods ended September 30,1981 and
1980) have been included in reliance upon the report of Price Waterhouse, independent accountants.
given on the authority of said firm as experts in auditing and accounting.
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ADDITIONAL INFOIO1ATION

This Joint Proxy Statement is also a Prospectus delivered in compliance with the Securities Act. A
Registration Statement under the Securities Act has been filed by Avon with the Securities and Exchange
Commission (the "SEC"), Washington, D.C., with respect to the shares of Avon Capital Stock issuable
in the Merger. As permitted by the rules and regulations of the SEC, this Prospectus omits certain
information contained in the Registration Statement on file with the SEC. The information omitted can
be inspected at Room 6101 of the ollice of trie SEC,1100 L Street, N.W., Washington, D.C., and copies
can be obtained from the SEC at prescribed rates by writing to it at 500 North Capitol Street, Washing-
ton, D.C. 20549. For further information pertaining to the securities offered hereby, reference is made
to the Registration Statement, including the exhibits filed as a part thereof.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Shareholders and Board of Directors of i'

AvoN PacoucTs, INC.

We have examined the consolidated statement of financial condition of Avon Products, Inc. and
|j

'

subsidiaries as of December 31,1980 and 1979 and the related consolidated statements of earnings and
r

|
retained earnings and of changes in financial position for each of the three years in the period ended!

Our examinations were made in accordance with generally accepted auditingDecember 31, 1980.
standards and, accordingly, included such tests of the accounting records and such other auditing

,

procedures as we considered necessary in the circumstances. !

|
In our opinion, the financial statements identified above present fairly the consolidated financial31,1980 and 1979 and the consolidated

position of Avon Products, Inc. and subsidiaries at December
results of their operations and the changes in their financial position for each of the three years in the
period ended December 31,1980, in conformity with generally accepted accounting principles, appliedI

on a consistent basis.

MAtN HURDMANo

I

! ! New York, New York
February 2,1981

1

|| 1

o
i

;

\?

l
:
i

I

.

.

f

41

:

i

i
F-2'

1

Y _-____-__- |-



- - - _ _ . - _ _ , - . - _ - _ . .__ -_ __ _ _ _ _ - - _ . _ _ - . . - - - - - - _ . _ _ - - _ _ _ _ _ _ _ _ _ _ - _ _ _ - _ _ _ _ _ _ _ _ - - _ _ . . .

I . .n. .

i...- '}'
- |

|
t

i

,.

'}i
;i

4

i

.j I

!

'l
-s

{THIS PAGE INTENTIONALLY LEFT BLANK 1 [

.4

l

F-3

.'D C . u



'
-

+ .
.

I
AVON PRODUCTS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
(In M1111ons)

ASSETS
H

|- September 30, December 31
i; 1981 1980__ 1979

(Unaudited)

! Current assets
$ 17.4 $ 25.7 5 34.7

.l: Cash .
.

116.5 282.7 272.2
Short-term investmentsj|

.

[ Accounts receivable (less allowance for doubtful 230.6 240.3 213.4
accounts of $10.4, $13.3 and $11.4)i-

Inventories
240.3 178.5 167.2

! Finished goods .. ..

209.5 202.9 198.7
Raw material . .. . .

q. 449.8 381.4 365.9
6

117.0 120.9 92.7
l Prepaid expenses . .. ..

931.3 1,051.0 978.9
Total current assets

3:
Property |

40.9 36.7 31.4.f
\

Land .

330.5 281.0 220.4 f
.

|.
264.2 274.0 233.0

Buildings
!

. .

'i Equipment and improvements .

96.0 76.3 78.8
f Construction in progress .

731.6 668.0 563.6

]
l

Less accumulated depreciation 215.9 202.2 181.4 |
|. .

!. 515.7 465.8 382.2

| 57.9 54.6 44.9
Deferred charges and other assets" ....... . ... .

$1,504.9 $1,571.4 $1,406.0

I

1
. ,

I

i

,

The accompanying notes are an integral part of these statements.
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''- AVON PRODUCTS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF FINANCIAL CONDmON-(Centinued)
(In Millions)

LIABILITIES AND SHAREHOLDERS' EQUITY
December 31,

September 30,
1981 1980 1979

(Unandited)

Current liabilities

Notes payable S- 81.7 5 36.6 5 58.0
. . . .

. . 92.8 113.5 102.1Accounts payable

Accrued expenses 68.1 87.7 62.4.

Accrued compensation 59.1' 31.4 30.5.. . .

Retail sales and other taxes 78.5 107.6 76.9
.

Taxes on earnings 97.4 173.5 141.5
. .

Total current liabilities 477.6 550.3 471.4. . ... . . . . . . .

Long-term debt . 2.4 2.6 4.1
. . .. ... .. . .

Other liabilities

Foreign employee benefit plans 43.8 45.7 42.0

Other 6.0 4.8 5.9 .
. . . .

49.8 50.5 47.9

Deferred income taxes . . 58.6 46.8 25.4..... .. .. ..

Shareholders' equity
-

Capital stock, par value $.50

Authorized 80,000,000 shares
Outstanding 60,154,424, 60,153,045 and

60,148,245 shares 30.1- 30.1 30.1... .. . ..

Capital surplus 59.2 59.2 59.0
. .. .. . .. . .. .

Retained earnings 827.2 831.9 ' 768.1.. . . .... .. .

916.5 921.2 857.2

S1,504.9 $1,571.4 $1,406.0

|
i

i

l
,

ne accompanying notes are an integral part of there statements.
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AVON PRODUCTS, INC. AND SUBSIDIARIES
| CONSOLIDATED STATE 31ENT OF EARNINGS AND RETAINED EARNINGS
| (la hiillions, Except Per Share Amounts)

9
(l

Nine Afonths Ended
September 30, Year Ended December 31j,

1981 1980 1980 1979 1978
l'

i (Unaudhed)
,f

' Net sales:
United States 5 959.9 5 888.7 $1,332.1 51,326.5 $1,233.0

d|-
. .. .

International 826.2 813.0 1,237.0 1,051.0 853.3
.

. ..., ..

p
1.786.1 1,701.7 2,569.1 2,377.5 2,086.3

- p
710.7 638.9 959.9 899.7 759.1

Cost of goods sold . .

Gross proSt 1,075.4 1,062.8 1,609.2 1,477.8 1,327.2
. . . ... ... . ..

Marketing, distribution and administrative {
865.8 823.1 1,169.4 1,034.8 880.4 ; i,

. expenses . .

209.6 239.7 439.8 443.0 446.8 )j,

y Operating profit ''.

:D- Interest income 36.9 28.2 39.8 34.3 29.9
. . ..

.

T Other income (deductions)-net . 14.5 (2.9) (7.3 ) 2.9 (8.5 )
.

:: 261.0 265.0 472.3 480.2 468.2 ;'
|

Earnings before taxes .

h Taxes on earnings 130.5 131.2 231.0 229.5 234.6 f
.

. . . .. . .

Net earnings 130.5 133.8 241.3 250.7 233.6 ;
,

i

Cash dividends 135.2 132.3 177.5 164.6 149.6,a
.

Addition to retained earnings (4.7) 1.5 63.8 86.1 84.0 ,

... .

j Retained earnings, January 1 831.9 768.1 768.1 682.0 598.0
. ..

Retained earnings, end of period S 827.2 S 769.6 $ 831.9 5 768.1 $ 682.0'

Per share of capital stock ''

Net earnings . . $2.17 $2.22 $4.01 $4.17 $3.89 .

... .. .....

Cash dividends . 2.25 2.20 2.95 2.75 2.55 i
. .. . ...

Average shares outstanding . . . . . . . . 60,15 60.15 60.15 60.14 60.11

!

!

I
- .

..

;i.

.

8 ||

1
t

r

The accompanying notes are an integral part of these statements.
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AVON PRODUCTS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CllANGES IN FINANCIAL POSITION
(In Millions)

Nine Months Ended
September 30 Year Ended December 31.

1981 1980 1980 1979 1978 !

(Unaudite[ .I
Source of working capital !

Net earnings $ 130.5 $ 133.8 $241.3 $250.7 $233.6.. . .

Add
Depreciation 13.7 15.9 27.4 23.4. 20.8

. ...

Deferred income taxes . 11.8 11.1 21.4 10.2 .8...... .

Working capital provided from operations 156.0 160.8 290.1 284.3 255.2 ;

Increase in other liabilities (.7) 1.9 2.6 8.1 ' 8.2 |. .

Disposals of property . . .0 .0 6.7 2.7 5.2
'

. .. .. .. .

| Sales of capital stock under option, and other
capital transactions .0 .0 .2 .4 4.3...... .......

| 155.3 162.7 299.6 295.5 272.9

Use of working capital
Cash dividends 135.2 132.3 177.5 164.6 149.6

. .

Additions to property 63.6 81.7 117.7 116.3 75.6
. . .

Additions to deferred charges and other assets 3.3 5.2 9.7 13.7 13.0

| Decrease Li long-term debt . .2 (1.3) 1.5 1.3 2.1
...

202.3 217.9 306.4 295.9 240.3

Increase (decrease) in working capital $ (47.0)_ $ (55.2) $ (6.8) $ (.4) $ 32.6

Change in components of working capital
Cash and short-term investments . . . . . $(174.5) $(146.2) $ 1.5 $(35.2) $(43.7) .
Accounts receivable (9.7) 8.8 26.9 25.1 51.9

.. . ...... ... ...

Inventories 68.4 61.2 15.5 11.9 117.2
. ........ .. ... ....

,. .... . . ... . (3.9) 42.3 28.2 17.9 12.4Prepaid expenses

Notes payable . (45.1) (15.1) 21.4 (13.5) (20.2). . ........ ....

Accounts payable and accrued expenses 12.6 (23.9) (37.6) 1.5 (49.1)

Accrued taxes 105.2 17.7 (62.7) (8.1) (35.9). . .. . .

increase (decrease) in working capital . . . $ (47.0) $ (55.2) $ (6.8) $ (.4) $ 32.6.

I

|

The accompanying notes are an integral part of these statements.
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AVON PRODUCTS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FtNANCIAL STATE > TENTS
i

Accounting Policies
y
si . Principles of Consolidation-All subsidiaries are consolidated.
f
1

Interim Financial Statements-The accompanying unaudited consolidated financial statements have
f' : been prepared in accordance with the instructions to Form 10-0. In the opinion of the Company,30,1981 and

they contain all adjustments necessary to present fairly its financial position at September
;

| | 1980, and the results of its operations and the changes in its financial position for the nine months endedL 4

M September 30,1981 and 1980.
R

Short-term Investments-Shoit-term investments are stated at cost plus accrued interest, whichU

p
p approximates market value.

Cost is determined on aInventories-Inventories are stated at cost, not in excess of market.;

last-in, first-out basis for substantially all U.S. inventories, and on a first-in, first-out basis for all other
.

inventories.;

I

Property and Depreciation-Property is recorded at cost. Depreciation over the estimated useful
h lives of the property in the United States and Canada is determined principally on declining-balance

;
methods for property acquired prior to January 1,1977, and on the straight-line basis for property'

acquired subsequently. In other countries depreciation is determined on the straight-line basis.
t

I
Stock Opuons-Proceeds from the sale of capital stock issued pursuant to stock option plans arei[' credited to capital stock to the extent of par value, and to capital surplus for the excess of the option

.-

j

price over par value. Any corporate tax benefits resulting from stock option plans are credited to
!

' ?

capital surplus.

Ta.tes on Earnings-Taxes on earnings are adjusted for deferred income taxes where there are
differences between the years in which transactions affect taxable income and the years in which they
allect net earnings.

;
'

' Taxes on earnings are reduced by investment tax credits in the year in which the related assets )
are placed in service. These credits were not materialin 1980,1979 or 1978.

i

i Deferred Income Ta.res-These include the effects of timing differences related to noncurrent items,
|

|
including depreciation, and tax liabilities not currently payable.

The net deferred income tax benefit associated with certain current items is included in prepaid1 h

j'
expenses.

!
Retirement Plans-Avon Products, Inc. and several subsidiaries maintain noncontributory retire- ,

'

ment plans for substantially all their employees. The annual provisions under these plans, as determined|
'

by independent actuaries using accepted actuarial methods, provide for current service cost and straight-;

line amortization of prior service liability primarily over a thirty-year period. All plans are funded on a
,

I :

i current basis except where funding is not required. i
-
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! AVON PRODUCTS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

Earnings Per Share-Earnings per share of capital stock are based on the average number of
shares outstanding during each year. Shares issuable upon the exercise of stock options are excluded
from the average number of shares because their inclusion would not reduce earnings per share for
1980,1979 or 1978.

Taxes on Earnings

Differences between the consolidated income tax rate and the statutory federal income tax rate

are as follows:
1980 1979 1978

Statutory federal income tax rate . 46.0 % 46.0 % 48.0 %. .. .

State and local income taxes, net of federal
income tax benefit 1.7 2.0 2.5... ... ..

Effect of translating foreign currency statements. 2.0 1.1 .9 i

1

Foreign income taxes and all other . (.8) (1.3) (1.3). .

. . 48.9 % 47.8 % 50.1 %Consolidated income tax rate
|

The Company has provided for U.S. and foreign income taxes (after giving effect to available
tax planning alternatives and foreign tax credits) on earnings of subsidiaries that have been remitted, i

'

that are available for remittance or that are not intended to be invested in foreign operations. The
balance of unremitted earnings of foreign subsidiaries that are restricted or required for current or
future operations approximated $289.4 million at December 31, 1980.

Industry Segment Data

The Company's business is primarily comprised of two industry segments, the production and sale
of cosmetics, fragrances and toiletries; and of fashion jewelry. Operations are conducted in the United
States, Europe, Latin America and other parts of the world.

Operating profit consists of total revenues less cost of goods sold and marketing, distribution and
administrative expenses. Interest income and other income (deductions)-net, which are included in
earnings before taxes, are excluded from operating profit.

The identifiable assets of industry segments and geographic areas are those assets used in the
Company's operations in each segment and area. General corporate assets are short-term investments.

Year Ended December 31.

(In Millions)
Addidssa

Net Operating Identifiable Depreciation To
Sales Profit Assets Expense Property

INDUSTRY SEoMENTS
1980

Cosmetics, fragrances and toiletries $1,983.3 $341.3 $ 999.3 $22.8 $ 91.8

Fashion jewelry . . 425.2 95.8 190.9 3.8 19.2
. .. . ....

All other 160.6 7.8 98.5 .8 6.7
. . . . . .

.0 (5.1) 282.7 .0 .0
General corporate .. . .

$2,569.1 $439.8 $1,571.4 $27.4 $117.7
Consolidated . .. .
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AVON PRODUCTS, INC. AND SUBSIDIARIES

NOiES TO CONSOLIDATED FINANCIAL STATE 31ENTS-(Continued)
'

Year Ended December 31.

(In 51illions)
Additions

It Net Operating Identifiable Depreciation ToI

i
Sales Profit Assets Expense Property

Isot>sm SEGMEKIS-(Continued)

1979

Cosmetics, fragrances and toiletries 51,847.0 $327.1 $ 858.9 $19.3 5 93.0

Fashion jewelry . 399.2 108.4 174.2 3.1 21.5

h 131.3 11.0 100.7 1.0 1.8
'l All other

.0 (3.5 ) 272.2 .0 .0
General corporate

Consolidated $2,377.5 $443.0 $1,406.0 523.4 5116.3

g 1978

h Cosmetics, fragrances and toiletries $1.609.5 $353.9 5 760.5 $ 17.6 5 58.1

| Fashion jewelry 362.4 91.9 141.5 2.4 15.3
. ..

I All otber 114.4 5.2 71.2 .8 2.2

.0 (4.2) 309.2 .0 .0
General corporate

! Consolidated $2.086.3 5446.8 51.282.4 520.8 5 75.6

i GEOGRAPHIC AREAS
1980

United States 51,360.8 $245.5 5 592.3 512.8 5 56.4
f . .

528.1 64.2 283.4 6.7 33.0
; Europe .. . .,

! Latin America 456.1 103.1 275.3 4.9 24.1
. .

i

f All other foreign 274.1 37.2 137.7 3.0 4.2
. . ..

j Total international 1,258.3 204.5 696.4 14.6 61.3

.0 (5.1 ) 282.7 .0 .0
General corporate . . ..

} Eliminations (50.0) (5.1) .0 .0 .0

Consolidated 52.569.1 S439.8 51,571.4 $27.4 5117.7
h|

1979

United States 51,352.3 5282.3 5 526.9 512.3 5 45.4
.

4
461.7 69.1 255.S 5.0 40.1

Europe . . . . .. ....

Latin America 367.4 72.2 230.6 3.4 23.2
|

All other foreign 238.1 28.6 120.5 2.7 7.6

Total international 1,067.2 169.9 606.9 11.1 70.9 ;

I
.0 (3.5) 272.2 .0 .0General corporate

! Eliminations (42.0) (5.7) .0 .0 .0
i

Consolidated $2.377.5 5443.0 $1,406.0 $23.4 $116.3
f I

i
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| AVON PRODUCTS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATE 31ENTS-(Continued)

Year Ended December 31,

(In .%tillions)
Additions

Net Operating IdentiEable Depreciation To
Sales Profit , , Assets Expense Property

GEOGRAPitic AREAS-(Continued)

1978

United States $ 1,253.0 $298.7 $ 499.0 $11.5 $ 35.4

Europe 370.1 67.2 181.5 4.2 15.6
Latin Arnerica 298.6 64.2 185.9 3.0 12.2.

All other foreign 194.8 25.9 106.8 2.1 12.4

Total International 863.5 157.3 474.2 9.3 40.2
General corporate .0 (4.2) 309.2 .0 .0

Eliminations (30.2) (5.0) .0 .0 .0

Consolidated $2,086.3 $446.8 $1,282.4 $20.8 0 75.6

Effect of Foreign Exchange Fluctuations

Net earnings were unfavorably affected by foreign exchange fluctuations, as follows (in millions):

1980 1979 1978
Foreign exchange gains (losses)-net:

Translation of foreign currency statements into U.S. dollars, and
realized and unrealized foreign currency transactions $ (2.4) $ 5.5 $(3.6)

Translation of certain items, principally inventories, at historical rates ( 19.6) (18.3 ) (5.3)

$(22.0) $(12.8) $(8.9)
Detail by country:

Brazil . $ (16.2) $(16.1) $(9.3)
Argentina (3.1 ) (4.7) (2.5)
Germany (1.7) 3.4 2.6
United Kingdom 1.2 2.1 .0

Japan (2.3 ) 2.0 .3

All other-net .1 .5 .0

$(22.0) $ (12.8) $ ( 8.9)

Short-term Investments

Short-term investments consisted primanly of certificates of deposit and time deposits.

Lines of Credit

Unused lines of credit at December 31,1980 approximated $105 million. This amount is related
to International operations and consisted altnost entirely of overdraft facilities. These lines of credit
involved no material commitment fees. As a matter of practice, the Company maintains its bank balances
in amounts sufficient to compensate banks for credit lines and services.

F-11
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AVON PRODUCTS, INC. AND SUllSIDLtRIES
i

NOTES TO CONSOLIDATED FINANCIAL STATEStENTS-(Continued)

Long-term Debt

Notes payable of $2.6 million at December 31,1980 and 1979 were obligations of domestic and
]

1

h foreign subsidiaries payable to 1994 The notes of foreign subsidiaries were payable in local currency.
|

H
The 6% % bonds of $1.5 million at December 31,1979, of a subsidiary are guaranteed by Avon

!! Products, Inc. and are payable in U.S. dollars. The final maturity date of the 6% % bonds was
February 1,1981. Included in notes payable at December 31,1980 and 1979 was $1.5 million, the
current portion of the 6% % bonds.

!

j Capital Changes
H

@ Stock option transactions are sumrnarized below:
U Shares
| L'nder Option

A lable
For Option Shares Price

b

!! 594,030 619,025 $29-$60
P January 1,1979

0
Granted (265,750) 265,750 46-48

0 (10,460) 29-44j Excrcised

t! Cancelled
50,670 (50,670) 41-60

f
December 31, 1979 378,950 823,645 29-60

Granted (817,770) 817,770 40 |

0 (4,800) 29
Exercised

Cancelled 731,100 (731,100) 29-60

December 31,1980 292,280 905,515 $29-$60

i 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 to optionees.
,

' Such rights, as granted, permit the optionees to receive cash and/or stock equal to any excess of the
'

,

market value over the option exercise price. The aggregate difference between the option price and the
market price is charged to net earnings as compensation expense. The number of shares covered byi

options is reduced by the number of rights exercised.
I

For the three years ended December 31,1980, increases in capital stock and capital surplus were
attributable to stock issued pursuant to the 1970 Stock Option Incentive Plan as follows (in millions): j

1980 1979 1978

i $ .0 $ .0 $ .1
Capital stock .

I Capital surplus:
$ .1 $ .3 $3.6

Options exercised .

Corporate tax benefit arising from the exercise of stock options .1 .1 .6
'

$ .2 $ .4 $4.2
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AVON PRODUCTS, INC. AND SUBSIDIARIES
,

NOTES TO CONSOLIDATED FINANCIAL STATDIENTS--(Continued)

Retirement Plans

Accumulated plan benefits and plan net assets for the Company's U.S. defined benefit retirement
plans at January 1,1980 are presented below (in millions):

Present value of accumulated plan benefits:

Vested . . $110.8
Nonvested 34.0.

5144.8

Net assets available for benefits 5151.6 {.

!

The estimated rate of return used to determine the present value of accumulated plan benefits |
was 7.5 %. |

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

|

|

| Commitments

Various construction programs were in progress at December 31,1980, with an estimated additional
cost to complete of $80 million.

The Company leases office space in New York City for its executise and administrative offices;
and in London, England, for its European Marketing Center, under operating leases that expire in
1997 and 1982 to 2000, respectively. Other real property is also leased under operating leases expiring
from 1981 to 2036.

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

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

Long-term lease obligations, all of which are operating leases, at December 31, 1980 consisted;

| of (in millions):
Minimum Rental

Period For The Period
<

1981 5 41.2

1982 29.5

| 1983 22.1

1984 18.6

1985 18 3

Beyond 1985 207.7

$ 337.4
_

;
.
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AVON PRODUCTS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Concluded)

SuppicmentalInformationI,
Year Ended December 31.(t

! 1980 1979 1978

(In Mi!Ilons)

.. . $ 27.4 $ 23.4 $ 20.8
1

1
Depreciation . . . .. .

53.6 46.9 38.2

ij Rent expense . . .. . . . .. . .

27.2 24.6 22.4

il Retirement plan expense . . .

30.0 24.9 21.6

f
Research and development expense .

35.5 44.0 46.8
Media advertising ...

|
j; 32.0 26.8 23.5
ij Provision for doubtful accounts ... .

(2.4) 5.5 (3.6)
h Foreign exchange gains (losses)-net ..

|| Earnings before taxes:
$274.6 $313.0 $327.3 !

hi United States .. . .. . .

197.7 167.2 140.9

{p! ForeignS . ......

$472.3 $480.2 $468.2

Taxes on earnings:
,

Federal:
; $128.6 $137.9 $156.5

Current .. .... ..... .

6.6 8.6 2.0
Deferred .. ... .. . . .

...

135.2 146.5 158.5

Foreign:
66.5 63.3 55.0

Current .. . .

i 14.7 1.6 (1.2)
.

i Deferred ..... .. ...

81.2 64.9 53.8
!

. . .. . . 14.6 18.1 22.3
State and other ... .

231.0 229.5 234.6
'

|
Taxes other than on earnings: !

70.3 61.6 48.2i

Payroll taxes . .. . .. . ..

17.4 15.5 13.2,

Other .. ..
.

87.7 77.1 61.4
'

Total taxes .
$318.7 $306.6 $296.0

Interest cost:
. .

$ 12.3 $ 10.8 $ 5.9
Incurred

(11.0) (9.9) .0. ,

- I Capitalized .

$ 1.3 $ .9 $ 5.9
' Expensed

Excess of current cost over stated value of
. .. .. . $ 32.8 $ 17.2 $ 13.2

LIFO inventories
73.6 69.4 54.6

i
Maximum short-term borrowings

61.3 56.5 33.8
Average short-term borrowings j

' . .

! Net current deferred income tax benefit included in
'

19.2 13.8 10.1
prepaid expenses .. . ... .

g
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| AVON PRODUCTS, INC. AND SUBSIDIARIES

NtANAGEN1ENT'S DISCUSSION OF LIQUIDITY AND CAPITAL RESOL'RCES
AND OF THE CONSOLIDATED STATENIENTS OF INCON1E

Discussion of Liquidity and Capital Resources

Cash and short-term investments increased $1.5 million, to $308.4 million at December 31,1980.
During the past three years the Company has undertaken major facilities expansion projects in several
countries, including the United States, the United Kingdom, Brazil, Japan and Ireland. Capital expendi-
tures during this three-year period totaled $309.6 million, all of which was financed without long-term
borrowing. Construction programs in progress at December 31, 1980 carried an estimated cost to
complete of $80 million. Capital expenditures in the next three years are expected to continue at
generally the same rate as, or at a somewhat lower rate than, the previous three years. Based on current
projections, these projects will also be financed without long-term borrowing.

Short-term borrowing consists primarily of borrowings from banks by subsidiaries. It is expected
that the level of such borrowings will not increase at a rate greater than the rate of expansion of world-
wide operations. Unused lines of credit at December 31. 1980 approximated $105 million. This
amount relates to International operations and consists almost entirely of overdraft facilities.

The Company's sales and carnings have a marked seasonal pattern that is characteristic of many
companies in the cosmetics, fragrances and toiletries industry, as well as the jewelry industry. Heavy
Christmas business causes a sales peak in the fourth quarter of the year. Fourth quarter net sales
have averaged approximately 35% of full-year net sales, and fourth quarter net earnings have averaged
about 45% of full-year net earnings. As a result, December 31 balances of cash and short-term
investments are usually at the highest level attained during the year, while inventories and notes payable
are at, or near, the lowest levels of the year.

By contrast, first quarter net sales and net earnings are at the lowest level of the year. First
quarter net sales have averaged approximately 19% of full-year net sales, and first quarter net earnings
Lave averaged about 15% of full-year net earnings. Second and third quarter net sales have each
averaged approximately 23% of full-year net sales, and net earnings for each of these quarters have
averaged about 20% of full-year net earnings. These seasonal fluctuations in nel sales and net earnings
cause cash and short-term investments to decline each quarter from the year-end high to a low point
at the end of the third quarter. Conversely, inventories and notes payable generally increase each
quarter from the year-end low to a high point at the end of the third quarter. In addition to the lower
levels of net sales and net earnings during the first three quarters, and the building of inventories to
meet the higher sales demands of the fourth quarter, other factors that contribute to the decrease in
cash and short-term investments and to the increase in notes payable are the quarterly payments of
dividends to shareholders and large income tax and other tax payments during the first and second
quarters.

Discussion of 1980 and 1979
Consolidated net sales were $2.57 billion in 1980, an increase of $192 million or 8% over 1979.

U.S. net sales increased $5.6 million to $1.33 billion, and International net sales increased 18% to
$1.24 billion. Net earnings decreased 4% to $241.3 million. Earnings per share were $4.01,
compared with $4.17 in 1979.

The decrease in net earnings of $9.4 million (16c per share) was caused principally by the
following factors:

. An increase in marketing, distribution and administrative expenses as a percentage of net sales
decreased net earnings by $26.7 million (45c per share).

. A decrease in other income-net reduced net earnings $2.5 million (4c per share).

. An increase in the income tax rate decreased net earnings by $5.3 million (9c per share).
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AVON PRODUCTS, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION OF LIQUIDITY AND CAPITAL RESOURCES
' AND OF THE CONSOLIDATED STATEMENTS OF INCOME-(Continued)

,i These decreases in net earnings of $34.5 million-(58# per share) were partially offset by:

b:. Higher net sales that increased net earnings by $18.6 million (31c per share) .

. A decrease in cost of goods sold as a percentage of net sales that increased net earnings by. i
,

,

$6.4 million (11g per share).

f .

The increase in consolidated net sales resulted from increased net r. ales in International, where
h . higher unit volume and higher average unit selling prices both contributed to the increase. A portion
h of the increased unit volume was attributable 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.

j- Cost of goods sold increased by $60.2 million but decreased as a' percentage of net sales, to

I 37.4% ir,1980 from 37.8% in 1979. The decrease in the cost ratio occurred after including the

4 adoption of the LIFO method of accounting for the inventories of Tiffany & Co. This change increased
cost of goods sold $11.6 million. The cost ratio, exclusive of the effect of the adoption of LIFO by'

Tiffany,~ was 36.9%. Lessening of the rate of discount on specially priced items in the U.S. and.

price increases in certain foreign countries contributed to the decline in the cost ratio.

I- Marketing, distribution and administrative expenses increased $134.6 million, and also increased
'

{ as a percentage of net sales, to 45.5% in 1980 from 43.5% in 1979. Approximately two-thirds of
! the increased expenditures occurred in International, primarily to support marketing and field opera-

tions 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; marketing, distribution and administra-
tive expenses; and other deductions-net, decreased net earnings.by $22.0 million (37( per share) in
1980 compared with $12.8 million (21g per share) in 1979.

| Taxes on earnings increased $1.5 million, and the income tax rate increased to 48.9% in 1980
from 47.8% 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 follows under "Information on Inflation and
. Changing Prices" on pages F 20 through F-23.

Discussion of 1979 and 1978

Consolidated net sales were $2.38 billion in 1979, an increase of $291 million, or 14%, over 1978.
U.S. net sales increased 8% to $1.33 billion, and International net sales increased. 23% to $1.05
Lillion. Net earnings increased 7% to $250.7 million. Earnings per share were $4.17, compared
wi;h $3.89 in 1978.

The increase in net earnings of $17.1 million (28# per share) was caused principally by the
following factors:

. Higher net sales increased net earnings by $31.1 million (52c per share).

. Increased other income-net increased net earnings by $7.9 million (13# per share).

. A lower income tax rate increased net earnings $11.1 million (18e per share).
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AVON PRODUCTS, INC. AND SUBSIDIARIES

31ANAGENIENT'S DISCUSSION OF LIQUIDITY AND CAPITAL, HESOl'RCES
AND OF TIIE CONSOLIDATED STATE >lENTS OF INCONIE-tCondnued)

These increases in net earnings were partially offset by:

. An increase in cost of goods sold as a percentage of net sales caused net earnings to decline
$17.2 million (29g per share)

. Higher marketing, distribution and administrative expenses as a percentage of net sales caused
net earnings to decline $15.8 million (26c per share).

The increase in U.S. net sales resulted primarily from higher unit volume in the cosmetics, frag-
rances and toiletries segment, and from a lessening in the rate of discount on specially priced items.
Although there was a 9% gain in the number of active Representatives, lower average Representative
orders reduced the rate of U.S. sales gain.

The increase in International net sales resulted from higher unit volume and price increases in
certain countries. A portion of the increased unit volume is attributable to the 12% increase in the j
number of active Avon Representatives. Improved average Representative orders and higher levels of
customer service in most major markets contributed to the International sales gain.

Consolidated cost of goods sold increased $140.6 million and also increased as a percentage of
sales to 37.8% in 1979 from 36.4% in 1978. The increase in the cost ratio was primarily the result
of a less favorable product mix, inflationary cost pressures in the U.S., and a greater adverse effect of
foreign exchange fluctuations.

The less favorable product mix resulted from higher sales of the standard line of cosmetic and
fragrance products, which are generally less profitable than other products in the cosmetics, frag-
rances and toiletrics segment. Sales of fashion jewelry were relatively flat for the year because of a
slowdown in consumer demand that began during the third quarter and continued through the end of
the year, thus further contributing to the less favorable product mix, since jewelry represents the
Company's most profitab!c product segment.

Marketing, distribution and administrative expenses increased $154.4 million, and increased as
a percentage of net sales, to 43.5% in 1979, from 42 2% in 1978. These increases were primarily'.
the result of various marketing and field operations programs. The marketing programs included
the introduction of integrated promotional events in the United Kingdom, Canada and Australia.
These events were supported by strong merchandising, sales promotion, advertising and field operations
efforts and were successful in increasing customer service. Two similar events were conducted in
the United States. Field operations programs included the creation of smaller Representative territories
in the United States and several foreign countries.

The Company elected in 1979 to adopt Statement of Financial Accounting Standards No. 34,
which permits the capitalization of interest expense as part of the cost of certain fixed assets in 1979,
and which requires its capitalization in subsequent years. As a result, interest expense in 1979 was
only $928,000, lower by $5,0 million because of Statement No. 34.

In 1979, other income-net was $2.9 million, compared with other deductions-net of $8.5 million
in 1978. A major factor contributing to this swing from other income-net to other deductions-net
was foreign exchange gains, resulting from the translation of foreign currency statements into U.S.
dollars and realized and unrealized foreign currency transactions in 1979, compared with foreign
exchange losses in 1978.

The increased foreign exchange gains included in other income in 1979 were more than offset by
increased foreign exchange losses charged to cost of goods sold and expenses resulting from the -
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AVON PRODUCTS, INC. AND SUllSIDIARIES

SfANAGEMENTS DISCUSSION OF LIQUIDITY AND CAPITAL RESOtlRCES
AND OF TIIE CONSOLtDATED STATEMENTS OF INCOME-(Continued)

The net effect of these factors
translation of inventories and prepaid expenses at historical rates.
reduced net earnings $12.8 million (21e per share) in 1979, compared with $8.9 million (15e per

j
i share) in 1978.

Taxes on earnings declined by $5.1 million and the income tax rate was 47.8% in 1979, compared
with 50.1% in 1978. The major factor causing the decline in the income tax rate was the reduction of

q

3
the U.S. statutory rate to 46% from 48%.

Discussion of Nine Months Ended September 30,1981 and 1980

Consolida:ed net sales were 51.79 billion in the first nine months of 1981, an increase of $84.4
U.S. net sales increased 8% to $959.9 million,

million or 5% over the first nine months of 1980.
and laternational net sales increased 2% to $826.2 million. Net earnings decreased 2% to $130.5

L Net earnings per share were $2.17, compared with $2.22 in 1980.million.

I
Financial results for 1980 have been restated to reflect the cdoption of the LIFO (last-in, first-out)

method for the valuation of the inventories of Tiffany & Co.'

The decrease in net earnings of $3.3 million (5# per share) was caused principally by the followingn
d
' factors:

. An increase in cost of goods sold as a percentage of sales, which decreased net earnings by
) $20.3 million (34# per share).
j

. An increase in marketing, distribution and administrative expenses as a percentage of sales,1

h
|

which decreased net earnings by $900,000 (1# per share).

. An increase in the effective income tax rate, which decreased net earnings by $1.3 million
]
I (2# per share).

These decreases in net earnings of $22.5 million (37# per share) were partially offset by the

! following factors: 'f
! . Higher net sales, which increased net earnings by $6.0 million (10e per share).'

| . An increase in interest income and other income-net, which increased net earnings by $13.2
| million (22e per share).' '

The increase in net sales resulted primarily from higher unit volume in the U.S. and from price!

. increases in certain foreign countries. A portion of the sales increase is attributable to a 3% increase
!

in the number of active Avon Representatives.

Cost of goods sold increased by $71.8 million, and also increased as a percentage of net sales.
;

f The increase in the cost ratio was primarily the result of
I to 39.8% in 1981 from 37.5% in 1980.
j the effect of foreign currency fluctuations.

Marketing, distribution and administrative expenses increased $42.7 million, and also increasedA major factor contributing
as a percentage of net sales, to 48.5% in 1981 from 48.4% in 1980.
to the increase was higher expenditures in International, relative to sales.

>
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AVON bHODUCTS, INC. AND SUBSIDIARIES

SIANAGE%1ENTS DISCUSSION OF LIQt:IDITY AND CAPITAL RESOURCES
AND OF Tile CONSOLIDATED STAIDIENTS OF INCON1E-(Concluded)

Other income-net increased $26.1 million to $51.4 million. A major factor contributing to the
increase was increased foreign exchange gains, resulting from the translation of foreign currency state-
ments into U.S. dollars, and realized and unrcalized foreign currency transactions in 1981, compared

with 1980.

The greater foreign exchange gains included in other income in 1981 were more than ofIset by
higher foreign exchange losses charged to cost of goods sold and to expenses, which resulted from the
translation of inventories and prepaid expenses at historical rates. The net effect of these factors
reduced net earnings by $35.1 million (58e per share) in 198l. compared with $17.3 million (29g
per share) in 1980.

Taxes on earnings decreased by $700,000, but the effective income tax rate increased to 50.0%
in 1981 from 49.5% in 1980. The principal cause of the increase in the efIective tax rate was higher
tax rates on International carnings.

|

1
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AVON PRODUCTS, INC. AND SUBSIDIARIf3

SUPPLE 3fENTAL FINANCIAL DATA
,

Quarterly Financial Data-(Unaudited)

Quarterly data for the nine months ended September 30,1981 and the two years ended December
,

d 31,1980 are summarized below (in millions, except per share amounts):
Nine 51onths Ended September 30,1981

Net Gross Operating Net Earnings
)
( Quarter Sales Profit Profit Earnings Per Share

j First $ 549.3 5 340.5 5 60.9 $ 41.3 5 .69

I Second 635.9 379.5 85.2 52.7 .87 ,

. ..

Third 600.9 355.4 63.5 36.5 .611

|

| 51.786.1 51,075.4 5209.6 5130.5 $2.17

|

1980

f Net Gross Operating Net Earnings
i

Quarter Sales Profit ProGt Earnings Per Share
'

|
First S 516.1 5 326.9 5 66.9 $ 39.0 5 .65

] Second 601.8 370.6 91.8 49.6 .82

.) Third 583.8 365.3 81.0 45.2 .75

Fourth 867.4 546.4 200.1 107.5 1.79

$2,569.1 51,609.2 $439.8 5241.3 $4.01 {
| i
f j1979

Net Cross Operating Net Earnings i
.

Quarter Sales Pront Profit Earnings Per Share

i First S 453.6 5 286.4 5 66.0 $ 39.0 $ .65 1

. Second 566.5 352.8 103.7 56.6 .94

4
1 Third 555.1 346.6 86.5 51.1 .85

.

Fourth 802.3 492.0 186.8 104.0 1.73

52,377.5 $1,477.8 $443.0 $250.7 $4.17

,

Information on Inflation and Changing Prices-(Unaudited)

1 Constant Dollar Data

The following consolidated summary of earnings includes the annual amount of net sales and net
earnings adjusted to a constant 1980 dollar basis, using the Consumer Price Index for All Urban
Consumers (CPI-U). The restated amounts are referred to as constant dollar earnings, since the intent ,

of this method is to hold the purchasing power of the dollar constant for the period reported. The ;

amounts shown under the heading " Adjusted for General Inflation" are derived by restating cost of I

goods sold and depreciation expense to dollars whose purchasing power is equivalent to the average ;

|
purchasing power of the dollar for the year 1980 as measured by the CPI-U. Net sales and all expenses, j'

l 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
1980 dollars in the primary financial statements, thus requiring no adjustment in the constant dollar
statement.
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AVON PRO'' "TS INC, AND SUBSIDIARIES

SUPPLDIEN. it FINANCIAL DATA-(Condnued)

Cost of goods sold is adjusted by restating the historical cost of inventories at the beginning and
end of the year, and inventories acquired and sold during the year, to average 1980 dollars, thereby
adjusting the amounts charged to current earnings.

I
Depreciation expense is adjusted by restating the historical cost of depreciable assets on hand

during the year to average 1980 dollars, and using the revised amounts to calculate adjusted depreciation
expense for the year. Depreciation expense included in the constant dollar statement is restated to
average 1980 dollars, employing the same estimated useful lives and depreciation methods as used in
the primary financial statements.

The effect of the decline in purchasing power on net monetary assets or liabilities is determined
by calculating these net monetary items at the beginning and end of the year, adjusted for the change in

i such items during the year, in terms of average 1980 dollars.

Current Cost Data

The consolidated summary of earnings also includes the annual amount of net sales and net
earnings adjusted to a current cost basis. The restated amounts are referred to as current cost earnings,
since the intent of this method is to measure the effects of changing prices on inventories, 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 cunent 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 purchase contracts, vendor price quotations
and other published prices for the quality, quantity and time at which the Company purchases these
items, or by applying an index of relevant purchase prices to the historical cost of such items.

Finished goods current cost was estimated on the basis of standard costs adjusted to reflect current
material, labor and overhead costs, as well as current cost depreciation of buildings and equipment.

In the U.S., substantially all inventories are accounted for on a last-in, first-out basis, and actual
cost of goods sold therefore generally ref!cets current costs. In other countries current cost of goods
sold was estimated by adjusting historical costs for the approximate time lag between acquisition of

|
inventories and their subsequent sale. The result 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 construc-
tion 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 estimated on the basis of current quoted
market prices for new machinery of equivalent capacity. The current cost of all other equipment was
developed by using engineering estimates or by applying indexes that were derived from recent cost data
for items of similar productive capacity.

Depreciation based on the current cost of buildings and equipment was estimated using the same
depreciation methods and estimated usefullives used in preparing the historical cost financial statements.
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AVON PRODUCTS, INC. AND SUllSIDIARIES

S1JPPLESiENTAL FINANCIAL DATA-(Continued)

Summaryj The current cost method measures the estimated change in specific prices, and may also assumeThe use of this method
] replacement with different plant and equipment than that currently in use. inventories, cost of goods sold and

results in an estimated current cost of plant and equipment,p

aepreciation. Constant dollar adjustment indicates the effect of the general rate of inflation, as measuredby the CPI-U, on inventories, cost of goods sold, plant and equipment, and depreciation, by restatingCurrent cost differs from constant dollarf
'

f

f their historical cost in terms of average current year dollars. il labor,

adjusted amounts to the extent that the estimated changes in the current cost of mater a .,;

overhead, and plant and equipment differ from the general rate of inflation.,

The effect of constant dollar and current cost restatement is to increase cost of goods sold andThis impact was moderated
( depreciation expense and therefore, to show lower adjusted net earnings.Depreciation represents

by the fact that U.S. inventories are valued on the last-in, first-out method.9

approximately 2% of total costs and expenses,3

As shownin the consolidated adjusted summary of earnings, the income tax rate for 1980 increased,

from 48.9% to 54.2% on the constant dollar basis and to 52.5% on the current cost basis, becausef
most countries allow tax deductions only for historical costs.

The consolidated summary of earnings adjusted for general inflation and changing prices for the
As Shown In Adjusted !~or Adjusted For

|i]
year ended December 31,1980 follows (in millions):The Financial General Chances la

Statements inflation Specific Prices
j

(Illstorical Cost) (Constant Dot.t_ar ) (Current Cost)- ,

b
-

.

4 $2,569.1 $2,569.1 $2,569.1
3
f Net sales 959.9 998.2 980.6

Cost of goods sold
..

1,169.4 1,177.4 1,181.0.

Marketing, distribution and administrative expenses
39.8 39.8 39.8

; .
. .

[ Interest income
(7.3) (7.3) (7.3). ..

i Other income (deductions)-net
i . . '

231.0 231.0 231.0
. . ..

Taxes on earnings , ....

$ 241.3 $ 195.0 $ 209.0
. . .. . . . .

i
' Net earnings

48.9 % 54.2% 52.5%..

Income tax rate 'l. . .

I

Depreciation included in: $ 11.3 $ 16.7 $ 19.3

Cost of goods sold . . . .

Marketing, distribution and administrative 16.1 24.1 27.7ex-

. .. .
..

$ 27.4 5 40.8 $ 47.0; penses

Purchasing power gain on net monetary items
.

$ 2.7 $ 2.7

|
Increase in current cost of inventory and property held $ 118.5

I ...

during the year 137.3
..

Effect of increase in general price level . ..

Increase in current cost under increase in the general $ (18.8)
...

price level . . . .. . .

At December 31,1980: $ 453.9
800.8.

Inventories .

Property-net of accumulated depreciation .i
'
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AVON PRODUCTS, INC. AND SUllSIDIARIES

SilPPLD1ESTAL FINANCIAL DATA-(Concluded)

Selected financial data adjusted for general inflation and changing prices in average 1980 dollars
(in millions, except per share amounts): vcar Ended necember 31 j

1950 1979 1978 1977 1976 i

|

Constant dollar information:

Net sales $2,569.1 $2,699.0 $2,635.1 $2,323.5 $2.145.5
.

Net earnings 195.0 238.7 '

Earnings per share 3.24 3.97

Purchasing power gain (loss) on net
monetary items 2.7 (2.3 )

Net assets, December 31 1,189.2 1,177.5

Dividends per share . 2.95 3.12 3.22 3.00 2.61

Market price, December 31 32.59 42.31 61.73 63.82 70.09

Average consumer price index (1967=100) 246.8 217.4 195.4 181.5 170.5

Current cost information:

Net cannngs $ 209.0 $ 241.8.

Earnings pe share . 3.47 4.02

Incre o m current cost over (under)

|
increase in the general price level (18.8 ) 10.9

|
Net assets, December 31 1,271.0 1,287.2

;

i
i

F-23

I
i

a .______

,



_ _ . . _

}
, ,,

,

i

REPORT OF INDEPENDENT ACCOUNTANTS

I

To the Shareholde.rs and the Board of Directors of
i
'

,

Mallinckrodt, Inc.

in our opinion, the accompanying consolidated balance sheets and the related consolidated statements
f of income, of changes in shareholders' equity and of changes in financial position pr:sent fairly thej financial position of Mallinckrodt, Inc. and its subsidiaries at December 31,1980 and 1979, and the

results of their operations and the changes in their financial position for each of the three years in the
31, 1980, in conformity with generally accepted accounting principlesperiod ended December

Our examinations of these statements were made in accordance with generally
g| consistently applied.

accepted auditing standards and accordingly included such tests of the accounting records and such|-
:

q
other auditing procedures as we considered necessary in the circumstances.

j

1
f

PRICE WATEIUiOUSE
4

f
i

i

i
o

j St. Louis, Missouri
February 6,1981, except as to the third and

!j fourth sentences of the Note entitled " Share-!

$ holders' Equity", which is as of May 4,1981.
I
r

i

!
I
i

i

!

i
1-

|
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MALLINCKRODT, INC.
CONSOLIDATED BAIANCE SIIEETS

(Dollars in Thousands)

December 31,
September 30,

1981 1980 1979

(Unaudited)
ASSETS

Current assets'

f Cash .. . . .. ..... ... $ (697) $ 5,001 S 4,276

| Marketable securitics, principally U.S. Trea,ury Bills,
15,089 11,014 36,521[ at cost which approximates market . . . . ... .

Accounts receivable, less allowance for doubtful ac-
counts of $527 in 1981, $517 in 1980 and $513 in

- 1979 78,364 67.537 56,131
. .

inventories |
'

Raw materials 28,182 25,797 19,992
Work in process 23,111 L 7,426 13,138
Finished products 42,478 42,323 39,854 j

Other 6,727 6,940 5,824 |
Total current assets 193,254 176,038 175,736 {|

Property, plant and equipment
9,253 9,110 8,490Land ...

62,044 59,528 54,866Buildings and improvements
Machinery and equipment 146,499 136,006 119,002
Construction in progress 21,735 14,848 8,319

239,531 219,492 190,677
Accumulated depreciation (76,582) (68,208) (60,261)

162,949 151,284 130,416

Investments and other assets 17,928 15,481 11,646

Intangible assets, at cost less amortization 17,057 14,121 15,203

$391,188 $356,924 $333,001

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities

Accounts payable $ 38,406 5 32,707 $ 27,239
.

Income taxes 9,939 5,937 13,180......

Current maturities of debt 4,857 4,598 5,533
Salaries and wages 4,103 4,032 3,564

.

Total current liabilities 57,305 47,274 49,516
.

Long-term debt
5% ro Convertible Subordinated Debentures due 2000 28,658 30,000 30,000
6% % Notes, due in annualinstallments through 1981 1,500
Industrial Building Revenue Bonds due 2001

Series 1977A, 6% % 1,000 1,000 1,000
Series 1977B, 8% % . . 5,000 5,000 5,000

Others, due in installments through 1989 6,167 2,706 2,622

Total long-term debt- 40,825 38,706 40,122.. .

Deferred income taxes . 13,414 12,100 10,768

Other liabilities 5.231 4,941 3,775
.

Shareholders' equity
Common stock, $1 par value-authorized 30,000,000

shares; issued 14,200,087 shares in 1981, 9,435,198
in 1980 and 9,402,217 in 1979 14,200 9,435 9,402

Capital in excess of par value 35,082 38,428 37,609.

Earnings invested in the business 225,131 206,040 181,809

Total shareholders' equity 274,413 253,903 228.820
$391,188 $356,924 $333,001

The notes to consolidated financial statements are an integral part of these statements.
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MALLINCKRODT, INC.

b CONSOLIDATED STATE 31ENTS OF INCO31EJ
(In Thousands, Except Per Share Amounts)

u
3 Nine 5f onths Ended

September 30. Year Ended December 31,

1981 1980 1980 1979 1973

(IJnaudited)

] Net sales
5370,664 $328,760 5441,795 $392,470 5352,648

. . . ... ..

I Cost of goods sold 232,000 204.181 274,327 248,204 226,610
. . .

Gross profit 138,664 124.579 167.468 144.266 126,038 |

. .

,

l Selling, general and administrative
69,949 63,182 84,816 71,691 61,248

|
expenses .. . . . . ..

[ Research and development expenses 13,721 11.458 15,484 12,948 11,727

i
83,670 74.640 100.300 84,639 72,975

f Operating income 54,994 49,939 67,168 59,627 53,063

Other income and expense*

f
Interest expense . (2,378) (2,262) (3,077) (3,644) (3,388)

..

[
Interest income and other, net . 2.117 1,760 2,275 3,501 1,127

(261) (502) (802) (143) (2,261)
[ I

Income from continuing operatiou s

q before income taxes 54,733 49,437 66,366 59,484 50,802 l1

25.240 23,070 30.364 27,552 23,862
Provision for income taxes . .

i;

'n Income froe continuing operations 29,493 26,367 36,002 31,932 26,940

! Income from discontinued operations, net 554 1,901
! of taxes .. . .. .....

Gain on sale of ethical drug business, net 8,582

i. of taxes .. . .... ....

Net income 5 29,493 5 26.367 5 36,002 $ 41,06_8 5 28,841
.

Primary earnings per share
Income from continuing operations $2.08 51.87 $2.55 $2.27 $1.91 1

.04 .14

]
Income from discontinued operations

.60Gain on sale of ethical ' ug business.
|

Net income 52.08 51.87 $2.55 $2.91 $2.05
. .

Fully diluted earnings per share
Income from continuing operations 51.97 $ 1.79 $2.44 $2.18 $1.85

| .04 .12
Income from discontinued operations

.56Gain on sale of ethical drug business. .
,

Net income $ 1.97 $ 1.79 $2.44 $2.78 _ St.97. . . . .

The notes to consolidated financial statements are an integral part of these statements.
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|MAWNCKRODT, INC.
|

CON 5OLIDATED STATEMENTS OF CIIANGES IN FINANCIAL POSITION
(In Thousands)

iNina Months Ended
September 30, Year Ended Decemtier 31,

1981 1980 1980 1979 1978

(Unaudited)
Working capital was provided by

Continuing operations
Income from continuing operations $29,493 $26,367 S36,002 $31,932 $26,940
Depreciation and amortizmion 12s412 10,716 14,159 12,727 10,945

Deferred income taxes 1,326 1,237 1,394 689 1,183

Equity in undistributed earnings of affdiated
companies (1,906) (1,129) (2,191) (1,870) (1,258)

Working capital provided by contiau-
ing operations 41,325 37,191 49,364 43,478 37,810

.

804 2,458
Discontinued operations

f Total working capital prov;ded by
I operations 41,325 37,191 49,364 44,282 40,268

. .

Net working capital provided from sale ofI 13,744
ethical drug business . .

Proceeds from long-term debt 3,000 538 1,375 650 2,962
1,796 1,351

| Disposal and retirement of property
Conversion of 5% % Debentures 1,342

444 (965) 237 609 284
Other, net . .

Total provided 46,111 36,764 50.976 61,081 44,865

Working capital was used for
| Expansion and improvement of property 20,712 25,049 33,135 19,640 17,062

|
Acquieitions, net of working capital acquired 5,238 5,909

735 735 3,973
| Purchase of intangibles . .

Ccsh dividends . 10,402 8,469 11,771 9,869 8,457

Reductions of long-term debt . 2,050 2,209 2,791 2,831 4,027

investments in affiliated companies 524 1,880

Total used 38,926 36,462 48,432 36,313 37,335

Increase in working capital $_ 7,185 $ 302 $ 2,544 524,768 $3530
..

Analysis of changes in working capital
Increase (decrease) in current assets

Cash $(5,698) $(1,996) $ 725 $ 886 $ (673)
. .

Marketable securities 4,075 (32,478) (25,507) 34,466 (9,793).

Accounts receivable 10,827 15,888 11,406 579 10,716

Inventories 8,225 16,685 12,562 3,967 12,424
. .

Other assets (213) 24 1,116 148 719

Total 17,216 (1,877) 302 40,046 13,393

(Increase) decrease in current liabilities
Accounts payable (5,699) (5,510) (5,468) (6,715) (2,290)
Income taxes (4,002) 8,139 7,243 (6,530) (3,307)..

Current maturities of debt . (259) (380) 935 (1,941) 332

Salaries and wages (71) (70) (468) (92) (598)

Total (10,031) 2,179 2,242 (15,278) (5,863)
.

Increase in working capital . $ 7,185 $ 302 $ 2,544 $24,768 $ 7,530
.. ... . .

The notes to consolidated financial statements are an integral part of these statements.
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MALLINCKRODT, INC.

CONSOLIDATED STATE 31ENTS Ol' CIIANGES IN SIIAREllOLDERS' EQUITY

f
(In Thousands, Except Share Amounts)

| Earnings
'

Common Stock Capitalin Invested
Excess of in the

Shares Amount Par Value Business

Balam, at December 31,1977 9,395,367 $ 9,395 $37,432 $130,226
. ..

F .rcise of stock options 1,000 1 30
.

Conversion of notes
1,250 2 24

.. .

28,841
Net income . . .. . .... .

(8,457)
Dividends .. . . . .. . .. .

_ _ _

Balance at December 31,1978 9,397,617 9,398 37,486 150,610
. .

. . . 4,600 4 123
Exercise of stock options

41,068
Net income .. .. ..

(9,869)
Dividends . . .. .. . ... ..

Balance at December 31,1979 9,402,217 9,402 37,609 181,809

Exercise of stock options 14,481 14 477
. . .

18,500 19 342
Exercise of warrants . ... . .

36,002
Net income . . . . .. .

(11,771)
Dividends . . . . .. ..

Balance at December 31,1980 9,435,198 $ 9,435 $38,428 $206,040

Nine Months Ended September 30,1980

(Unaudited)
Balance at December 31, 1979 9,402,217 $ 9,402 $37,609 $181,809

. .

Exercise of stock options 4,565 4 122 j
..

!

Exercise of warrants 18,500 19 342
..... ... ..

26,367
- Net income ... . .. . .... .

(8,469)
| Dividends . .. ... .. ... .. ...

Balance at September 30,1980 .... . 9,425,282 $ 9,425 $38,073 $199,707

Nine Months Ended September 30, 1981

). (Unaudited)
Balance at December 31, 1980 9,435,198 $ 9,435 $38,428 $206,040

....

Exercise of stock options before stock split 4,999 5 134

Conversion of 5% % Debentures before stock
split 14,585 15 706

.. . . ....... .

Three-for-two stock split May 4,1981. . . . 4,726,935 4,727 (4,727)

Exercise of stock options after stock split 200 4
4

Conversion of 5% % Debentures after stock
.

18,170 18 537 |split ........... . . . . .

29,493
Net income . ...

(10,402)
Dividends .. . . . .

Balance at September 30,1981 14,200,087 $14,200 $35,082 5225,131

The notes to consolidated financial statements are an integral part of these statements.
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MALLINCKRODT, INC l
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of Significant Accounting Policies ~ 4

Principles of Consolidation-The consolidated financial statements include the accounts of the
Company and all majority owned subsidiaries, after elimination of material intercompany accounts and
transactions. Investments in 50 percent owned foreign companies are recorded on the equity method
of accounting.

Presentation of Interim Financial Statements-ine accompanying unaudited consolidated financial
statements as of September 30,1980 and 1981 have been prepared in accordance with the instructions
to Form 10-0 and therefore do not include all information and footnotes necessary for a fait presenta-
tion of financial position, results of operations and changes in financial position in conformity with

. generally accepted accounting principles. In the Company's opinion, all adjustments necessary for a
fair statement of the results of operations of the interim periods presented herein have been made.

I
Inventories are stated at the lower of cost (first-in, first-out) or market.

Property is carried at cost. New facilities, major renewals and betterments are capitalized; main-
tenance, repairs and minor renewals are charged to earnings as incurred. When properties are retired
or otherwise disposed of, the related cost and accumulated depreciation are removed from the respective
accounts and any profit or loss on disposal is charged or credited to income.

Depreciation is provided on the straight line method at rates based on the expected useful life of
the property (buildings 2h to 5%, machinery and equipment principally 6% %).

Interest costs, beginning in 1980, as required by a new rule of the Financial Accounting Standards
Board, are capitalized as part of acquisition cost during the construction period for major assets that
are constructed for the Company's use.

Intangible Assers-Purchased patents and licenses are amortized for financial reporting and tax
purposes on the straight-line method over their legal lives. Purchased formulae are amortized on the
straight-line method over their estimated useful lives (average 15 years) for financial reporting.

Income taxes are provided based on income reported for financial reporting purposes. Provisions
for deferred federal income taxes represent the tax effects of timing differences between income for
financial reporting and income for tax purposes. Investment tax credits are recorded as direct reductions
of income tax expense in the year the credits arise. Deferred federal income taxes have not been

,

provided on the undistributed earnings of a Domestic International Sales Corporation since these earn- {

ings are expected to be reinvested for an indefinite period of time, j

i
| Pensions-The Company has several non-contributory pension plans covering substantially all ;

full-time employees and certain part-time employees who qualify under the provisions of ERISA. ;

Under the principal plans, pension costs, which include current service costs and amortization of prior j.
service costs, are funded as accrued, using the unit credit actuarial cost method. Prior service costs
result frorn improvements in pension benefits and are being amortized over periods ranging from 10 :
to 22 years.

Earnings Per Share-Primary earnings per share are computed by dividing net income by the
weighted average number of shares of common stock outstanding. Fully diluted earnings per share .

,

computations include the weighted average number of shares outstanding during the year and shares '

which would have been outstanding upon exercise of dilutive stock options and warrants and conversion
of convertible debentures, in the fully diluted calculation, net income is increased by the interest
expense (net of tax) relating to such convertible debentures.
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MALLINCKRODT, INC.

NOTES TO CONSOtJDATED FINANCIAI, STATEMENTS---(Continued)

Business Disposal and Aequisitions

On June 15, 1979, the Company sold its Pharmaceutical Products Division which represented its
ethical drug manufacturing and distribution business. Proceeds from the sale were $25,000,000 cash,
which resulted in a net gain of $8,582,000 after taxes of $5,710,000. The gain on the sale and the
operating results of the division were accounted for as a discontinued operation and are not included
in the Company's results from continuing operations. At December 31,1979, financial statements Sr
the prior years were restated to reflect the ethical drug business as a discontinued operation. Net sales
of the division were $5,586,000 for the five and one-half months of 1979 and $13,074,000 for 1978,
resulting in net income of $554,000 and $1.901.000 in 1979 and 1978, respectively, after taxes of
$506,000 and $1,685,000.

On March 31,1978, the Company acquired all of the outstanding shares of Richardson & Holland
Corporation, a manufacturer of specialty food ingredients, for $7,700,000, The acquisition was
accounted for as a purchase, and the operations of Richardson & Holland Corporation are included
in the Consolidated Statements of Income for the periods since acquisition.

Property and Depreciation

Expenditures for property, plant and equipment were $33,135,000 in 1980 as compared to
$19,640,000 in 1979 and $17,062,000 in 1978. At December 31, 1980, projects requiring approxi-
mately $21,000,000 to complete were in progress. The provision for depreciation was $12,317,000 in
1980, $11,459,000 in 1979 and $9,566,000 in 1978.

Total interest expense incurred during the year ended December 31,1980 was $3,782,000, of
which $705,000 was capitalized pursuant to the provisions of Statement No. 34 of the Financial Account-
ing Standards Board.

| Investments and Other Assets

included in the Company's inves'ments are $12,571,000 at December 31,1980 and $9,773,000
at December 31, 1979 representing the cost of capital stock, advances and the Company's share of
undistributed income of 50 percent owned foreign companies. These companies have no significant

;

| restrictions on the payment of dividends.

Total sales of joint sentures werc $83,608,000 in 1980, $68.949,000 in 1979 and $48,736,000 in
1978. Sales increases generally reflect volume growth and the sales of Byk-Mallinckrodt CIL BN.
which was acquired in December,1978. These sales are not included in the Company's consolidated ,

sales because of less-than-majority ownership. The Company's share of pretax income attributable to
joint venture operations is included in consolidated sales and operating income, because of the sub- 4

stantial ownership position (50%) and the Company's active role in management of the joint ventures. | |

1 !

f iPensions

Total pension expense was $5,387,000 in 1980 as compared to $5,325,000 in 1979 and
$4,528,000 in 1978. As of March 28,1980, actuarial present values of vested and nonvested accumu- p

lated plan benefits were $35,077,000 and $2,541,000, respectively, and net assets available for benefits I
were $33,142,000. The assumed rate of return used to determine the actuarial present values was j
8 percent. ,
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1 M AI,LINCNRODT, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

Long-Term Debt

The SM % Convertible Subordinated Debentures are convertible into common stock at $33.50
per share, subject to certain adjustments as provided in the Indenture. The Debentures are redeemable
at the Company's option, in whole or in part, at 104% of the p ncipal amount, decreasing ratably
over the term of the Debentures to 100% in the fifth year prior to maturity, plus accrued interest.
Under the Indenture, the Company is required to provide a sinking fund for the redeiaption and
retirement of $1,650,000 principal amount of Debentures on November 1 each year beginning in 1986.

Concerning the industrial revenue bonds, the 8% % issue provides for annual sinking fund pay-
ments of $250,000, commencing June 1,1983, while the 6%% issue provides for annual sinking fund
payments of $125,000, commencing June 1,1995.

On February 29,1980, the Company entered into credit agreements with several banks in a total
amount of $50,000,000. The credit arrangements operate as revolving credit with the option to
convert committed amounts to term loans on either March 1,1982 or March 1,1983, depending
on the individual agreement. The term loans are to be repaid in equt.1 semi-annual installments
over a period up to five years.

Interest under the credit agreements is to be computed at the prime commercial rate on the
revolving credit anu at prime plus an average of one-half percent on the term loans. During the
period of revolving credit, the Company is required to pay a commitment fee of one-half percent
on the unused amounts of credit available.

The credit agreements provide certain restrictions on borrowings, levels of contingent liabilities,
guarantees and leases, and require the maintenance of certain specified working capital. The agree-
ments also contain certain restrictions on payment of cash dividends on common stock. These
restrictions are not expected to affect either the Company's operations or dividend payments. As
of December 31,1980, the Company was in corupliance with the provisions of the credit agreements,
and there have been no borrowings under such agreements.

Aggregate payments on long-term debt will be as follows for the next five years (amounts in
thousands):

1981 1992 1983 1984 1985

$1,948 $418 $2,094 $402 $343

Income Taxes

Presented below is a ce nwative summary of income tax expense:

1980 1979 1978

(la Thousands)

U.S. current $22,839 $21,968 $18,890

U.S. deferred 1,281 608 1,179

State 2,651 1,842 1,873

Foreip, including deferred 5,384 4,109 3,370

investment tax credit (1,791) (975) (1,450)

$30,364 $27,552 $23,862
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MALLINCKRODT, INC.

NOTES TO CONSOLIDATED FINANCIAL S'IATEMENTS.-(Contfoued)
45.8%,46.3% and 47.0% for 1980,1979 and 1978, respec-

The efIective income tax rates were
tively.

The source of pretax income follows:
1980 1979 1978

(In Thousands)

$55,139 $52,212 $44,494
. ..

United States
11,227 7,272 6,308.

.

Foreign ..

$66,366 $59,484 $50,802

The U.S. federal deferred tax provision results from timing diHerences in the recognition of revenue
Sources of these differences and the

and expense for tax purposes and for financial reporting purposes.
tax effect of each follows: 1980 1979 1978

(In Thousands)

S 2,047 $ 1,992 $ 1,667
Depreciation
Amortization of non-patent intangibles (398) (340) (57)

(368) (1,044) (431)
Foreign earnings and other, net

! $ 1,281 $ 608 $ 1,179,

The Company has not provided deferred income taxes on the undistributed earnings of a Domestic
International Sales Corporation aggregating 53,172,000 at December 31,1980, $2,534,000 at Decem-
ber 31,1979 and $1,900,000 at December 31,1978.

|
i Shareholders' Equity'

the sbarcholders voted to increase the authorized shares of $1.00 par valueOn April 28,1981,
common stock from 15,000,000 to 30,000,000 shares and authorized the future issuance of 10,000,000

No preferred shares have been issued. Also approved was a three-for-twoshares of preferred stock.
stock split in the form of a 50% stock dividend to shareholders of record at the close of business on[

All amounts contained herein which are related to per share data and shares of common{
F May 4,1981.

I stock have been restated to reflect such stock split.
31,1980 were as follows:

Shares of authorized but unissued common stock reserved at Decembert
W Shares

Reserved For_ 895,522
SM % Convertible Subordinated Debentures due 2000

.

y 346,379
.

.

{
Stock options 18,750

.

Stock bonus plan '37,971
.

s

|
|: Warrants .

. .

- 1,498,622 |
! !
'
,

31, 1980:
Following is a summary of data related to the warrants outstandir.g at December

Date of Exerdse
Date PriceNumber of Exerchable Erptration

Warrants _

87,971 Mar. 31,1975 Aug. 31,1983 $14.00

g Mar. 31,1976 Feb.28,1983 $29.083
-

;

150,000
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b MALLINCKRODT, INC.

NOTES TO CONSOLIDATED FINANCIAL STATE 3fENTSHContinued)

10 April,1978 the shareholders approved a stock option plan f or certain officers and key einployees.
The plan provides for the granting of options to purchase a maximum of 375,000 shares of the Company's
common stock at a price equal to 100% of the fair market value of the stock at date of grant.

Present2d below is a summary of char.ges in stock options outstanding:

1980 1979

Outstanding at beginning of year 198,000 235,950. ... . . . .

Granted 155,625.. . .. . .

Exercised (21,722) (6,900). . .. . . . . .

Cancelled (3,751) (31,050). . .... .

Outstanding at end of year 328,152 198,000... .. . .

Exercisable e end of year 151,347 175,317. . .. ..

The option price of the 21,722 shares exercised in 1980 was $18.50. The 328,152 options out-
standing at December 31,1980 were issued at exercise prices from $18.50 to $30.50 per share, aggregating
56,412,000. Shares available for the granting of options at December 31,1980 and December 31,1979
were 18,227 and 170,100, respectively.

Industry Segment Information

The Company develops, manufactures, markets and distributes specialty products, which are used
principally in the health care, chemical and food industries. These business activities are concentrated
in three industry segments: Health Care Products, which includes drug chemicals, x-ray contrast media,
radiopharmaceuticals, disposable medical devices, and laboratory chemicals' and equipment; Specialty
Chemical Products, including industrial chemicals, catalysts and printing inks; and Food, Flavor and
Fragrance Products which consists of flavors, specialty bakery and food ingredients, and fragrances.
Products of each business segment are manufactured and marketed in the United States and in foreign
countries; however, total sales and assets of international operations are not material. The accompanying
table reflects industry segment information on a worldwide basis.

..

Segment sales and operating profit include the Company's portion of pretax income attributable to
joint venture operations. The amounts included in operating profit were approximately 56,217,000 in . ,

1980, $4,972,000 in 1979 and $3,694,000 in 1978. Of these totals, about 53% is in Health Care
operating profit and 47% is in Specialty Chemical operating profit.

Operating profit represents net sales of each industry segment less applicable operating expenses.
Intersegment sales are not material. Identifiable assets of each industry segment are the assets used by
that segment in its operations.

General corporate expenses are primarily the costs of the Company's principal administrative and
financial functions, which are centrally managed. Other income and expense includes interest income
and other items which do not relate directly to any of the industry segments. Corporate assets include

)
cash, marketable securities and other investments, and corporate headquarters facilities. ']

Drug chemical sales included in the Health Care segment accounted for 17.6%,20.3% and 23.8%
of consolidated net sales for the years 1980,1979 and 1978, respectively. No other class of similar

\
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MALLINCKRODT, INC.
'

NOTES TO CONSOLIDATED FINANCIAL STATE 5 TENTS-(Condaded)
during the years

products and no single customer accounted for 10% or more of consolidated net sales
be:ng reported.

1980 1979 1978
,

Sales to unafnliated customers $240,443 $211,269 $198,901
.

124,463 109,945 96,791Health Care ..
. .. .

Specialty Chemicals 76,889 71,256 56,956. .

..

Food, Flavor & Fragrance
.

$441,795 $392,470 $352,648
--

. =

Net sales .
.. =

.

;

Operating profit $ 51,782 $ 45,481 $ 39,648

i
19,788 17,178 16,429Health Care ,

Specialty Chemicals 10,028 8,781 7,027.

| Food, Flavor & Fragrance
81,598 71,440 63,104'

(14,430) (11,813) (10,041)

General corporate expenses (3,077) (3,644) (3,388).

Interest expense . 2,275 3,501 1,127

Interest income and other, net
$ 66,366 $ 59,484 $ 50,802

income before income taxes .
_

Identifiable assets at year-end $193,912 $167,933 $159,616
.

88,758 69,976 58,064Health Care .

..

Specialty Chemicals 39,345 36,919 37,118. .

.

Food, Flavor & Fragrance .

322,015 274,828 254,798

L 34,909 58,173 23,617
. ..

9,331...

Corporate assets .. ..
. .

Assets of discontinued operations
.

.

$356,924 $333,001 $287,746
Total assets at year-end . .. .

0

[ Depreciation and amortization expense S 7,207 5 6,733 $ 5,698

Health Care . 3,516 2,741 2,412.. .
.

||
Specialty Chemicals . .

.

2,135 2,013 1,737

Food, Flavor & Fragrance . .

|;

0
Capital expenditures $ 15,400 $ 11,015 $ 10,396

.. .

H
15,807 6,466 2,708Health Care . . .

. .. . .

.

Specialty Chemicals 1,232 1,374 1,459.. .. .

j, ..

Food, Flavor & Fragrance . . . . . . . . . . .
L
0

SupplementalInflation Adjusted FinancialInformation (unaudited)
For supplemental inflation adjusted financial information, see " Supplemental Inflation Adjusted

Financia11nformation" on pages F-38 through F-41.
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6 MALLINCKRODT, INC.
l

.UANAGDIENTS DISCUSSION AND ANALYSIS OF OPERATIONS
AND FINANCIAL CONDITION

Introduction
1

On June 15, 1979, the Company sold its Pharmaceutical Products Division which represented j
its ethical drug manufacturing and distribution business. The gain from the sale and the operating i

results of the ethical drug business were accounted for as discontinued operations and are not included
in the following analysis of results from continuing operations. All applicable amounts included in
the following discussion have been adjusted to reflect a three-for-two stock split which was distributed j
in May 1981.

The effects of inflation on the Company's operating results and financial condition are discussed
i

and presented on pages F-38 through F-41 of this Joint Proxy Statement. |
|

Operations-1980 vs.1979 |
|

Consolidated net sales increased by 12.6% over 1979. This increase consists of approximately |
one-third in sales volume and the remainder in price increases. Volume increases were lower in 1980 '

| than in other recent years because of a recessionary economy in the United States and lower volume of
certain drug chemical products. Sales of Health Care Products increased 13.8% over 1979. Sub-
stantial increases in domestic and foreign sales of medical products, particularly diagnostic products,
catheters, and laboratory chemicals and equipment, were partially offset by lower sales volume and

'

price reductions on certain drug chemicals. Sales of Specialty Chemical Products increased by 13.2%, j
reflecting strong sales of catalysts and columbium-tantalum compounds; other specialty chemicals were j
impacted by recessionary economic conditions. Sales of Food, Flavor and Fragrance Products in- '

creased 7.9% over 1979. Higher growth in sales of certain food ingredients was partially offset by
| only marginal growth in sales of flavors and fragrances, which were also affected by economic condi-

tions. Cost of goods sold was 62.1% of net sales in 1980, compared to 63.2% in 1979. The resulting
improvement in gross profit margins reflects higher sales and a general improvement in manufacturing
efIiciency.

Selling, general and administrative expenses increased 18.3% over 1979, as a result of inflation
in salaries and other costs and expanded sales and marketing programs. Research and development
expenses increased 19.6%, reflecting inflation and the Company's commitment to new research
programs for higher future growth.

| General corporate expenses increased 22.2% in 1980, as a result of inflation of salaries and
other expenses, a negative impact of foreign currency activity, and other administrative costs.

Interest expense decreased 15.6% from 1979, resulting from capitalization of certain interest on
construction in accordance with a new accounting regulation, effective for 1980. Interest and other
income decreased by a net of $1.2 million due to reduced interest income on lower marketable security
balances.

Income taxes were 45.8% of pretax income in 1980, compared to 46.3% in 1979. The lower
rate results from higher investment tax credit on increased capital spending in 1980.

Income from continuing operations increased 12.7% in 1980 and represents 8.1% of net sales
for both 1980 and 1979.

Operations-1979 vs.1978

Net sales in 1979 increased 11.3% over 1978, consisting of over one-half in volume growth and
the remainder in increased selling pnces. Sales of Health Care Products increased 6.2%; this rate of
growth was lower than in the several preceding years and is attributed to a lower volume growth and j
competitive pricing conditions in certain drug chemicals. Sales of Specialty Chemical Products increased i

|
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MALLINCKRODT, INC. i

l

f MANAGDIENI"S DISCUSSION AND ANALYSIS OF OPERATIONS
AND FINANCIAL CONDITION-(Continued)I

The increase of
f 13.6% over 1978, reflecting a general increase in votume, particularly in catalysts.l wth and

Food, Flavor and Fragrance Products sales of 25.1% over 1978 is attributed to vo ume groRichardson & Holland Corporation in 1979,
t

f
f

the inclusion of a full year of the operating results of
compared to only nine months in 1978. i the

Cost of goods sold was 63.2% of net sales in 1979, compared to 64.3% in 1978, reflect ngI ts which

higher sales, improved manufacturing performance and the absence in 1979 of plant startup cosI i 1979 because
had impaired operating performance in 1978. Depreciation expense increased 19.8% n

'

f
I of the higher level of capital expenditures in recent years. li f

Selling, general and administrative expenses increased 17.1% in 1979 due to general inf at on oI
d marketing programs.

salaries and other expenses and additional cost of expanded sales anih t s on

funds generated by operations and the $25.0 million proceeds from the sale of the ethicalInterest and other income increased by $2.4 million beenuse of interest earned at h g er ra edrug business.

due to a

The overall effective income tax rate decreased from 47.0% in 1978 to 46.3% in 1979dit. Income from
lower U.S. federal tax rate, partially ofIset by a lower estimate of investment tax crefrom the higher sales and im-l
continuing operations increased 18.5% in 1979, resulting principa ly6% in 1978.
proved gross profit margins, and represented 8.1% of net sales, compared to 7.

30,1981 and 1980

Operations-Nine Months Ended SeptemberNet sales for the third quarter and first nine months of 1981 improved by $14.6 million (13.
6%)

d f 1980. Third quarter sales

and $41.9 million (12.7%), respectively, over the comparable perio s oFor the first nine months, the sales improvement over 1980 was
growth was primarily volume related. fabout equally split between higher sales volume and price increases. i ll

Cost of goods sold as a percentage of net sales for the third quarters of 1981 and 1980 were v rtua y!f
For the first nine months of 1981, cost of goods sold increased from 62.1% to 62.6% o'fli i

sales reflecting startup costs associated with new manufacturing faci t es.the same.
i d quarter dJ

Selling, general and administrative expenses were $3.6 million (17.7%) over the th rh f 1981. These increases
of 1980 and $6.8 million (10.7%) over the prior year for the first nine mont s oI f anded sales and marketing

reflect generalinflation of salaries and other expenses and additional costs o exp
;j

'

i d ;

Research and development expenses for the third quarter and first nine months of 1981 ncreaseprograms.
1980 periods.

by $1.0 million (25.9%) and $2.3 million (19.8%), respectively, over the comparable
;

d productsL

The increased expenses reflect the Company's expanded efforts to develop new and improveThird quarter spending levels include certain costs associated with a major three-year> '

and processes. i i St. Louis.
research agreement between the Company and The Washington Univers ty n

'

id

For the third quarter of 1981, interest expense increased by 50.4 million compared to the th r
The 1980 period was more favorably affected by the capitalization of $0.5 million ofCapitalized interest was recorded quarterlyquarter of 1980.

,

interest expense for the first nine months of the year.
'

$0.6

Interest income and other, net, for the third quarter and first nine months of 1981 increased byfor 1981.
'Itese increases resulted

e

million and $0.4 million, respectively, over the comparable 1980 periods.
primarily from higher interest earned on marketable securities. 5 9 % for

The effective income tax rate for the third quarter of 1981 was 44.4% compared to 4 .For the first nine months of 1981 and 1980, the effective tax rates were[
u
j' the third quarter of last year. The lower 1981 effective rates result principally from higher tax

46.1% and 46.7%, respectively. [;
credits. F-36
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I MALLINCKRODT, INC.

MANAGEMENTS DISCUSSION AND ANALYSIS OF OPERATIONS
AND FtNANCIAL CONDITION-(Concluded)

The Company's 1981 earnings have been adversely affected by the strengthened U.S. dollar versus
certain foreign currencies. Without such effects, net income for the third quarter and first nine months
would have increased over comparable 1980 periods at percentage rates exceeding the percent increases
in net sales.

Financial Condition

Total assets were $357 million at December 31,1980, a 7% increase from the previous year-end.
This increase largely reflects additional investments in plant and equipment.

Net working capital increased slightly in 1980 and was $129 million at year-end. The working
capital ratio was 3.7 to 1 at the end of 1980, compared to 3.5 to 1 at December 31, 1979. Total

,

current assets were virtually unchanged, reflecting a large decrease in cash and marketable securities
($25 million) and large increases in accounts receivable and inventories. The decrease in cash and !

securities results from higher capital spending, increased receivables and inventories, and payment !
in 1980 of income taxes on the 1979 gain on sale of the ethical drug business. Receivables increased
$11 million (20%) due to higher sales in the fourth quarter of 1980 and an increase in the average
collection period. Higher international sales, which are collected more slowly, and a slowdown in
domestic remittances relating to recessionary conditions and high interest rates were the principal
reasons for the longer collection period. Inventories increased $13 million (17%) because of higher

t

costs of raw materiais and certain purchases made to obtain favorable prices and to protect against '

potential shortages.

Capital spending was $33 million in 1980, compared to $20 million in 1979. The increase results
from authorizations in 1979 and 1980 made to provide for new and expanded facilities required to
satisfy greater demand for the Company's new and existing products. Capital spending in 1981 is j
expected to exceed that of 1980.

Long-term debt of $39 million at the end of 1980 was $1.4 million below 1979, reficcting scheduled
payments. Total long-term debt was 15.2% of shareholders' equity at December 31,1980, representing
a reduction from 17.5% at the end of 1979.

4

Shareholders' equity increased from $229 million ($16.22 per share) at the end of 1979 to $254 [i

million ($17.94 per share) at the end of 1980. This increase reflects 1980 earnings and dividends, '
i

which were increased 19.3% over 1979. The percentage return on average shareholders' equity
decreased from 15.2% in 1979 to 14.9% in 1980. This ratio is affected by the incremental equity
resulting from the gain on sale of the ethical drug business. Excluding such incremental equity, the
return on average shareholders' equity was 15.5% in 1980.

The Company has generally been able to finance its growth investments in working capital and h
property, plant and equipment through retained earnings and other funds provided by operations. A t|
$50 million committed line of credit has been established with several banks and, although not used to '

date, is available as a source of additional funds. Further, the Company's operating performance and
strong financial position provide a substantial capability for additional debt or equity financing.

Net working capital was $135.9 million at September 30,1981, an increase of $7.2 million (5,6%)
. over December 31,1980. The working capital ratios were 3.4 to 1 and 3.7 to 1 at September 30,1981
|

and December 31, 1980, respectively. Much of the increase in currenc asset and liability balances
resulted from the Company's acquisitions in the first quarter 1981, which were accounted for as pur-
chases. In addition to the acquisitions, higher accounts receivable resulted from increased sales in the
quarter. Inventories increased due to raw material purchases and generally higher business activity,
and accounts and notes payable were influenced by inventory and capital equipment purchases.
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MALLINCKRODT, INC.

SLIPPLEMENTAL FINANCIAL DATA

Quarterly FinancialInformation-(Unaudited)
(in Thousands, Except Per Share Amounts)

First Quarter Second Quarter *Ihlrd Quarter Fourth Quarter

1981 1980 1979 1981 1980 1979 1981 1980 1979 1980 1979_

. $121,324 $112,004 $98,328 $127,375 $109,357 $100,014 $121,965 $107,399 $95,554 $113,035 $98,574
Net sales
Gross profit 45,501 42,103 35,709 45,044 42,806 37,230 45,119 39,670 34,948 42,889 36,379

.

Income from continuing
operations 10,123 9,029 7,479 10,214 9,050 8,241 9,156 8,288 7,458 9,635 8.754

Income from discontin-'

ued operations, net of
279 275

taxes ,

Gain on sale of ethical
drug business, net of 8,582
taxes

Net income 10,123 9,029 7.758 10,214 9,050 17.098 9,156 8,288 7,438 9,635 8,754
.

Primary earnings per
share

income from continu-
ing operations .71 .64 .53 .72 .64 .38 .65 .59 .53 .68 .63

Net income .71 .64 .55 .72 .64 1.20 .65 .59 .53 .68 .63

Fully diluted earnings
per share

locome from continu-
ing operations .67 .61 .51 .69 .62 .56 .61 .56 .51 .65 .60

Net income .67 .61 .53 .69 .62 1.14 .61 .56 .51 .65 .60

SupplementalInflation Adjusted FinancialInformation-(Unaudited)

Financial Accounting Standards Board (FASB) Statement No. 33 requires disclosure of the general
impact of inflation in annual reports to shareholders. These supplementary disclosures are designed
to present the impact of both general inflation price changes (constant dollars) and specific price changes
(current cost). Both methods of disclosure represent departures from the Company's primary financial
statements, which are prepared in accordance with generally accepted accounting principles and are
based on historical cost. In periods of -inflation, valuation of inventory and property, plant and equip-

<

ment at historical cost may not necessarily reflect changes in the purchasing power of the dollar or the

L current cost to replace such assets. The Company has, therefore, prepared supplementary statements in
accordance with the current disclosure rules. Following are comments to assist in understanding such

p

| statements.
:

The constant dollar method attempts to express historical amounts in terms of changes in the general

j purchasing power of the dollar. The index chosen by the FASB to adjust for inflation for selected finan-
,

A cial data is the Consumer Price Index for All Urban Consumers (CPI-U). Disclosure for inflation under

!I the current cost method adjusts historical costs to reflect changes in specific prices for resources used in

4 operations. Earnings derived under both methods involve estimates and assumptions, and include

]'
changes to the historical statements for only the inventory component in cost of sales and depreciation
expense related to restated values of property, plant and equipment. Sales and all other income and'

expenses are left unchanged. Accordingly, these selecwd financial data should not be viewed as precise
measures of inflation, nor should they be interpreted to represent the realizable value of assets if they i

! were sold. ]
,

>

f
Earnings for 1980 are lower than those reported in the primary financial statements ur. der both the

j constant dollar and current cost methods. Depreciation expense, which was $12,317,000 in the primary

i statements, is calculated at $17,443,000 and $17,514,000 " '' ~*-~ dollar and current cost
i

!
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MALLINCKRODT, INC.,

SL'PPLDIESTAL FLNANCIAL DATA-HContinued)

methods, respectively. This results from the higher restated values of property, plant and equipment
under both methods. Under the constant dollar method, historical property, plant and equipment were
adjusted for the average CPI U in effect at acquisition date for such assets, while specific price indices
and internal appraisals were used to adjust property, plant and equipment under the current cost method.
Depreciation expense is then calculated based upon the adjusted amounts using the same methods and
asset lives as were used in calculating depreciation for the primary financial statements.

Cost of goods sold, excluding depreciation expense, is $264,883,000 in the Company's historical
financial statements compared to $273,865,000 under the constant dollar method and $267,442,000
under the current cost method. Although cost of sales under both methods is higher than reported in
the primary statements, the current cost method more appropriately presents the impact of inflation on
the Company. Many of the major raw materials that were consumed in the production process increased
in price at rates lower than the CPI-U, which is a composite of inflation for a broad range of commodities.
In general, the Company's manufacturing conversion costs also increased at rates lower than the CPI-U.
Accordingly, the more specific internal purchase price and other indices used for the current cost method
more appropriately represent the Company's operating environment. Adjusted inventory costs were
based on FIFO inventory amounts, restated by the appropriate indices for the constant dollar and current
cost methods.

The current cost of inventory and property, plant and equipment (net of accumulated depreciation)
was $86,707,000 and $214,677,000, respectively, at December 31,1980. Corresponding amounts for
year-end 1979 were $84,489,000 and $194,190,000, respectively.

In 1980, the Company experienced a purchasing power gain of $1,247,000, on the theoretical con- ,

cept that all monetary assets decrease in value at the rate of the CPI-U, and all monetary liabilities are
reduced at the same rate as the CPI-U. Since the Company was in a net monetary liability position at
December 31,1980, the calculation resulted in a gain.

Adjustments of the primary financial statements for changes in price levels for inventory and
property, plant and equipment are presented in the accompanying Supplementary Statement of Earnings
and Other Data. In accordance with FASB Statement No. 33, income taxes are not revised for effects
of the adjustments because the current income tax laws do not recognize the effects of changing prices.
This results in effective tax rates of 58.1 % and 51.8% for constant dollar and current dollar data, respec-
tively, compared to 45.8% in the Company's primary financial statements.

As presented on the five-year summary of Selected Supplementary Financial Data, general application
of the CPI-U to historical financial statements may not necessarily result in inflation-adjusted statements
which present the real impact of inflation on the business enterprise. For example, use of the average
CPI-U to adjust the Company's reported net sales results in figures which indicate a sales volume decrease
from 1979 to 1980. In fact, about one-third of the Company's reported sales improvement resulted from
volume increases, with the balance attributed to price.
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MALLINCKRODT, INC.

SUPPLEMENTAL FINANCIAL DATA-(Continued)

STATEMENT OF EARNINGS AND OTurn DATASUI'PI.E M ENT AN) 31,1980
ADJUSTED FOR CHANGING PHICE4 FOR THE YEAR ENDED DECEMBER

(in Thousands)
(Unaudited)

Adjusted For
As Reported in The Adjusted For Changes In
Prianary Financial General inflation Specific Prices

Staternents (Constant Dollar) (Current Costs)

$441,795 $441.795 $441,795
Net sales . . . . . . ..

Cost of goods sold excluding related depreciation 264,883 273,865 267,442
.. . . . ..

expense .. ....

Gross profit, excluding depreciation 176,912 167,930 174,353

Other operating expenses, excluding related
.. .... . .

97,427 97,427 97,427
depreciation expense

12,317 17,443 17,514
Depreciation expense . .. . .

.

109,744 114,870 114,941
Total operating expenses .

67,168 53,060 59,412
Operating income .

(802) (802) (802)
Other income or expense, net

Income before income taxes
66,366 52,258 58,610

30,364 30,364 30,364
Provision for income taxes . . ..

Income from continuing operations $ 36,002 $ 21,894 $ 28,246
.

1

Oain from decline in purchasing power of net $ 1,247 $ 1,247 I
'

amounts owed . . .

,
--

Increase in general price level of inventories and
[ property, plant and equipment held during $ 32,840
> the year . . . . .. . .... ...

20,841
Effect of increase in specific prices (current cost)t

j
1 Excess of increase in general price level over $ 11,999j increase in specific prices ....

,
t
I

|

|
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' MALLINCKRODT, INC.

S1JPPLD1 ENTAL FINANCIAL DATA-(Concluded)

Favr YEAR COM PAR!$ON Or SELECTED SL PPLEM ENT ARY TINANCIAL DATA
ADJL'STED FOR ErrECTs Or CilANCING PRICES

(In 'Ihousands, Except Per Share and Statistical Data)
(Stated in Average 1980 Dollars)

j (Unaudited) i

I 1980 1979 1978 1977 1976

Net sales $441,795 $445,546 $445,412 $409,174 $384,969

Historical Cost / Constant Dollar Data
Income from continuing operations $ 21,894 $ 23,481
Income per common share 1.55 1.67
Net assets at year-end 310,954 299,644 I.

Current Cost Data
Income from continuing operations .$ 28,246 $ 26,292 |

'

Income per common share 2.00 1.86
Excess of increase in general price
level over increase in specific
prices 11,999 11,566... . .

Net assets at year-end 305,872 299,213

Other Information
Gain from decline in purchasing

power of net amounts owed . $ 1,247 $ 2,601

Cash dividend declared per com-
mon share S .83% $ .79 % $ .76 $ .68 $ .53%

Market price per common share $ 35.41 $ 22.01 $ 22.30 $ 27.63 $ 38.70
Average consumer price index 246.8 217.4 195.4 181.5 170.5

NOTE: This supplementary financial data should be read in conjunction with the accompanying
explanatory comments in order to better determine whether the data fairly reflects the effects of
inflation on the Company.
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AGREEMENT AND PLAN OF MERGER

AGREEMENT AND PLAN OF MERGER (the " Agreement") being made and entered into on
this 15th day of December,1981 by and among AVON PRoDt> cts, INC., a New York corporation
(" Parent"), AVP hot. DINGS, INc., a Missouri corporation and a whody owned subsidiary of Parent
(the "Subsid:ary"), and MALtJNCKRODT, INc., a Missouri corporation (the " Company").

j

I WilEREAS, the Boards of Directors of Parent, the Subsidiary and the Company have approved the
acquisition of the Company by Parent; and

| WilEREAS, in furtherance thereof it is proposed that the Subsidiary will make a tender offer (the
" Offer") to purchase for cash not more than 4,560,000 shares of the issued and outstanding shares of
Common Stock, $1.00 par value, of the Company (the " Company Common Stock") at $50.00 per
share net to the seller; and

WsiEREAs, the whole Board of Directors of the Company has unanimously determined not to resist i

or oppose the Offer and recommended its acceptance by shareholders of the Company who wish to !
receive cash at this time; and !

WiiFREAS, the Parent, the Subsidiary, St. Louis Union Trust Company, as agent, The Washington
University and Harvard University have entered into a Purchase Agreement (the " University Stock
Purchase Agreement") pursuant to which such Universities will sell to the Purchaser and the
Purchaser will buy from such Universities all the 2,494,516 shares of Company Common Stock owned
by such Universities (the " University Shares") at $50.00 per share; and

W11EREAs, also in furtherance of such acquisition, the Boards of Directors of Parent, the
Subsidiary and the Company have, and Parent, as the sole shareholder of the Subsidiary has, approved
the merger (the " Merger") of the Company into the Subsidiary, following the consummation or
termination of the Offer,in accordance with The General and Business Corporation Law of Missouri j

(the "GBCL"), pursuant to which each outstanding share of Company Common Stock, except for
those held by Parent, the Subsidiary or any other Parent subsidiary, and except for those held by
persons who object to the Agreement and who comply with all of the provisions of Section 351.455 of
the GBCL (the " Dissenting Shares"), shall be converted into shares of capital stock, par value 5.50 per
share, of Parent (" Parent Common Stock"),in accordance with the provisions of this Agreement; and

Wi!EREAS, for federal income tax purposes, it is intended that the Merger shall qualify as a
reorganization within the meaning of Section 368(a) of the Internal Revenue Code of 1954, as
amended (the " Code"); and

WilEREAS, Parent, the Subsidiary and the Company desire to make certain representations,
warranties and agreements in connection with the Offer and the Merger and also desire to set forth
various conditions precedent to the Ofrer and the Merger;

Now, TilEREFORE, in consideration of the premises and the representations, warranties and
agreements herein contained, the parties agree as follows:

1. TIIE OFFER

As promptly as practicable, but in no event later than December 21,1981, Parent shall cause the
Subsidiary to commence the Offer. The Offer shall be made pursuant to the Offer Documents (as
defined below)in substantially the form heretofore agreed upon by the Company and Parent, with such
changes as they shall mutually agree upon. The obligation of Parent and the Subsidiary to commence
the Offer and accept for payment or pay for any Company Common Stock tendered shall be subject to

1
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the conditions set forth in Section 7.01 hereof. In connection with the Ofter, the Company shall cause ,
I

its transfer agent to furnish the Subsidiary with mailing labels containing the names and addresses of |
I '

the record holders of Company Common Stock as of a recent date and shall furnish to the Subsidiary
such information and assistance as Parent or the Subsidiary may reasonably request in communicating
the Offer to the Company's shareholders. The Company hereby consents to the Offer and represents
that the whole Board of Directors of the Company has unanimously adopted a resolution determining
not to resist or oppose the Offer and recommending acceptance of the Offer to the Company's
shareholders who wish to receive cash at this time.

II. TIIE MERGER
:

l 2.01. (a) As promptly as practicable following the consummation or termination of the Offer,
subject to the terms and conditions of this Agreement, the Company shall be merged into thej
Subsidiary in accordance with the GBCL, with the Subsidiary being the surviving corporation

i
' (sometimes referred to hereinafter as the " Surviving Corporation"), and the separate existence of the

Company shall cease. The Merger shall be effective when (i) duplicate originals of properly executed
articles of merger (together with any other documents required by law to effectuate the Merger, all of

;

which shall be prepared, executed and delivered by the appropriate parties promptly as required) shall
be filed with the secretary of state of the State of Missouri, which filing shall be made as soon as
possible after the closing of the transactions contemplated by this Agreement, and (ii) a certificate of
merger shall be issued by such secretary of state. When used in this Agreement, the term " Effective

,

[ Time" shall mean the time when such certificate of merger is so issued.j

(b) The Surviving Corporation shall have the name "Mallinckrodt, Inc.", and shall possess all of
|

the properties and rights and be subject to all of the liabilities of the Company and the Subsidiary and
be governed by the laws of the State of Missouri.

(c) Subject to the terms and conditions hereof, the parties hereto shall take all action necessary in'

accordance with applicable law and their respective charters and by-laws to cause such Merger to be
i consummated as soon as is reasonably practicable.
;

! (d) The Articles of incorporation of the Subsidiary in effect immediately prior to the Effective

!
Time shall be the Articles of Incorporation of the Surviving Corporation until amended in accordance

|
with the provisions thereof and the GBCL, except that Article First of such Articles of Incorporation
shall be amended to read as follows: "The name of the Corporation is Mallinckrodt, Inc."!

(c) The By-Laws of the Subsidiary in effect immediately prior to the Effective Time shall be the
By-Laws of the Surviving Corporation until altered, amended or repealed as provided therein, in the
Articles of incorporation of the Surviving Corporation and the GBCL.

~

(f) The directors of the Subsidiary and the officers of the Company immediately prior to the
| Effective Time shall be the directors and officers of the Surviving Corporation until their respective
|

successors are duly elected and qualified.

2.02. At the Effective Time. ,

(a) Each share of stock of the Subsidiary which is issued and outstanding immediately prior
thereto shall remain outstanding and continue as one share of the Surviving Corporation.

(b) Each share of Company Common Stock which is issued and outstanding immediately
prior thereto, except for Dissenting Shares (which shall be paid for solely out of the assets of the
Subsidiary and not out of the assets acquired from the Company), shall thereupon and without
more be converted into that number of shares (rounded to the nearest thousandth of a share)(the
" Conversion Number") of Parent Common Stock determined by dividing $50.00 by the average
closing price of Parent Common Stock (the " Average Closing Price") as reported on the
Composite Tape for New York Stock Exchange (the "NYSE") listed securities for the twenty-two
trading days immediately preceding the third calendar day before the meeting of the Company's
shareholders referred to in Section 6.03 hereof (provided that if such Average Closing Price

+
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t' exceeds $35.00 it shall be deemed to be 535.00 and if such Average Closing Price is less than
$30.00 it shall be deemed to be 530.00), adjusted to give effect to any Adjustment Event as defined -
in Section 2.04 hereof. Notwithstanding any other provision of this Agreement, any shares of
Company Common Stock which are owned by Parent, the Subsidiary or by any other Parent
subsidiary or held in the treasury of the Company immediately prior to the Effective Time shall

j
not be converted but shall be cancelled.

|
(c) The holders of certificates representing shares of Company Common Stock shall cease to

have any rights as shareholders of the Company, except such rights, if any, as they may have
pursuant to the GBCL and, except as aforesaid, their sole rights shall be the right to receive the
number of whole shares of Parent Common Stock into which their shares of Company Common
Stock shall have been converted by the Merger as provided in Section 2.02(b) and the right to
receive the cash value of any fraction of a share of Parent Common Stock as provided in Section

2.03(f) hereof.

(d) At the Effective Time, Parent shall assume the Company's rights and obligations with
respect to then outstanding options to purchase shares of Company Common Stock granted
pursuant to the Company's 1978 Non-Qualified Stock Option Plan,in and by which assumption
the optionee shall be entitled to acquire the largest whole number of shares of Parent Common
Stock determined by multiplying the number of shares of Company Common Stock covered by
such option immediately prior to the Effective Time by the Conversion Number, at an exercise
price per share of Parent Common Stock equal to the exercise price per share then specified in
such option divided by the Conversion Number rounded to the nearest cent. All of the terms and
provisions of each option shall remain the same as and shall continue all of the terms and
provisions of such option as presently outstanding, except that there shall be substituted the
appropriate number of shares of Parent Common Stock for Company Common Stock and the
exercise price of such shares of Parent Common Stock for the exercise price of the Company
Common Stock, effective as of the Effective Time. As promptly as practicable after the Effective
Time, Parent will issue to each holder of an option a written instrument evidencing Parent's
assumption of such option.

(c) At the Effective Time, Parent shall assume the Company's rights and obligations under
each then existing and outstanding warrant to purchase shares of Company Common Stock in
accordance with the terms of such warrants, in and by which assumption the warrant holder shall
be entitled to acquire the largest whole numbe c f; hares of Parent Common Stock determined by
multiplying the number of shares of Company Common Stock covered by such . warrant
immediately prior to the Effective Time by the Conversion Number, at a price per share of Parent
Ccmmon Stock equal to the price per share then specified in such warrant divided by the
Conversion Number rounded to the nearest cent. All of the terms and provisions of each warrant
shall remain the same as and shall continue all of the terms and provisions of such warrant as of
the date hereof, including, but not limited to, the times when such warrant may be exercised and ,

I

registration rights relating thereto, except that there shall be substituted the appropriate number
of shares of Parent Common Stock for Company Common Stock and the exercise price of such
shares of Parent Common Stock for the exercise price of the Company Corrmon Stock, efTective j
as of the Effective Time. As promptly as practicable after the Effective Time, Parent willissue to I

each holder of a then outstanding warrant a written instrument evidencing Parent's assumption of |
such warrant.

2.03. (a) Promptly after the Effective Time, Parent shall make available for exchange or 4

conversion in accordance with this Article II, by transferring to the Surviving Corporation or to
Morgan Guaranty Trust Company of New York or such other person as Parent may appoint to act as
exchange agent (the " Exchange Agent") for the benefit of the shareholders of the Company, such
number of shares of Parent Common Stock as shall be issuable pursuant to Section 2.02 in exchange

3
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for outstanding shares of Company Common Stock and such amount of cash as may be payable in lieu
of fractional shares of Parent Common Stock pursuant to Section 2.03(f).

! (b) As soon as practicable after the Effective Time, the Exchange Agent shall mail to each holder
of record (other than Parent, any Parent subsidiary, the Company or any subsidiary of the Company)"

of a certificate or certificates which immediately prior to the EfTective Time represented outstanding
shares of Company Common Stock (the " Certificates") (i) a form letter of transmittal (which shallj
specify that delivery shall be effected, and risk of loss and title to the Certificates shall pass, only uponj
delivery of the Certificates to the Exchange Agent) and (ii) instructions for use in effecting the

]
surrender of the Certificates in exchange for certificates representing shares of Parent Common Stock.

o

Upon surrender of a Certificate for cancellation to the Exchange Agent or to such other agent or agents
as may be appointed by Parent, together with such letter of transmittal, duly executed, the holder of
such Certificate shall be entitled to receive in exchange therefor a certificate representing that number
of whole shares of Parent Common Stock into which the shares of Company Common Stock
theretofore represented by the Certificate so surrendered shall have been converted pursuant to the,

!' provisions of this Article II, and the Certificate so surrendered shall forthwith be cancelled. In the
event of a transfer of ownership of Company Common Stock which is not registered in the transfer*

records of the Company, a certificate representing the proper number of shares of Parent Common!

Stock may be issued to a transferee if the Certificate representing such Company Common Stock is
presented to the Exchange Agent, accompanied by all documents required to evidence and effect such
transfer and by any applicable stock transfer taxes.

(c) No dividends or other distributions declared after the EfTective Time with respect to Parent
Common Stock and payable to the holders of record thereof after the Effective Time shall be paid to
the holder of any unsurrendered Certificate with respect to the shares of Parent Common Stock

;

represented thereby until the holder of record shall surrender such Certificate. Subject to the effect, ifj
any, of applicable law, after the subsequent surrender and exchange of a Certificate, the holder thereof

| shall be entitled to receive any such dividends or other distributions, without any interest thereon,
which theretofore became payable with respect to shares of Parent Common Stock represented by such
Certificate. All dividends or other distributions declared after the Effective Time with respect to
Parent Common Stock and payable to the holders of record thereof after the Effective Time which are ,

payable to the holder of Certificates not theretofore surrendered and exchanged for certificates
representing shares of Parent Common Stock pursuant to this Section 2.03 shall be paid or delivered by
Parent to the Exchange Agent,in trust, for the benefit of such holders. All such dividends or other
distributions held by the Exchange Agent for payment or delivery to the holders of unsurrendered
Certificates and unclaimed at the end of one year from the Effective Time shall be repaid or redelivered

i

I
by the Exchange Agent to Parent, after which time any holder of Certificates who has not theretofore
surrendered such Certificates to the Exchange Agent, subject to applicable law, shall look as a general
creditor only to Parent for payment or delivery of such dividends or distributions, as the case may be.
Any shares of Parent Common Stock delivered or made available to the Surviving Corporation or the
Exchange Agent pursuant to this Section 2.03 and not exchanged for Certificates within one year after
the Effective Time pursuant to this Section 2.03 shall be returned by the Surviving Corporation or the
Exchange Agent, as the case may be, to Parent which shall thereafter act as Exchange Agent subject to
the rights of holders of unsurrendered Certificates under this Article II.

(d) All shares of Parent Common Stock issued upon the surrender for exchange of Company
Common Stock in accordance with the terms hereof (including any cash paid pursuant to Section
2.03(f)) shall be deemed to have been issued in full satisfaction of all rights pertaining to such shares of
Company Common Stock, subject, however, to the Surviving Corporation's obligation to pay any
dividends which may have been declared by the Company on such shares of Company Common Stock
in accordance with the terms of this Agreement and which remain unpaid at the EfTective Time.

(c) After the Effective Time, there shall be no further registration of transfers on the stock
transfer books of the Surviving Corporation of the shares of Company Common Stock which were

i
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outstanding immediately prior to the EITective Time. If, after the Effective Time, Certificates
representing such shares are presented to the Surviving Corporation, they shall be cancelled and
exchanged as provided in this Art cle 11.i

(f) No certificates or scrip representing fractional shares of Parent Common Stock shall be issued
upon the surrender for exchange of Certificates, no dividend or distribution of Parent shall relate to any
fractional share, ind such fractional share interests will not entitle the owner thereof to vote or to any
rights of a shareholder of Parent. In lieu of any fractional share, the Exchange Agent or the Surviving
Corporation, as the case may be, shall pay to each holder of shares of Company Common Stock who
otherwise would be entitled to receive a fractional share of Parent Common Stock an amount of cash
(without interest) determined by multiplying (i) the Average Closing Price by (ii) the fractional share
interest (subject to adjustment pursuant to Section 2.04 hereof) to which such holder would otherwise
be entitled.

2.04. If, between the date of this Agreement and the EfTective Time, the outstanding shares of
Parent Common Stock shall have been changed into a different number of shares or a ditTerent class by
reason of any reclassification, recapitalization, split-up, combination, exchange of shares, or readjust-
ment, or a stock dividend thereon shall be declared with a record date within such period (an
" Adjustment Event"), the Conversion Number shall be appropriately adjusted.

III. REPRESENTATIONS AND WARRANTIES
OF THE COMPANY

The Company represents and warrants to Parent and the Subsidiary that:

3.01. Each of the Company and its subsidiaries is a corporation duly organized, validly existing
and in good standing under the laws of the jurisdiction of its incorporation, and has all requisite power
and authority, corporate and otherwise, to own, operate and lease its respective properties and to carry
on its businesses substantially as they are being conducted on the date of this Agreement, except where
the failure of any such subsidiary to be so organized or existing would not have a material adverse
effect on the Company and its subsidiaries taken as a whole. The Company has all requisite corporate
power and authority to enter into this Agreement and, subject to approval by the shareholders of the
Company, to consummate the transaction; contemplated hereby.

3.02. (a) The execution and delivery of this Agreement and the consummation of the transac-
tions contemplated hereby have been duly authorized by all necessary corporate action on the part of
the Company, subject to the approval of this Agreement by the shareholders of the Company. This
Agreement has been duly executed and delivered by the Company and, subject to approval of this
Agreement by the shareholders of the Company, constitutes a valid and binding obligation of the
Company.

(b) The execution and delivery of this Agreement do not, and the consummation of the transac-
tions contemplated hereby will not, conflict with or result in any violation of or default or loss of a
material benefit under or permit the acceleration of any obligation under any provision of the charter
or by-laws of the Company or any of its subsidiaries or any mortgage, indenture, lease, agreement or
other instrument, permit, concession, grant, franchise, license, judgment, order, decree, statute, law,
ordinance, rule or regulation applicable to the Company or any of its subsidiaries or their respective
properties, other than any such conflicts, violations or defaults which individually or in the aggregate
(i) do not have a material adverse effect on the Company and its subsidiaries taken as a whole or (ii)
will be cured or waived prior to the Effective Time. No consent, approval, order or authorization of, or
registration, declaration or filing with, any United States federal or state governmental authority is
required by or with respect to the Company in connection with the execution and delivery of this
Agreement by the Company or the consummation by the Company of the transactions contemplated
hereby, except where the failure to obtain such consent or approval or the failure to make such filing,
declaration or registration would not have a material adverse effect upon the Company and its
subsidiaries taken as a whole and except for (a) the filing of a premerger notification report by the

5
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Company and Parent under the Hart-Scott Rodino Antitrust Improvements Act of 1976 (the "HSR
'

Act"), (b) the filing of the Olier Documents and the Schedule 14D-9 (as hereinafter defmed) and ah lders
joint proxy statement in connection with the meetings of the Company's and Parent's share o
described in Section 6.03 hereof (the " Joint Proxy Statement") with the Securities and Exchange
Commission (the "SEC"), (c) the filing of a Registration Statement on Form S-14 relating to the
shares of Parent Common Stock to be issued pursuant to this Agreement (the " Merger Registration
Statement") and a Registration Statement on Form S-8 relating to the shares of Parent Common
Stock to be issued upon exercise of options to purchase Company Common Stock following the
Effective Time (collectively, the " Registration Statements") to be filed by Parent with the SEC and
various blue sky authorities and (d) the filing of appropriate articles of merger with respect to the
Merger with the secretary of state of the State of Missouri and with other states in which the Company
is qualified to do business and the issuance by such secretary of state of a certificate of merger.

3.03. The authorized capital stock of the Company consists of 40,000,000 shares of capital stock.
authorized shares of Company Common Stock, of which, as of the close ofThere are 30,000,000
10, 1981, 14.388,793 shares were issued and outstanding, 378,527 shares werebusiness on December

reserved for issuance pursuant to outstanding options granted under Company stock option plans,
shares were reserved for issuance upon conversion of the 5%% Convertible Subordinatedj 666,746

Debentures Due 2000 (the " Company Debentures"), 237,971 shares were reserved for issuance upon
P

exercise of outstanding warrants,15,750 shares were reserved for issuance in connection with the
L ted under the Company's Stock Bonus plan, and no shares were treasury shares
| outstanding Unit a aut or zed shares of preferred stock,h iary of the Company. There are 10,000,000or held by any sur~1

$1.00 par value, of the Company, none of which is issued or outstanding as of the date hereof. All ,

shares of Company Common Stock outstanding as of the date hereof are duly authorized, validly
Except for options granted under the Company's 1978 Non-issued, fully paid and nonassessable.

,

j
Qualified Stock Option Plan, the Company Debentures and warrants issued in connection with the
Company's acquisitions of Fries & Fries, Inc. and Basic Foods, Inc., and except for the Option (as
hereinafter defined), there are as of the date hereof no outstanding options, rights or warrants
obligating the Company or any of its subsidiaries to issue, deliver or sell, or cause to be issued,
delivered or sold, additional shares of the capital stock of the Company or any subsidiary or obligating
the Company or any of its subsidiaries to grant, extend or enter into any such agreement or
commitment.

3.04. The Company has heretofore delivered to Parent and the Subsidiary its (i) Annual Reports
on Form 10-K for the years ended December 31,1978, December 31,1979, and December 31,1980, as
filed with the SEC,(ii) Quarterly Reports on Form 10-Q for the quarters ended March 31,1981, June
30, 1981, and September 30,1981, (iii) proxy statements relating to the Company's meetings of
shareholders (whether annual or special) during 1979,1980 and 1981, and (iv) all other reports or

As of their
registration statements filed by the Company with the SEC since December 31,19FJ.
respective dates, such reports and statements did not contain any untrue statement of a material fact or
omit to state a material fact required to be stated therein or necessary to make the statements therein,
in light of the circumstances under which they were made, not misleading. The audited consolidated
financial statements and unaudited consolidated interim financial statements of the Company included
in such reports have been prepared in accordance with generally accepted accounting principles applied -..

I-

on a consistent basis during the periods involved (except as may be indicated in the notes thereto) and
fairly present the consolidated financial position of the Company and its consolidated subsidiaries as at

j

the dates thereof and the consolidated results of their operations and changes in financial position for
'

L, t)
the periods then ended subject,in the case of the unaudited consolidated interim financial staterrv iy
to normal year-end adjustments and any other adjustments described therein. Since September 30,
1981, neither the Company nor any of its subsidiaries has undergone or suffered any change in its
condition (financial or otherwise), properties, assets, liabilities, business or operations which have been,
in any case or in the aggregate, materially adverse to the Company and its subsidiaries taken as a
whole.

6
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t 3.05. None of the information supplied by the Company for inclusion in (i) the Joint Proxy
Statement or the Registration Statements, (ii) the documents pursuant to which the Ofter will be
made, including a Schedule 14D-1, an otter to purchase and a related letter of transmittal (the " Otter
Documents"), and (iii) the Schedule 14D-9 to be filed by the Company in connection with the Otter
(the " Schedule 14D-9") will, in the case of the Schedule 14D-l. Schedule 14D-9 or any amendments
thereof or supplements thereto, at the respective times such schedules or any amendments thereof or
supplements thereto are filed with the SEC, or, in the case of the Joint Proxy Statement or any
amendments thereof or supplements thereto, at the time of the meetings of shareholders to be held in
connection with the Merger, or, in the case of the Registra; ion Statements, at the times they become
effective and at the Effective Time, contain any untrue statement of a material fact or omit to state any
material fact necessary in order tc make the statements therein, in light of the circumstances under
which they are made, not misleading. The Schedule 14D-9 and the Joint Proxy Statement will comply
as to form in all material respects with the provisions of the Securities and Exchange Act of 1934, as
amended, and the rules and regulations promulgated thereunder (the " Exchange Act").

3.06. The businesses of the Company and its subsidiaries are not being conducted in violation of
any law, ordinance or regulation of any governmental entity, including, without limitation, any law,
ordinance or regulation relating to the protection of the environment or occupational health and safety,
except for possible violations which either singly or in the aggregate do not and, insofar as reasonably
can be foreseen, in the future will not have a material adverse effect on such businesses. No
investigation or review by any governmental entity with respect to the Company or any of its
subsidiaries is pending or, to the knowledge of the Company, threatened, nor has any governmental
entity indicated an intention to coeduct the same, other than those the outcome of which will not
materially adversely alTect the Company and its subsidiaries taken as a whole.

3.07. Except as disclosed in the Company's Annual Report on Form 10-K for the year ended
December 31, 1980 and the Company's Quarterly Reports on Form 10-Q for the quarters ended
March 31,1981, June 30,1981, and September 30,1981, there is no suit, action or proceeding pending
or, to the iowledge of the Company, threatened against or affecting the Company or any of its
subsidiaries which, if adversely determined, would materially and adversely affect the financial
condition, businesses or results of operations of the Company and its subsidiaries, taken as a whole; nor
is there any judgement, decree, injunction, rule or order of any court, governmental department,
commission, agency, instrumentality or arbitrator outstanding against the Company or any of its
subsidiaries having, or which, insofar as reasonably can be foreseen,in the future would have, any such

effect.

J.08. Each of the Company and each of its subsidiaries has filed all material tax returns required
to be tiled by any of them and has paid (or the Company has paid on its behalf), or has set up an
adequate reserve for the payment of, all taxes required to be paid in respect of the periods covered by
such returns and has set up an adequate reserve, or the Company has set up a reserve which the
Company believes to be adequate, for the payment of all income and other taxes with respect to the
Company and its subsidiaries anticipated to be payable in respect of periods through the date hereof.
Neither the Company nor any of its subsidiaries is delinguent in the payment of any material tax,
assessment or governmental charge. No material deficiencies for any taxes have been proposed,
asserted or assessed against the Company or any of its subsidiaries, and no requests for waivers of the
time to assess any such tax are pending. The federal income tax returns of the Company and each of
its consolidated subsidiaries have been examined by and settled with the Internal Revenue Service for

all years through 1974 For the purposes of this Agreement, the term " tax" shall include all federal,
state, local and foreign taxes.
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IV. REPRESENTATIONS AND WARRANTIES
OF PARENT AND THE SUBSIDIARY

Parent and the Subsidiary jointly and severally represent and warrant to the Company that:

( 4.01. Each of Parent and its subsidiaries is a corporation duly organized, validly existing and in
j good standing under the laws of the jurisdiction of its incorporation and has all requisite power and
i authority, corporate and otherwise, to own, operate and lease its respective properties and to carry on

j its businesses substantially as they have been and are being conducted on the date of this Agreement,

i except where the failure of any such subsidiary to be so organized or existing would not have a material
! sdverse effect on Parent and its subsidiaries taken as a whole. Parent and the Subsidiary have all

requisite corporate power and authority to enter into this Agreement and, subject to approval by the
shareholders of Parent, consummate the transactions contemplated hereby.

4.02. (a) The execution and delivery of this Agreement and the consummation of the transac-
tions contemplated hereby have been duly authorized by all necessary corporate action on the part of

,

j Parent and the Subsidiary, subject to the approval of the issuance of Parent Common Stock in
y accordance with this Agreement by the shareholders of Parent. This Agreement has been duly '

] executed and delivered by Parent and the Subsidiary and, subject to approval of this Agreement by the
' shareholders of Parent, constitutes a valid and binding obligation of Parent and the Subsidiary.

(b) The execution and delivery of this Agreement do not, and the consummation of the transac-
tions contemplated hereby will not, conflict with or result in any violation of or default or loss of a
material benefit under or permit the acceleration of any obligation under any provision of the charter
or by-laws of Parent or any of its subsidiaries or any mortgage, indenture, lease, agreement or other

|
instrument, permit, concession, grant, franchise, license, judgement, order, decree, statute, law,
ordinance, rule or regulation applicable to Parent or any of its subsidiaries or their respective4

properties, other than any such conflicts, violations or defaults which individually or in the aggregate
(i) do not have a material adverse effect on Parent and its subsidiaries taken as a whole or (ii) will be

j cured or waived prior to the Effective Time. No consent, approval, order or authorization of, cr

J
registration, declaration or filing with, any United States federal or state governmental authority is
required by or with respect to Parent or the Subsidiary in connection with the execution and delivery ofi

{ this Agreement by Parent and the Subsidiary or the consummation by Parent and the Subsidiary of the

|
transactions contemplated hereby, except where the failure to obtain such consent or approval or the

f failure to make such filing, declaration or registration would not have a material adverse effect upon
Parent and its subsidiaries taken as a whole and except for (a) the filing of a premerger notification

; report by Parent and the Company under the HSR Act, (b) the filing of the Ofter Documents, the
j Schedule 14D-9 and the Joint Proxy Statement with the SEC, (c) the filing of the Registration

Statements with the SEC and various blue sky authorities and (d) the filing of appropriate articles of
merger with respect to the Merger with the secretary of state of the State of Missouri and with other
states in which the Company is qualified to do business and the issuance by such secretary of state of a
certificate of merger.

4.03. Parent has cash available to it (either on hand or pursuant to written bank. commitments)
sufficient to enable Parent and the Subsidiary to carry out all of their obligations to pay cash under this
Agreement and will continue to have sufficient cash available until all such obligations are satisfied.

4.04. The authorized capital stock of the Subsidiary consists of 1,000 shares of common stock,'

par value $1.00 per share. all of which are issued and outstanding and owned by Parent on the date
hereof. The authorized capital stock of Parent consists of 80,000,000 shares of Parent Common Stock,
of which, as of the close f business on December 1, 1981, 60,156,135 shares were issued and

*p
outstanding, 1,193,705 shares were reserved for issuance under Parent stock option plans and no shares
were treasury shares. All shares of capital stock of Parent and each of its subsidiaries outstanding as of

{ the date hereof are duly authorized, validly issued, fully paid and nonassessable. Except for options
granted under Parent's 1970 Stock Option incentive Plan, as amended, there are no outstanding;

options, rights or warrants obligating Parent or any of its U.S. subsidiaries to issue, deliver or sell, or

8
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i cause to be issued, delivered or sold, additional shares of the capital stock of Parent or any subsidiary
or obligating Parent or any of its U.S. subsidiaries to grant, extend or enter into any such agreement or
commitment.

4.05. Parent has heretofore delivered to the Company its (i) Annual Reports on Form 10-K for
the years ended December 31, 1978, December 31,1979, and December 31,1980 as filed with the
SEC,(ii) Quarterly Reports on Form 10-Q for the quarters ended March 31,1981, June 30,1981, and
September 30,1981, (iii) proxy statements relating to Parent's meetings of shareholders (whether
annual or special) durHg 1979,1980 and 1981, and (iv) all other reports or registration statements
filed by Parent with the SEC since December 31,1980. As of their respective dates, such reports and
statements did not contain any untrue statement of a material fact or omit to state a material fact
required to be stated therein or necessary to make the statements therein, in light of the circumstances
under which they wre made, not misleading. The audited consolidated financial statements and
unaudited consolidated interim financial statements of Parent included in such reports have been
prepared in accordance with generally accepted accounting principles applied on a consistent basis
during the periods involved (except as may be indicated in the notes thereto) and fairly present the
consolidated financial position of Parent and its consolidated subsidiaries as at the dates thereof and
the consolidated results of their operations and changes in financial position for the periods then ended
subject, in the case of the unaudited consolidated interim financial statements, to normal year-end
adjustments and any other adjustments described therein. Since September 30,1981, neither Parent
nor any of its subsidiaries has undergone or suffered any change in its condition (financial or
otherwise), properties, assets, liabilities, business or operations which have been, in any case or in the
aggregate, materially adverse to Parent and its subsidiaries taken as a whole.

4.06. None of the information supplied by Parent or the Subsidiary for inclusion in the Joint
Proxy Statement, the Registration Statements or the Ofter Documents will, in the case of the Offer
Documents or any amendments thereof or supplements thereto at the respective times the Offer
Documents or any amendments thereof or supplements thereto are filed with the SEC, or, in the case of
the Joint Proxy Statement or any amendments thereof or supplements thereto, at the time of the
meetings of shareholders to be held in connection with the Merger, or, in the case of the Registration
Statements, at the times they become elTective and at the EITective Time, contain any untrue statement
of a material fact or omit to state any material fact necessary in order to make the statements therein,
in light of the circumstances under which they were made, not misleading. The Offer Documents and
the Joint Proxy Statement will comply as to form in all material respects with the provisions of the
Exchange Act, and the Registration Statements will comply as to form in all material respects with the
provisions of the Securities Act of 1933, as amended, and the rules and regulations thereunder (the
" Securities Act").

4.07. The businesses of Parent and its subsidiaries are not being conducted in violation of any
law, ordinance or regulation of any governmental entity, including, without limitation, any law,
ordinance or regulation relating to the protection of the environment or occupational health and safety,
except for possible violations which either singly or in the aggregate do not and, insofar as reasonably
can be foreseen, in the future will not have a material adverse efTect on such businesses. Except as
disclosed in the documents referred to in Section 4.08, no investigation or review by any governmental
entity with respect to Parent or any of its subsidiaries is pending or, to the knowledge of Parent,
threatened; nor has any governmental entity indicated an intention to conduct the same, other than
those the outcome of which will not materially adversely affect Parent and its subsidiaries taken as a
w hole.

4.0x. Except as disclosed in Parent's Annual Report on Form 10-K for the year ended December
31,1980 and Parent's Quarterly Reports on Form 10-Q for the quarters ended March 31,1981, June
30,1981, and September 30,1981, there is no suit, action or proceeding pending or, to the knowledge
of Parent, threatened against or affecting Parent or any of its subsidiaries which, if adversely
determined, would materially and adversely affect the financial condition, businesses or results of

9
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operations of Parent and its subsidiaries, taken as a whole; nor is there any judgment, decree,
injunction, rule or order of any court, governmental department, commission, agency, instrumentality
or arbitrator outstanding against Parent or any of its subsidiaries having, or which, insofar as j

;4

reasonably can be foreseen, in the future would have, any such e1Tect,

Each of Parent and its subsidiaries has filed all material tax returns required to be filed by |
|

any of them and has paid (or Parent has paid on its behalf), or has set up an adequate reserve for the
'

4.09.

payment of, all taxes required to be paid in respect of the penods covered by such returns and has set
|

up an adequate reserve, or Parera has set up a reserve which Parent believes to be adequate, for the
payment of all income and other taxes with respect to Parent and its subsidiaries anticipated to be

'

payable in respect of periods through the date hereof. Neither Parent nor any of its subsidiaries is
4

No material |
delinquent in the payment of any material tax, assessment or governmental charge.,

deficiencies for any taxes have been proposed, asserted or assessed against Parent or any of its!

subsidiaries, and no requests for waivers of the time to assess any such tax are pending. The federal|}
|

income tax returns of Parent and each of its subsidiaries have been examined by and settled with thej

internal Revenue Service for all years through 1976. For the purposes of this Agreement, the term |!
;j

" tax" shall include all federal, state, local and foreign taxes.
<

! V. COVENANTS

During the period commencing on the date hereof and continuing until the Effective Time,5.01.
the Company agrees (except as expressly contemplated by this Agreement or to the extent that Parentj
shall otherwise consent in writing) that:

| (a) The Company will carry on its business in, and only in, the usual, regular and ordinary( course in substantially the same manner as heretofore conducted and, to the extent consistent with
| such business, use all reasonable efforts to preserve intact its present business organizations, keep

available the services of its present officers and employees and preserve its relationships withj

j customers, suppliers and others having business dealings with it to the end that its goodwill and
going business shall be unimpaired at the Effective Time.

<

(b) The Company will not declare any dividends on or make other distributions in respect of
the Company Common Stock, except that the Company may continue the declaration of regularThe
quarterly cash dividends not in excess of 5.25 per share of Company Common Stock.
Company will not amend its Restated Articles of Incorporation, as amended, or By-Laws except
as necessary to permit the election of directors described in Section 6.25.

(c) The Company will not issue, authorize or propose the issuance of, or purchase or propose
the purchase of, any shares of its capital stock of any class or securities convertible into, or rights,
warrants or options to acquire, any such shares or other convertible securities (other than the
issuance of Company Common Stock upon the exercise in accordance with the present terms of
employee stock options outstanding on the date of this Agreement, exercise of the Option,
conversion of the Company Debentures or exercise of warrants outstanding on the date of this
Agreement), except in each case as permitted in this Agreement.

(d) The Company will use its best efforts to comply promptly with all requirements which
federal or state law may impose on the Company with respect to the Offer and the Merger and
will promptly cooperate with and furnish information to Parent in connection with any such
requirements imposed upon Parent or on the Subsidiary or on any of their subsidiaries in .
connection with the Offer and the Merger.

(e) The Company will use its, and will cause its subsidiaries to use their, best efforts to obtain
(and to cooperate with Parent and its subsidiaries in obtaining) any consent, authorization or
approval of, or any exemption by, any governmental authority or agency, or other thiid party,
required to be obtained or made by the Company or its subsidiaries (or by Parent or its

,
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subsidiaries)in connection with the Offer or the Merger or the taking of any action contemplated
thereby.

(f) The Company will not, nor will it permit any subsidiary to, nor will it authorize or permit '|
any officer, director or employee of or any investment banker, attorney, accountant or other
representative retained by the Company or any subsidiary to solicit or encourage (including by
way of furnishing information) any inquiries or the making of any proposal which it is reasonably -
expected may lead to any takeover proposal. The Company will promptly advise Parent orally and

' in writing of any such inquiries or proposals. As used in this Section 5.01(f)," takeover proposal"
shall mean any proposal for a merger or other business combination involving the Company or any
of its subsidiaries or for the acquisition of a substantial equity interest in the Company or any of '
its subsidiaries or a substantial portion of the assets of the Company or any of its subsidiaries other

,_
than the one contemplated by this Agreement.

(g) The Company will not and will not permit any of its subsidiaries to acquire or agree to
acquire by merging or consolidating with, purchasing substantially all of the assets of or otherwise,
any business or any corporation, partnership, association or other business organization or division :
thereof.

(h) The Company will not and will not permit any of its subsidiaries to sell, lease or
otherwise dispose of any ofits assets, except in the ordinary course of business, which are material,
individually or in the aggregate, to the business or financial condition of the Company and its
subsidiaries taken as a whole.

(i) The Company will not and will not permit any of its subsidiaries to incur any indebted-
ness for money borrowed or issue or sell any debt securities other than in the ordinary course of '
business consistent with prior practice.

! (j) The Company will not grant and will not permit any of its subsidiaries to grant to any
executive otlicer any increase in compensation or in severance or termination pay, or enter into any
employment agreement with any executive officer, except as may be required under employment
or termination agreements in effect on the date hereof or in the ordinary course of business q
consistent with prior practice.

(k) The Company will not and will not permit any of its subsidiaries to adopt or amend in
any material respect any collective bargaining, employee pension, profit sharing, retirement,
insurance, incentive compensation, severance, vacation or other plan, agreement, trust, fund or-
arrangement for the benefit of employees (whether or not legally binding) other than as necessary
to comply with Section 6.10 or in the ordinary course of business.

(1) The Company will promptly advise Parent orally and in writing of any change in the
condition (financial or otherwise), properties, assets, liabilities, operations, business or prospects of
the Company or any of its subsidiaries which is or may be materially adverse to the Company and
its subsidiaries taken as a whole.

5.02. During the period commencing en the date hereof and continuing until the Effective Time,
Parent and the Subsidiary each agrees (except as expressly contemplated by this Agreement or to the
extent that the Company shall otherwise consent in writing) that:

(a) Parent will carry on its business in, and only in, the usual, regular and ordinary course in
substantially the same manner as heretofore conducted and, to the extent consistent with such
business, use all reasonable efforts to preserve intact its present business organizations, keep -
available the services of its present officers and employees and preserve its relationships _with-
customers, suppliers and others having business dealings with it to the end that its goodwill and
going business shall be unimpaired at the Effective Time.

(b) Parent will not declare any dividends on or make other distributions in respect of Parent.
Common Stock, except that Parent may continue the declaration of regular quarterly cash

11
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dividends not in excess of 5.75 per share of Parent Common Stock. Parent will not amend its
Certificate of Incorporation or By-Laws.

(c) Parent will not (i) issue, authorize or propose the issuance of any shares of its capital
stock of any class or securities convertible into, or rights, warrants or options to acquire, any such
shares or other convertible securities (other than the issuance of Company Common Stock upon

|
the exercise in accordance with the present terms of employee stock options outstanding on the

|
date of this Agreement), except in each case as permitted in this Agreement.

(d) Parent and the Subsidiary will use their respective best efforts to comply promptly with
all requirements which federal or state law may impose on them with respect to the Offer and the
Merger and will promptly cooperate with and furnish information to the Company in connection
with any such requirements imposed upon the Company or on any of its subsidiaries in connection
with the Offer and the Merger.

(e) Parent and the Subsidiary will use their respective best efforts to obtain (and to cooperate
with the Company in obtaining) any consent, authorization or approval of, or exemption by, any -
governmental authority or agency, or other third party, required to be obtained or made by Parent
or any of its subsidiaries (or by the Company or its subsidiaries)in connection with the Offer or
the Merger or the taking of any action contemplated thereby.

(f) Parent will promptly advise the Company orally and in writing of any change in the
condition (financial or otherwise), properties, assets, liabilities, operations, business or prospects of
Parent or any of its subsidiaries which is or may be materially adverse to Parent and its
subsidiaries taken as a whole.

VI. ADDITIONAL AGREEMENTS
6.01. The Company and Parent and the Subsidiary shall each afTord to the other and to the

other's accountants, counsel and other representatives, full access during normal business hours during
the period prior to the Effective Time to all of their respective properties, books, contracts, commit-
ments and records and, during such period, each shall use its best efforts to furnish promptly to the
other (a) a copy of each report, schedule and other document filed or received by it during such period
pursuant to the requirements of federal and state securities laws and (b) all other information
concerning its business properties and personnel as such other party may reasonably request. Any
failure to comply with this covenant shall be disregarded if promptly corrected without material
adverse consequences to the other parties. The parties will not use such information and will otherwise
hold such information in confidence until such time as such information otherwise becomes publicly
available, and in the event of the termination of this Agreement each party will deliver any copies of
documents made to the other.

6.02. Parent shall prepare and file as soon as is reasonably practicable with the SEC the
Registration Statements and shall use all reasonable efforts to have the Registration Statements

;

declared etTective by the SEC as promptly as practicable after the termination of the Offer. Parent
shall also take any action required to be taken under any applicable state blue sky or securities laws in j

connection with the issuance of the shares of Parent Common Stock to be issued as sat forth in this
<

Agreement, and the Company shall furnish all information concerning the Company and the holders of i

Company Common Stock as may reasonably be requested in connection with any such action.

6.03. The Company and Parent each shall call a meeting of its respective shareholders to be heldF

after termination of the Offer for the purpose of voting upon this Agreement and related matters. Each )
party will use its best efTorts to hold such meeting as promptly as practicable following consummation
of the Offer and will, through its Board of Directors, recommend to its shareholders, consistent with its
fiduciary duties, approval of the Merger. |

6.04. The Company shall deliver to Parent a letter indentifying all persons who are, at the time i

the Merger is submitted to a vote of the shareholders of the Company," affiliates" of the Company for
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purposes of Rule 145 under the Securities Act. The Company shall use its best efforts to cause each
person who is identified as an "atfiliate"in the letter referred to above to deliver to Parent on or prior to
the Effective Time a written agreement, in form satisfactory to Parent, that such person will not offer
to sell, sell or otherwise dispose of any of the shares of Parent Common Stock issued to such person
pursuant to the Merger in violation of the Securities Act.

6.05. Parent shall use its best efforts to cause the shares of Parent Common Stock to be issued in
the transactions contemplated by this Agreement to be approved for listing on the NYSE, subject to
official notice of issuance, prior to the Effective Time.

6.06. Subject to the terms of Sections 2.02(d),6.09 and 6.10, Parent will cause the Surviving
Corporation to maintain all employee pension, retirement, insurance and other health and welfare
plans and programs of the Company in effect at the Effective Time in accordance with the terms of
such plans and programs, including the Company's Executive Salary Protection Plan and the Com-
pany's Additional Compensation Plan for Officers and Key Employees (the " Additional Compensation
Plan"), or will otherwise make available plans and programs which provide benefits at least as
favorable (including with respect to eligibility, benefits and vesting) to Company employees.

6.07. Whether or not the Merger is consummated, all costs and expenses incurred in connection
with the Offer, this Agreement and the transactions contemplated hereby and thereby shall be paid by
the party incurring such expense, except that expenses incurred in connection with printing the Joint
Proxy Statement and the Registration Statements shall be shared equally by Parent and the Company.

6.08. Each of Parent, the Subsidiary and the Company represents, as to itself, that no agent,
broker, investment banker or other firm or person is or will be entitled to any broker's or finder's fee or
any other commission or similar fee in connection with any of the transactions contemplated by this
Agreement, except Morgan Stanley & Co. Incorporated, whose fees and expenses will be paid by the
Company, and Blyth Eastman Paine Webber Incorporated, whose fees and expenses will be paid by
Parent.

6.09. Parent agrees that the Committee (as defined in the Company's 1978 Non-Qualified Stock
Option Plan) prior to the Effective Time, may,in its discretion, permit the cancellation of all options to
purchase shares of Company Common Stock granted pursuant to such plan which options would be
exercisable by their terms as of the Effective Time without regard to the execution of this Agreement in
consideration of the payment of an amount of cash equal to (i) the difference between the exercise price .;
per share of such options so cancelled and the highest cash price per share paid for shares of Company

'

Common Stock in the Offer, multiplied by (ii) the number of shares of Company Common Stock
subject to such options so cancelled, provided, however, that the Committee may,in its discretion, with
respect to the options held by members of the Company's Operating Committee, cancel the greater of
(x) one-third of each such person's options (which may be those options having the lowest exercise
prices) or (y) all of each such person's options that would be exercisable by their terms as of the
Effective Time without regard to the execution of this Agreement in consideration of a cash payment as
aforesaid and provided further that the total number of options so cancelled pursuant to this Section
6.09 shall not exceed 137,780.

6.10. (a) Immediately prior to the Effective Time, each participant in the Company's 1978 Stock
Bonus Plan (the " Bonus Plan") then holding Units of Participation (as defined in the Bonus Plan) will
receive in exchange therefor an amount of cash equal to the highest cash price per share paid for shares
of Company Common Stock in the Offer, multiplied by the number of Units of Participation granted to

i such participant under the Bonus Plan, and the Bonus Plan will thereupon be terminated.

(b) Immediately prior to the Effective Time, the Company will cause all deferred awards under
the Additional Compensation Plan to become immediately payable, and will pay to each participant in
the Additional Compensation Plan in cash the full amount of any such deferred awards then relating to

,

his account, compounded in accordance with past practice.
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6.11. (a) Parent will cause the Surviving Corporation to perform each of the various employ-
ment, consulting, supplemental retirement and termination agreements (subject to paragraph (b) 'i

below) between the Company and its employees, directors and independent contractors and each of the
indemnity agreements (the " Indemnity Agreements") between the Company and members of the
committee established under the Will of Edward Mallinckrodt, Jr. (the " Trust Committee") in the
same manner and to the same extent that the Company would be required to perform them if the
Merger had not taken place.

(b) Prior to the occurrence of an event constituting a " change of control" of the Company as
defmed in the termination agreements, the Company will use its best etTorts to obtain modification of
the termination agreements to provide that (i) the Surviving Corporation shall have no obligation
under such agreements to continue plans or arrangements which are specifically cancelled or modified
pursuant to this Agreement to the extent cancelled or modified and (ii) the requirement that Mr.
Raymond F. Bentele report to the Chief Executive OtTicer of Parent shall not constitute " Good
Reason" within the meaning of Mr. Bentele's termination agreement.

6.12. Subject to the terms and conditions herein provided, each of the parties hereto agrees to use
all reasonable efTorts to take, or cause to be taken, all action, and to do, or cause to be done, all things
necessary, proper or advisable under applicable laws and regulations to consummate and make
effective the transactions contemplated by the Offer, this Agreement and the Merger. In case at any
time after the Effective Time any further action is necessary or desirable to carry out the purposes of
this Agreement, the proper officers and/or directors of the Company, Parent or the Subsidiary, as the
case may be, shall take all such necessary action. Parent shall vote, and shall cause its subsidiaries to
vote, in favor of approval of this Agreement all shares of Company Common Stock which it and its
subsidiaries are then entitled to vote, it being understood that such favorable vote shall not in any way
limit Parent's rights under Article Vil hereof.

6.13. The Company and Parent shall, as soon as practicable, file Notification and Report Forms
under the HSR Act with the Federal Trade Commission (the "FTC") and the Antitrust Division of the
Department of Justice (the " Antitrust Division") and shall use reasonable efTorts to respond as
promptly as practicabk to allinquiries received from the FTC or the Antitrust Division for additional
information or documentation. The Company and Parent will take all such action as may be necessary
under the federal securities laws applicable to or necessary for, and will file and. if appropriate, use
their best efTorts to have declared effective or approved all documents and notifications with the SEC
and other governmental or regulatory bodies which they deem necessary or appropriate for, the
consummation of the Merger and the transactions contemplated hereby, and each party shall give the
other information reasonably requested by such other party pertaining to it and its subsidiaries and
atTiliates to enable such other party to take such actions, and the Company and Parent shall file in a

,

timely manner all reports and documents required to be so filed by or under the Exchange Act, 1

6.14. In making the Offer, Parent and the Subsidiary shall comply in all material respects with
the provisions of the Exchange Act and other applicable laws. |

6.15. Prior to the EfTective Time, the Company will deliver to Parent, and Parent will deliver to
the Company, not later than 45 days after the end of any fiscal quarter or fiscal year, a consolidated |
statement of financial position of such party and its subsidiaries as at the last day of such fiscal quarter
and the consolidated statements of income and changes in financial position of such party and its
subsidiaries for the fiscal period then ended (which statements may be unaudited if not for a fiscal
year) prepared in conformity with the requirements of Form 10-Q or Form 10-K, as the case may be, i

under the Exchange Act.

6.16. Parent shall cause the Surviving Corporation to indemnify, defend and hold harmless the
present and former officers, directors, employees and agents of the Company (an " Indemnified Party")
after the Effective Time against all liabilities arising out of actions or omissions occurring prior to the
Etrective Time to the full extent permitted or required under Missouri law, the Company's By-Laws
and the Indemnity Agreements in effect at the date hereof, including provisions relating to advances of ;
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expenses incurred in the defense of action or suit, provided that any determination required to be made
with respect to whether an Indemnified Party's conduct complies with the standards set forth in
Missouri law, the Company's By-Laws and the Indemnity Agreements shall be made by independent
counsel selected by the Surviving Corporation and reasonably satisfactory to the Indemnified Party.
After the Effective Time, Parent or the Subsidiary shall provide for five years ofIicers' and directors'
liability insurance and liability insurance in respect of the Trust Committee covering such persons with
respect to actions or omissions occurring prior to the Effective Time, on terms no less favorable than
such insurance maintained in effect by the Company on the date hereof in terms of coverage and
amounts.

6.17. At all times prior to the Effective Time, each party shall promptly notify the other in
writing of the occurrence of any event which will or may result in the failure to satisfy the conditions
specified in Sections 7.01, 7.02 or 7.03.

6.18. Parent presently intends to operate the business conducted by the Company as a separate
subsidiary headquartered in St. Louis, Missouri and not to make any c'hanges in management (with
respect to both domestic and foreign operations) or employees generally.

6.19. Parent shall provide and deliver or cause to be provided and delivered all cash payable to
holders of Company Common Stock in connection with the Ofter. Parent will keep cash available to it
(either on hand or pursuant to written bank commitments) sufficient to enable Parent and the
Subsidiary to carry out all of their obligations under this Agreement.

6.20. Promptly following completion of the Offer, provided that the Subsidiary shall have
purchased pursuant to the Offer at least 4,560,000 of the shares of Company Common Stock
(" successful completion of the Offer"), the Company shall call all then outstanding Company
Debentures for redemption in accordance with the provisions of the Indenture dated as of November 1,
1975, relating to the Company Debentures (the " Indenture").

6.21. At the Effective Time, if any Company Debentures are then outstanding, the Surviving
Corporation and Parent, shall, jointly and severally, assume by a supplementalindenture, executed and
delivered in accordance with the provisions of the Indenture and satisfactory in form and substance to
the Trustee under the Indenture, all of the Company's obligations under the Indenture and the
Company Debentures. Parent shall take all necessary action, including, but not limited to, reserving
the shares of Parent Common Stock into which Company Debentures may be converted after the
Effective Time, to comply and to cause the Subsidiary to comply with the provisions of the Indenture
and such supplemental indenture.

6.22. Promptly following successful completion of the Offer, the Company shall ofter to cancel,
and, to the extent its offer is accepted, shall cancel, all then outstanding warrants to purchase Company
Common Stock in exchange for a cash payment to each warrant holder equal to (i) the ditTerence
between the net exercise price per share of such holder's warrant and the highest cash price per share
paid for shares of Company Common Stock in the Offer, multiplied by (ii) the nt.mber of shares of
Company Common Stock covered by such warrant.

6.23. At all times until the Effective Time, each party shall promptly advise and cooperate with
the other prior to issuing, or permitting any of its subsidiaries, directors, officers, employees or agents,
to issue any press release or other information to the press or any third party with respect to this
Agreement or the transactions contemplated hereby.

6.24. Parent and the Subsidiary will not take any action at any time after the Effective Time
which would cause the Merger not to qualify as a reorganization within the meaning of Section 368 of
the Code for failure to satisfy the " continuity of business enterprise" requirement of Section 1.368-1(d)
of the Income Tax Regulations or the "substantially all the properties" requirement of Section
368(a)(2)(D) of the Code, both as presently constituted or, if amended so as to apply to the Merger, as
amended at the time any such action might be taken; provided, however, that in taking any action
Parent and the Subsidiary may rely on an opinion of Messrs. Cravath, Swaine & Moore that such
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action will not cause the Merger not to qualify as a reorganization within the meaning of Section 368
of the Code. Parent and the Subsidiary will file their federal income tax returns for all periods
beginning after or including the EfTective Time on a basis consistent with the treatment of the Merger
as a reorganization within the meaning of Section 368 of the Code.

Parent and the Subsidiary represent that neither they nor any corporation which is affiliated with

! them, within the meaning of Section 1504 of the Code, own, either beneficially or of record, any
Company Common Stock and agree that, unless this Agreement is terminated in accordance with its1

terms, they will not acquire any Company Common Stock except as provided in this Agreement or the
University Stock Purchase Agreement. Neither Parent nor any corporation which is affiliated with
Parent within the meaning of Section 1504 of the Code has any present intention nor at the Effectivei.
Time will have any intention to purchase, redeem or otherwise acquire from the shareholders of the i

Company any of the Parent Common Stock to be received by them in the Merger (provided that
purchases in open market transactions in which such shareholders may happen to have sold Parent
Common Stock shall not be deemed to be intentional). For the five-year period beginning at the
EfTective Time neither Parent nor any corporation which is affiliated with Parent within the meaning of

j
Section 1504 of the Code will purchase, redeem or otherwise acquire such Parent Common Stock
(except for open market purchases of 50,000 or fewer shares of such Parent Common Stock from any
one seller) unless in the opinion of Messrs. Cravath, Swaine & Moore (who in rendering any such

| opinion may rely on the statement of intention contained in the preceding sentence) such purchase,j

[ redemption or acquisition will not cause the Merger to fail to qualify as a reorganization within the

[
meaning of Section 368 of the Code.

6.25. Promptly following successful completion of the Ofter the Company shall take all actions!

|
necessary to cause two persons designated by Parent to be elected to the Company's Board of
Directors.,

,

n

VII. CONDITIONS
i

7.01. Notwithstanding any other term of the Offer, Parent and the Subsidiary shall not be ,)
required to commence the Offer or to accept for payment or pay for any Company Common Stock not

|theretofore accepted for payment or paid for, and may terminate or amend the Offer as to such shares
of Company Common Stock,if, at any time on or after December 11,1981 and before the acceptance |

of such shares for payment or the pay,nent therefor, any of the following situations exists: |

(a) a preliminary or permanent injunction or other order by any federal or state court which
prevents the acceptance for payment of, or payment for, some or all of the Company Common
Stock shall have been issued and shall remain in effect;

(b) there shall be instituted or pending any action or proceeding by any United States federal
or state government or governmental agency or instrumentality, before any United States federal
or state court or governmental agency or other regulatory or administrative agency or instru-
mentality, (i) challenging the acquisition by Parent or the Subsidiary of shares of Company
Common Stock or otherwise seeking to restrain or prohibit the consummation of the Offer or the

,

Merger or material damages or (ii) seeking to prohibit Parent's or the Subsidiary's ownership or
operation of all or a material portion of Parent's or the Company's business or assets, or to compel
Parent or the Subsidiary to dispose of or hold separate all or a material portion of Parent's or the
Company's business or assets, as a result of the OITer or the Merger, which, in either case, in the
reasonable judgment of Parent, would probably result in the relief sought being obtained;

(c) there shall be any action taken, or any statute, rule, regulation or order enacted,
promulgated or issued or deemed applicable to the Ofter or the Merger by any United States
federal or state government or governmental agency or instrumentality or court, which would (i)
prohibit Parent's or the Subsidiary's ownership or operation of all or a material portion of Parent's
or the Company's business or assets, or compel Parent or the Subsidiary to dispose of or hold
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separate all or a material portion of Parent's or the Company's business or assets, as a result of thei

Ofter or the Merger,(ii) render Parent or the Subsidiary unable to purchase or pay for some or all
of the shares of the Company Common Stock or to consummate the Merger, except for the
waiting period provisions of the HSR Act, (iii) make such purchase, payment or consummation
illegal, or (iv) impose or confirm material limitations on the ability of Parent or the Subsidiary
effectively to exercise full rights of ownership of the shares of Company Common Stock,;

| including, without limitation, the right to vote the shares of the Company Common Stock
purchased by it on all matters properly presented to the Company's shareholders;

'

(d) any change shall have occurred in the business, financial condition, operaticr.s or
prospects of the Company and its subsidiaries which is or is reasonably likely to be materially
adverse to the Company and its subsidiaries taken as a whole;

(e) there shall have occurred (i) any general suspcrsion of, or limitation on prices for, trading
in securities on the NYSE or the National Association of Securities Dealers Automated Quotation
System, (ii) a declaration of a banking moratorium or any suspension of payments in respect of
banks in the United States or any limitation by federal or state authorities on the extension of
credit by lending institutions,(iii) a commencement of a war or armed hostilities or other national
or international calamity directly or indirectly involving the United States, or (iv) in the case of
any of the foregoing existing at the time the commencement of the Offer, a material acceleration
or worsening thereof;

(f) the Company shall have (i) issued, authorized or proposed the issuance of, or purchased
or proposed the purchase of, any shares of its capital stock of any class or securities convertible
into, or rights, warrants or options to acquire, any such shares or other convertible securities
(other than the issuance of Company Common Stock upon the exercise in accordance with the .

(present terms of employee stock options outstanding on the date of this Agreement, exercise of the
Option, conversion of the Company Debentures or exercise of warrants outstanding on the date of
this Agreement),(ii) issued, authorized or proposed the issuance of any other securities in respect
of, in lieu of or in substitution for shares of capital stock of the Company, (iii) declared or paid
any dividend or distribution on shares of capital stock of the Company except for regular quarterly
cash dividends on the Company Common Stock not in excess of 5.25 per share (iv) authorized,
recommended or proposed, or announced its intention to authorize. recommend or propose, any
merger, consolidation or bur.iness combination or any acquisition or disposition of a material ,

amount of its assets or a material change in its capitalization or any comparable event not in the j

!ordinary course of business, other than the Ofrer or the Merger, or (v) amended or authorized any
amendment to its Restated Articles of incorporation or Hy-laws, except in each case as permitted
by this Agreement;

(g) more than 25% of the shares of the Company Common Stock shall have been acquired by ;

another person (including a " group" as defmed in Section 13(d)(3) of the Exchange Act) or a I

tender or exchange ofter for the shares of Company Common Stock shall have been commenced or
a business combination proposal shall have been made by another person, if such tender or
exchange offer or business combination could result in such other person and its affdiates
beneficially owning directly or indirectly more than 25% of the shares of Company Common
Stock;

(h) the representations and warranties of the Company set forth in Article III of this
Agreement shall then be materially incorrect; or

(i) the Company shall have failed to perform in all material respects any obligation or to
comply in all material respects with any agreement, covenant or condition of the Company to be
srformed or complied with by it hereunder; which in the sole judgment of Parent in any such
case, and regardless of the circumstances (including any action or inaction by Parent or any of its
subsidiaries) giving rise to any such condition, makes it inadvisable to proceed with such
acceptance for payment or payment.
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7.02. Notwithstanding any other provision of this Agreement, neither Parent nor the Subsidiary

shall be obligated to consummate the Merger if any of the following situations exists:

(a) The Merger or this Agreement shall not have been validly approved by the requisite vote1

of the shareholders of the Company and the issuance of Parent Common Stock in accordance with
this Agreement shall not have been validly approved by the requisite vote of the shareholders of
Parent.

(b) A preliminary or permanent injunction or other order by any federal or state court which
prevents the consummation of the Merger shall have been issued and shall remain in effect.

(c) Any of the representations and warranties made by the Company in Article 111 hereof
shall not have been true in any material respect as of the date of this Agreement and as of the
Effective Time as though made on and as of the Effective Time, except as otherwise contemplated

by this Agreement.

(d) The Company shall have failed to perform in all material respects any obligation or
comply in all material respects with any agreement, covenant or condition required by this
Agreement to be performed or complied with by it prior to or at the Effective Time and the
Company shall not have delivered to Parent a certificate dated the Effective Time and signed by
its chairman or president to the effect set forth in this paragraph.

,

4

(e) The Merger Registration Statement shall not have become effective, or a stop order
suspending such effectiveness shall have been issued and shall remain in effect.

(f) Parent shall not have received an opinion of Cravath, Swaine & Moore, counsel to
Parent, to the effect that the Merger (together with the Offer if the Offer and the Merger are
treated as a single integrated transaction) will be treated for federal income tax purposes as a
reorganization within the meaning of Section 368 of the Code, and that Parent, the Subsidiary
and the Company will each be a party to that reorganization within the meaning of Section 368(b)
of the Code.

7
b

]
7.03. Notwithstanding any other provisions of this Agreement, the Company shall not be .p

obligated to consummate the Merger if any of the following situations exists: ;
!

I

i(a) The Merger or this Agreement shall not have been validly approved by the requisite vote
of the shareholders of the Company and the issuance of Parent Common Stock in accordance with !

i
this Agreement shall not have been validly approved by the requisite vote of the shareholders of

1 Parent.

(b) A preliminary or permanent injunction or othe order by any federal or state court which
+

prevents the consummation of the Merger shall have been issued and shall remain in effect.
)

(c) Any of the representations and warranties made by either Parent or the Subsidiary in
Article IV hereof shall not have been true in any material respect as of the date of this Agreement
and as of the Effective Time as though made on and as of the Effective Time, except as otherwise
contemplated by this Agreement.

(d) Parent or the Subsidiary shall have failed to perform in all material respects any
obligation or comply in all material respects with any agreement, covenant or condition required
by this Agreement to be performed or complied with by it prior to or at the Effective Time, and
Parent shall not have delivered to the Company a certificate dated the Effective Time and signed
by its chairman or president to the effect set forth in this paragraph.

18
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(e) The Company shall not have received an opinion from its counsel, Messrs. Skadden.,

Arps Slate, Meagher & Flom, dated the Effective Time, satisfactory to the Company, substan-
;

;

tially to the efTect that, on the basis of facts and representations set forth in such opinion which are '

consistent with the state of facts existing at the Effective Time, the Merger (together with the
Offer if the Offer and the Merger are treated as a single integrated transaction) will be treated for |

federal income tax purposes as a reorganization within the meaning of Section 368 of the Code,
and that Parent, the Subsidiary and the Company will each be a party to that reorganization
within the meaning of Section 368(b) of the Code and that, accordingly, (i) no gain or loss will be '

recognized to the shareholders of the Company who did not exchange any of their Company i
Common Stock for cash pursuant to the Offer and who exchange all of their Company Common i
Stock for Parent Common Stock pursuant to the Merger; (ii) assuming that the Offer and the I
Merger are treated as a single integrated transaction for federal income tax purposes, no gain or
loss will be recognized to the shareholders of the Company who exchange part of their Company
Common Stock for cash pursuant to the Offer and part of their Company Common Stock for
Parent Common Stock pursuant to the Merger, except that gain realized, if any, will be
recognized to the extent of the cash received; (in) the aggregate basis of the Parent Common
Stock received by shareholders of the Company who did not exchange any of their Company
Common Stock for cash pursuant to the Offer and exchange all of their Company Common Stock
for Parent Common Stock in the Merger will be the same as the aggregate basis of the Company,

. Common Stock surrendered in exchange therefor;(iv) assuming that the Offer and the Merger are
! treated as a single integrated transaction for federalincome tax purposes, the aggregate basis of

the Parent Common Stock received by shareholders of the Company who exchange part of their;

'

Company Common Stock for Parent Common Stock in the Merger and part of their Company
Common Stock for cash in the Offer will be the same as the aggregate basis of their Company

.;
i

Common Stock surrendered, decreased by the cash received and increased by the amount of gain, '

if any, recognized on the exchange (including any portion of such gain which is treated as a
dividend); (v) the holding period of the Parent Common Stock received will include the period
during whien the Company Common Stock surrendered in exchange therefor was held, provided
such Company Common Stock was held as a capital asset on the date of the exchange; and (vi)in
the case of a shareholder all of whose Company Common Stock (including Company Common j
Stock deemed to be owned by him under Section 318 of the Code) is exchanged solely for cash in
the Offer, gain or loss will be recognized and such gain or loss will constitute capital gain or loss
provided that such shareholder held his Company Common Seck as a capital asset.

In rendering any such opinion Messrs. Skadden, Arps, Slate, Meagher & Flom may rely on
certificates of officers of the Company and Parent and upon the representations and agreements of
Parent contained in Articles IV and VI hereof. Such opinion may provide that it is not applicable
to stock acquired upon the exercise of employee stock options or otherwise as compensation or to
the treatment of cash received in lieu of fractional shares.

(f) The Registration Statements shall not have become effective, or a stop order suspending
such etTectiveness or proceedings for that purpose shall have issued and shall remain in effect.

(g) The shares of Parent Common Stock issuable at and after the Effective Time pursuant to
this Agreement shall not have been approved for listing, subject to official notice of ivaance, on
the NYSE.

VIII. TERMINATION, AMENDMENT AND WAIVER |
8.01. This Agreement may be terminated at any time prior to the Effective Time, whether before |

or after approval by the shareholders of Parent, the Subsidiary and the Company:
{

(a) by mutual consent of the Board of Directors of Parent and the Board of Directors or
i

Executive Committee of the Company; or
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(b) by the Company if the Offer has not been commenced by December 21,19F1 or by either i

the Company or Parent if the Ofter is terminated without any shares of Company Common Stock
being purchased thereunder; or

(c) by either Parent or the Company if the Merger shall not have been consummated on or
before December 31,1982.

8.02. In the event of termination of this Agreement by either Parent or the Company as provided
above, this Agreement (including, without limitation, the agreement contained in Section 6.24 hereof)
shall forthwith become void and there shall be no liability hereunder on the part of Parent, the
Subsidiary, or the Company or their respective otlicers or directors except for wilful breach and except
that the agreements with respect to confidentiality contained in Section 6.01 and the agreements
contained in Section 6.07 hereof shall survive the termination hereof.

8.03. This Agreement may be amended by the parties hereto by action taken by their respective
Boards of Directors or, in the case of the Company, the Executive Committee at any time before or
after approval hereof by the shareholders of either the Company or the Subsidiary, but, after any such
approval, no amendment shall be made which changes the Conversion Number as provided in this
Agreement or which in any way adversely affects the rights of such shareholders without the further
approval of such shareholders. This Agreement raay not be amended except by an instrument in
writing signed on behalf of each of the parties hereto.

8.04. Any term, provision or condition of this Agreement (other than the requirement for
shareholder approval) may be waived in writing at any time by the party which is, or the shareholders
of which are, entitled to the benefits thereof.

! IX. GENERAL PROVISIONS
i

s 9.01. All representations, warranties and agreements of Parent, the Subsidiary and the Company

| in this Agreement or in any instrument delivered by Parent, the Subsidiary or the Company pursuant
f to this Agreement shall not survive the Merger, except that the agreements contained in Article 11 and
I in Sections 6.01, 6.06, 6.07, 6.08, 6.11, 6.12, 6.16, 6.18, 6.19, 6.21 and 6.24 shall survive the Merger

f and shall inure to the benefit of and be enforceable by the persons referred to in such Article and

[ Sections.
' 9.02. The closing of the transactions contemplated by this Agreement shall take place as

! promptly as practicable following approval of the Merger by the shareholders of the Company and
Parent.

9.03. All notices and other communications hereunder shall be in writing and shall be deemed |
given if delivered personally or mailed by registered or certified mail (return receipt requested) to the |
parties at the following addresses (ce at such other address for a party as shall be specified by like '

. | notice): :

! (a) if to Parent or the Subsidiary:"

Avon Products, Inc.
9 West 57th Street
New York, New York 10019
Attention: Mr S. Arnold Zimmerman

Senior Vice President, General '

Counsel and Secretary ,

!, .*

(
1
a
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(b) if to the Company:
Mallinckrodt, Inc.
675 McDonnell Boulevard
P.O. Box 5840
St. Louis, Missouri 63134
Attention: Raymond M. Asher, Esq.

Vice President, Secretary and
General Counsel

Copy to:
Peter Allan Atkins, Esq.

| Skadden, Arps, Slate, Meagher & Flom
| 919 Third Avenue

New York, New York 10022

9.04. This Agreement (including the documents and instruments referred to herein or therein)

}
(a) constitutes the entire agreement and supersedes all other prior agreements and undertakings, both
written and oral, among the parties, or any of them, with respect to the subject matter hereof, except
for the letter agreement dated November 20,1981, between Parent and the Company (except that the
restriction on purchases of Company Common Stock or ofTers or proposals contained in such letter
agreement shall not apply if (i) the Subsidiary purchases the University Shares and exercises the
Option in full or (ii) there is a successful completion of the Offer, and in either case this Agreement
shall have been terminated in accordance with its terms); (b) is not intended to confer upon any other
person any rights or remedies hereunder except as specifically provided herein;(c) shall not be assigned
by operation of law or otherwise; and (d) shall be governed in all respects, including validity,
interpretation and efTect, by the laws of the State of Missouri (regardless of the law which may be
applicable under principles of conflicts of law). This Agreement may be executed in two or more
counterparts which together shall constitute a single agreement.

X. THE OPTION
10.01. The Company hereby grants to the Subsidiary an option (the " Option") to purchase up to )

3,600,000 shares of authorized but unissued Company Common Stock at a price per share of $50.00 in
cash.

10.02. The Option may be exercised by the Subsidiary, in whole or in part, at any time or from !

time to time, before March 31,1982; provided, however, that, to the extent the Option shall not have j

been exercised, it shall terminate and be of no further force and effect upon the termination of this i

Agreement in accordance with Section 8.01. In the event the Subsidiary wishes to exercise the Option, !

the Subsidiary shall send a written notice (the date of such notice being herein called the " Notice
Date") to the Company specifying (i) the total number of shares of the Company Common Stock it
will purchase pursuant to such exercise and (ii) a place and a date not earlier than two business days
nor later than 10 business days from the Notice Date for the closing of such purchase.

10.03. At the closing referred to in Section 10.02, (a) the Subsidiary will make payment to the
Company of the aggregate price for the shares of the Company Common Stock by certified or official
bank check and (b) the Company will deliver to the Subsidiary a certificate or certificates representing
the number of shares of Company Common Stock so purchased. At any such closing, the Subsidiary
shall deliver a letter representing that the Company Common Stock acquired by it pursuant to this
Article X is being acquired for investment and not with a view to any distribution thereof and agreeing
that such person will not offer to sell or otherwise dispose of any Company Common Stock so acquired
by it in violation of the Securities Act.

10.04. This Option shall not be assigned by the Subsidiary or any permitted assignee except that
it may be assigned in whole or in part to Parent or a direct or indirect wholly owned subsidiary or
subsidiaries of Parent without the prior written consent of the Company.
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in WITNESS WilEREOF, Parent, the Subsidiary and the Company have caused this Agreement to
be signed by their respective officers thereunto duly authorized, all as of the date first written above.

!AVON PRODUCTS, INC.

|
By: /s/ DAv1D W. MITCHELLt

!

Name: David W. Mitchell
[ Title: Chairman of the Board and Chief
'

Executive Officer

f AVP HOLDINGS, INC.

By: /s/ DAVID W. MITCif ELL
;..

Name: David W. Mitchell

f[~ Title: President and Director
-

I M ALLINCKRODT, INC.

By: /s/ HAROLD E. TilAYER
[

Name: Harold E. Thayer
Title: Chairman of the Board

!

!
!

l

;
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ANNEX Il

BLYTH EAST 31AN PAINE WEDUER
INCO H POH Ar ED

1221 AVENUE OF Tur AMenicAs
New Yonx, New Yonx 10o20

| 212-730-o500

|

|
December 14,1981

| Board of Directors
! AvoN Pitonucts, INc,

9 West 57th Street
New York, New York 10019

Dear Directors:

We wish to confirm our opinion requested by you and rendered orally on the date of this letter as
to the fairness from a financial point of view to the present shareholders of Avon Products, Inc. ("Avon")
of the terms of the proposed acquisition of Mallinckrodt, Inc. ("Mallinckrodt") by Avon described
below.

On December 15,1981, AVP Holdings, Inc., a wholly owned subsidiary of Avon (the " Purchaser"),
will enter into an agreement (the " Purchase Agreement") with St. Louis Union Trust Company pursuant
to which the Purchaser will purchase 2,301,516 shares of Mallinckrodt Common Stock, $1 par value,
(" Stock") for $50.00 cash per share. The Purchaser expects to enter into an agreement to purchase an
additional 193,000 shares of Stock from Harvard University at the same price. The total of 2,494,516
shares of Stock to be so purchased represents approximately 17% of the outstanding shares of Stock.
As more specifically detailed in the Agreement and Plan of Merger to be dated December 15,1981 (the
" Agreement"), on December 16, 1981 the Purchaser will commence an offer to purchase by means of a
tender offer up to approximately 4,560,000 shares of Stock for $50.00 cash per share (the " Tender
Offer"), representing approximately 32% of the outstanding shares of Stock. Subsequent to the Tender
Offer, and subject to the terms and conditions of the Agreement, the Purchaser will effect a merger with
Mallinckrodt under which each outstanding share of Mallinckrodt not owned by the Purchaser will be
converted into that number of shares of Avon Common Stock, $.50 par value, rounded to the nearest
thousandth, determined by dividing $50.00 by the average closing price of Avon Common Stock on the
Composite Tape for the 22 New York Stock Exchange trading days immediately preceding the third
calendar day before the meeting of the stockholders of Mallinckrodt (the " Average Closing Price");
provided, however, that if the Average Closing Price exceeds $35.00, it shall be deemed to be $35.00,
and if the Average Closing Price is less than $30.00,it shall be deemed to be $30.00. i

We have acted as financial advisor to Avon in connection with negotiations leading to the proposed
acquisition of Mallinckrodt and will act as Dealer Manager in the Tender Offer.

In arriving at our opinion, we have: (1) reviewed Avon's and Mallinckrodt's historical operating
results and publicly reported financial statements and certain other publicly available information relating
to Avon and Mallinckrodt and their businesses, (2) reviewed current financial forecasts provided by Avon
and Mallinckrodt, (3) discussed with Avon's and Mallinckrodt's principal executives and financial offi-
cers each company's respective operations, business plans, and general prospects from a business and
timtncial point of view, (4) reviewed available drafts of the Agreement and the Purchase Agreement,
(5) reviewed the historical prices and reported trading volumes of Avon's and Mallinckrodt's common
stocks, (6) compared certain financial and current market data pertaining to Avon and Mallinckrodt
with similar data of other companies in generally similar businesses, (7) reviewed the financial terms of
certain other recent mergers and acquisitions deemed relevant, and (8) performed such other studies,
analyses and investigations as we deemed appropriate under the circumstances.
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In preparing our opinion, we have relied upon the accuracy and completeness of the financial and
other information furnished to us by Avon and Mallinckrodt and have not attempted independently to
verify such information, nor have we made or caused to have made any independent evaluation of any
assets of either Avon or Mallinckrodt.

Based upon the foregoing and our general knowledge and experience in the valuation of securities,
it is our opinion that the terms of the above-described transaction are fair from a financial poir t of view
to the present shareholders of Avon.

Very truly yours,

BLYTir EASTMAN PAINE WEBBER
INCORPORATTD
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ANNEX 111 {
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|
'

MORGAN STANLEY
|

MORGANSTAMEY& CO.
INCORPORATED 1

1:31 AVENUEOf THE AMERICAS '

NEW YORK. NEW YORK 10020

December 15, 1981

Board of Directors
MALLINCKRODT, INC.

675 McDonnell Blvd.
St. Louis, Missouri 63134

Dear Sirs:

We understand that Mallinckrodt, Inc. ("Mallinckrodt") intends to enter into an agreement with
Avon Products, Inc. ("Avon") providing for the acquisition of Mallinckrodt by Avon.

The terms of the proposed acquisition are set forth in an Agreement and Plan of Merger dated
December 15,1981 (the " Agreement"). The terms of the Agreement provide, among other things, for
(i) the acquisition pursuant to a cash tender offer (the " Tender Offer") of up to 49% of Mallinckrodt's
outstanding shares of Common Stock, $1.00 par value ("Mallinckrodt Common Stock"), at $50 per
share in cash and (ii) the acquisition of the remainder of the shares of Mallinckrodt Common Stock
by way of a merger (the " Merger") of Mallinckrodt into a subsidiary of Avon in exchange, intended
to be tax free, for shares of Avon Common Stock, $.50 par value ("Avon Common Stock"), having
a value, calculated as provided in the Agreement, of $50 provided that in no event will Avon exchange
more than 1.667 or less than 1.429 shares of Avon Common Stock for each share of Mallinckrodt
Common Stock. The Agreement further provides that following successful completion of the Tender
Offer (i) Mallinckrodt will ofIer to purchase outstanding Warrants to purchase Mallinckrodt Common

! Stock at a price for each underlying share of $50 less the exercise price of such Warrants and (ii)
Mallinckrodt will call for redemption, pursuant to the terms thereof, its outstanding 5% % Convertible
Subordinated Debentures due 2000.

You have asked for our opinion as to whether the terms of the Agreement are fair and equitable to
the shareholders of Mallinckrodt from a financial point of view.

As you are aware, from time to time we have acted as financial adviser to Avon on certain corporate
financing matters and in connection with previous acquisition studies and advice.

For purposes of this opinion we have, among other things, (i) studied Mallinckrodt's and Avon's
historical and current earnings, cash flow, dividends and book value in the aggregate and on a per share
basis; (ii) reviewed the consolidated financial statements of Mallinckrodt and Avon for recent years and

! interim periods to date and other relevant financial and operating data for Mallinckrodt and Avon
available from published sources; (iii) reviewed certain internal financial and operating data and
projections for Mallinckrodt and Avon which were provided to us by .be managements of the respective
companies and have discussed the business and prospects of Mallinckrodt and Avon with certain executive
officers of the respective companies; (iv) analyzed published information of certain other companies and
have compared Mallinckrodt and Avon from a financial point of view with these other companies; (v)
reviewed the recent stock market trading characteristics of Mallinckrodt's and Avon's publicly traded j
securities and have compared these data with statistics for other comparabic companies and with market j

indices; and (vi) compared the financial terms of the Agreement with the financial terms, to the extent 1

publicly available, of comparable business combinations. We have also read the Agreement and have |

made such other analyses and examinations as we have deemed appropriate.
|

|

|
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Over the past several months we have advised Mallinckrodt in connection with certain preliminary
discussions with other companies with a view towards exploring possible business combinations with
Mallinckrodt. The proposal forming the basis of the Agreement with Avon developed as a result of this

program.

Except as stated herein, we have not independently verified the information concerning Mallinckrodt
or Avon or other data which we have considered in our review and, for purposes of this opinion, we have

(
assumed the accuracy and completeness of all such information. We have also assumed that the trans-

I action will be consummated substantially as contemplated in the Agreement.

Based on the foregoing, we are of the opinion that the terms of the Agreement are fair and equitable
to the shareholders of Mallinckrodt from a financial point of view.

Very truly yours,

i MORGAN STANLEY & CO. INCORPORATED

I
|

By JOSEP11 G. Foco, III
Managing Director
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I ANNEX IV

General and Business Corporation Law of Missouri

351.455. Shareholder who objects to merger may demand value of shares, when-1. If a share-
holder of a corporation which is a party to a merger or consolidation shall file with such corporation,
prior to or at the meeting of shareholders at which the plan of merger or consolidation is submitted to
a vote, a written objection to such plan of merger or consolidation, and shall not vote in favor thereof,
and such shareholder, within twenty days after the merger or consolidation is effected, shall make written
demand on the surviving or new corporation for payment of the fair value of his shares as of the day
prior to the date on which the vote was taken approving the merger or consolidation, the surviving or l
new corporation sha!! pay to such shareholder, upon surrender of his certificate or certificates representing
said shares, the fair value thereof. Such demand shall state the number and class of the shares owned 1

by such dissenting shareholder. Any shareholder failing to make demand within the twenty day period I

shall be conclusively presumed to have consented to the merger or consolidation and shall be bound by
the terms thereof.

2. If within thirty days after the date on which such merger or consolidation was efIected the value
of such shares is agreed upon between the dissenting shareholder and the surviving or new corporation,
payment therefor shall be made within ninety days after the date on which such merger or consolidation
was effected, upon the surrender of his certificate or certificates representing said shares. Upon payment
of the agreed value the dissenting shareholder shall cease to have any interest in such shares or in the
corporation. ]

3. If within such period of thirty days the shareholder and the surviving or new corporation do not
so agree, then the dissenting shareholder may, within sixty days af ter the expiration of the thirty day period, |

file a petition in any court of competent jurisdiction within the county in which the registered office of I

the surviving or new corporation is situated, asking for a finding and determination of the fair value of
such shares, and shall be entitled to judgment against the surviving or new corporation for the amount
of such fair value as of the day prior to the date on which such vote was taken approving such merger or
consolidation, together with interest thereon to the date of such judgment. The judgment shall be
payable only upon and simultaneously with the surrender to the surviving or new corporations of the
certificate or certificates representing said sharcs. Upon the payment of the judgment, the dissenting
shareholder shall cease to have any interest in such shares, or in the surviving or new corporation. Such
shares may be held and disposed of by the surviving or new corporation as it may see fit. Unless the
dissenting shareholder shall file such petition within the time herein limited, such shareholder and all
per:,ons claiming under him shall be conclusively presumed to have approved and ratified the merger or
consolidation, and shall be bound by the terms thereof.

4. The right of a dissenting shareholder to be paid the fair value of his shares as herein provided
shall cease if and when the corporation shall abandon the merger or consolidation,

f
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SECURITIES AND EXCHANGE COMMISSION 1
Washington, D.C. 20549

FORM 10-K
Annual Report Pursuant to Section 13 or 15(ti) of

the Securities Exchange Act of 1934

For the fiscal year ended December 31,1985 Commission file number 1-4881

Avon Products, Inc.
(Exact maine of registrant as speciacd in its charter)

NEW YORK 13-0544597
(State or other Jurisdiction of (LR.S. Employer
incorporation or organization) Identincation No.)

9 WEST 57T11 STREET, NEW YORK, NEW YORK 10019
(Address of principal execualee ofUces) (Ilp Code)

Registrant's telephone number, including area code (212) S46-6015

Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange on
Title of eneb class which registered

Common Stock (par value S.50) New York Stock Exchange
11%% Guaranteed Notes Due 1990 New York Stock Exchange

of Avon Capital Corporation

Securities registered pursuant to Section 12(g) of the .Act: None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13
or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that the registrant was required to file such reports), and (2) has been subject to such filing requirements for
the past 90 days.

Ya X No

Aggregate market value of Common Stock (par value 5.50) held by nonaffiliates at January 31,
1986 - 52.0 billion.

Common Stock (par value 3.50)-Shares outstanding January 31, 1986 - 77,562.351

Documents Incorporated by Reference

Parts I and II -Portions of 1985 Financial Annual Report to Shareholders.
Part III -Portions of Proxy Statement for the 1986 Annual Meeting of Shareholders.
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PART I
;

ITEM I. BUSINESS i

Avon Products, Inc. (the " Company") is a diversified company which includes the Avon, Health
Care and Direct Response Divisions. The Company's business is primarily composed of four industry
segments. These segments are the manufacture and sale of cosmetics, fragrances and toiletries; the
manufacture and sale of fashion jewelry and accessories; the rental and sale of home health care
equipment and the sale of medical supplies; and the sale of apparel. Financial information relating to

i sales of classes of principal products, industry segments and geographic areas is incorporated by
reference to " Net Sales of Principal Products" on page 2 and to the Business Segment Data note of
" Notes to Consolidated Financial Statements" on pages 15 and 16 of the Company's 1985 Financial
Annual Report to Shareholders.

DISCONTINUED OPERATION

On February 28,1986, the Company completed the sale of Mallinckrodt, Inc., a company that
develops, manufactures and markets products used principally in the health care, chemical and food
industries, to International Minerals & Chemical Corporation for 5675 million in cash. All financial
data and financial statement schedules have been restated to reflect Mallinckrodt's results as a discon-
tinued operation.

ACQUISITION

In November 1985, Retirement Inns of America, Inc., an operator of retirement inns, was
acquired for approximately $30 million in cash and notes.

MERGER

| On January 22,1986, the Company, The Mediplex Group, Inc. ("Mediplex") and Abraham D.
| Gosman, the controlling stockholder of Mediplex, signed agreements under which Mediplex will

become a wholly owned subsidiary of the Company. Under the agreements the Company will acquire
all of the outstanding common stock of Mediplex for approximately S195 million in cash and $25
million in notes. The agreements also provide for contingent payments to Mr. Gosman of up to 552.6
million based on the annual pre-tax income of Mediplex over the next three years.

AVON DIVISION

The Avon Division's ("Avon") two principalindustry segments are the manufacture and sale of
cosmetics, fragrances and toiletries, and of fashion jewelry and accessories. These products are sold
directly to customers by independent representatives. More than 650 products are currently marketed
in the United States. Although the products offered in Europe, Latin America and other parts of the
world are not as varied as those sold in the United States, most are substantially the same as those
marketed domestically.

Cosmetics, Fragrances and Toiletries

This segment includes the following classes of principal products:

Fragrance and Bath Productsfor Women-These include perfumes, colognes, fragrance candles,
pomanders, lotions, bath oils, soaps and powders. They are marketed in a number of fragrance lines,
each based on a particular scent and packaging theme.

Makeup, Skin Care and Other Productsfor Women-These include makeup items such as lip-
sticks, eye shadows and mascaras; skin care products; nail and hand care products; and such hair care
products as shampoos, conditioners and brushes.

Men's Toilerry Products-These include colognes, after shave lotions, tales, skin care products
and soaps, in a number of fragrances that are based on a particular scent and packaging theme.

I
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Personal Care. Children's and Teen Products-Personal care items include deodorants, anti-
perspirants and household prcducts such as room sprays. Children's and teen products include cosmet .
ics, fragrances and gift products.

Fashion Jewelry and Accessories

Fashion jewelry and accessories are sold in the United States and in several foreign markets.
Jewelry for women, men and children is sold, with women's jewelry accounting for most of these sales.

Distribution
Avon's cosmetics, fragrances and toiletries, and fashion jewelry and accessories products are sold

by a worldwide total of 1.3 million active representatives,375,000 of whom are in the United States.
Almost all representatives are women, most of whom are housewives selling on a part-time basis. In
the United States and most other countries, representatives are generally independent contractors or
independent dealers, and are not agents or employees of Avon. They purchase products directly from
Avon and sell them directly to residents of their communities.

With some exceptions in urban markets, each representative has primary responsibility for a i

territory. The size of an average territory is 100 homes in the United States and from 100 to 150 .j
bomes in other countries. Representatives in the United States have the opportunity to take respon-

'

sibility for sales in larger areas by selling to 200,300 or more homes.
In the United States, the representative calls on customers in her territory, selling primarily

through the use of brochures highlighting new products and specially priced items for each two-week
sales campaign. Product samples, demonstration products, makeup color charts and catalogs are also
used. Usually the representative forwards her order every two weeks to a designated branch distribu-
tion center. The representative's order is processed and assembled at the branch distribution center,
and delivered to her home, generally by a local delivery service. The representative delivers the
merchandise to the customer and collects payment from the customer for her own account. Payment h;

from the representative to Avon is usually made when her next order is forwarded to the branch |
distribution center, The cost of merchandise to the representative is graduated from 50% to 65% of the ~i

recommended selling price according to their total order size for each two-week sales campaign. |
Outside the United States each sales campaign is of a three-week duration. Although terms of . -|

payment and cost of merchandise to the representative vary from country to country, the basic method |
'

of direct selling by representatives is essentially the same as that used in the United States, and'
substantially the same merchandising and promotional techniques are utilized.

The recruiting of representatives is the primary responsibility of nearly 6,500 district managers
worldwide (including approximately 1,900 in the United States), most of whom are former representa-
tives. In the United States, each district manager has responsibility for a market area covered by 200
to 250 representatives. District managers are employees of Avon and are paid a salary and a commis-
sion based on purchases of Avon products by representatives in their district. Personal contacts, .

including recommendations from current representatives, and local advertising constitute the primary .i
means of obtaining new representatives. In the United States, a program is in effect to help recruit and - I

retain more productive and permanent representatives. Under this program Avon pays the recruiting i

representative a 5% bonus on the purchases frem Avon by each representative brought into the business
for as long as both remain representatives. Because of the high rate of turnover among representatives,
a characteristic of the direct-selling method, recruiting and training of new representatives are continu-
ally necessary.

From time to time the question of the legal status of representatives has arisen, usually in regard
to possible coverage under social benefit laws that would require Avon (and in most instances the
representatives) to make regular contributions to social benefit. funds established for employees.
Although generally Avon has been able to deal with these questions in a satisfactory manner, the
matter has not been finally resolved in all countries. If there should be a finaljudicial determination
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adverse to Avon in a country, the cost for future, and possibly past, contributions could be so substan-
tial in the context of the volume of business of Avon in that country that it would have to consider
discontinuing operations in that country.

Promotion and Marketing

Avon's sales promotion and sales development activities are directed toward giving selling assis-
tance to the representatives by making available such sales aids as brochures, product samples and
demonstration products. In order to support the efforts of representatives to reach new customers, i

especially working women and other individuals who frequently are not at home, Avon has developed
specially designed sales aids, promotional pieces and customer flyers. In addition, Avon seeks to
motivate its representatives through the use of special prize programs that reward superior sales
performance. Periodic sales meetings, to which representatives are invited, are conducted by the
district manager. The meetings are designed to keep representatives abreast of the product line, '

explain sales techniques, and give recognition to sales performance.

Avon uses a number of merchandising techniques, including the introduction of new products, the
use of combination offers, the use of trial sizes and the promotion of products packaged as gift items.
In general, for each sales campaign a distinctive brochure is published, in which new products are
introduced and selected items are offered at special prices or are given particular prominence in the
brochure. Special pricing at less than regular prices is one of Avon's primary merchandising tech-
niques, and the bulk of its sales is made at special prices.

From time to time various federal and state regulations or laws have been proposed or adopted
which would, in general, restrict or prohibit introductory offers of new products at special prices or
restrict the frequency or duration of, or volume resulting from, special price offers. Such regulations or
laws, if applicable to Avon, could require changes in its marketing and promotional techniques that
utilize special pricing.

During 1985, Avon significantly expanded its television and print advertising programs with a
campaign designed to emphasize the fragrance, makeup and skin care product lines and to strengthen
its image as a fashionable beauty business that sells quality products.

Competitive Conditions

The cosmetics, fragrances and toiletries industry and the costume jewelry industry are, in general,
highly competitive. Avon is one of the leading manufacturers and distributors of cosmetics and
fragrances in the United States. Its principal competitors are the 10 to 20 large and well-known
cosmetics and fragrances companies that manufacture and sell broad lines through various types of
retail establishments. There are many other companies that compete with Avon in particular products
or product lines sold through retail establishments. There are also a number of direct-selling cosmetics
and fragrances companies that compete with Avon in the United States, although none has total sales
or earnings comparable with Avon's.

Avon is the leading distributor of fashion jewelry for women in the United States. Its principal
competition in the costume jewelry industry consists of three or four large companies and many small
companies that manufacture and sell costume jewelry for women through retail establishments. There
are also a number of direct-selling costume jewelry companies that compete with Avon in the United
States, although none has total sales or earnings comparable with Avon's.

The number of competitors and degree of competition that Avon faces,in its foreign cosmetics,
fragrances and fashion jewc!ry markets vary widely from country to country. Avon is a significant
factor in the cosmetics and fragrances industry in most of its foreign markets, and is also a significant
factor in the costume jewelry industry in Europe.

Avon believes that the high quality, attractive designs and reasonable prices of its products, new
product introductions, the guarantee of satisfaction and the personalized customer service otTered'by
representatives are significant factors in establishing and maintaining its competitive position.
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Manufacturing !

Avon manufactures and packages almost all of its cosmetics, fragrances and toiletries products.
Raw materials, consisting chiefly of essential oils, chemicals, containers and packaging components,
are purchased from various suppliers. Packages, consisting of containers and packaging components,
are designed by Avon's own start of artists and designers.

The design and development of new products are affected by the cost and availability of such
materials as glass, plastics and chemicals. Avon believes that it can continue to obtain suRicient raw
materials and supplies to manufacture and supply its products.

Avon has nineteen manufacturing laboratories around the world, three of which are principally
devoted to the manufamre of fashion jewelry. In the United States, its cosmetics, fragrances and
toiletries products are produced in three manufacturing laboratories for the five branch distribution
centers located throughout the country. Most products sold in foreign countries are manufactured in

Avon's facilities abroad.
The fashion jewelry line is generally developed by Avon's staff and produced in its manufacturing

laboratories in Puerto Rico and Ireland or by severalindependent manufacturers in the United States.

International Operations
Avon commenced its international operations in Canada in 1914. In 1954 it expanded into Puerto

Rico and Venezuela. In 1959, Avon entered the European market and thereafter expanded in Europe,
Latin America, the Far East and Africa. Avon currently sells in Argentina, Australia, Austria, Brazil,
Canada, Chile, the Dominican Republic, France, Guatemala, Honduras, Ireland, Italy, Japan, Malay-
sia, Mexico, New Zealand, Nigeria Peru, the Philippines, Portugal, Puerto Rico, Spain, Taiwan,
Thailand, the United Kingdom, Venezuela and West Germany. Except for the Puerto Rico operation,
which is a branch of Avon, its international operations are conducted through subsidiaries, all of which -
are wholly owned except for the Nigerian, Malaysian, Philippine and Spanish subsidiaries.

Avon's international operations are subject to certain risks inherent in carrying on business
abroad, including the risk of currency fluctuations, currency remittance restrictions and unfavorable
political conditions.

Trademarks and Patents
Avon's major trademarks are protected by registration in the United States and the other coun-

tries where its products are marketed and in many other countries throughout the world.

Although Avon owns several patents and has several more patent applications pending in the
United States Patent Office, its business, both in the United States and abroad, is not materially
dependent upon patents or patent protection. Avon has no material licenses, franchises or concessions.

Seasonal Nature of Business
Avon's sales and earnings have a marked seasonal pattern characteristic of many companies in the

cosmetics, fragrances and toiletries industry, as well as the fashion jewelry industry. Significant
Christmas sales cause a sales peak in the fourth quarter of the year. Over the past five years, fourth
quarter net sales have averaged approximately 32% of full-year net sales, and fourth quarter operating
profit has averaged approximately 42% of full-year operating profit.

HEAlfrH CARE DIVISION

The Health Care Division was established as a result of the acquisition of Foster Medical
Corporation (" Foster Medical") in May 1984. Foster Medical is the leading company in the field of
home health care products and services. The home health care activities include the delivery,installa-
tion and servicing of medical equipment, respiratory equipment and medical supplies for patients in

Foster Medical also distributes a broad line of medical supplies and equipment,their homes.
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principally to doctors' offices. The home health care business is conducted from more than 270
branches throughout the United States and the medical supply business is conducted from seven
distribution centers in six eastern and midwestern states.

Home Health Care

Foster Medical supplies and services durable medical equipment, such as hospital beds and wheel-
chairs, and respiratory equipment, such as oxygen and inhalation therapy equipment to patients in
their homes. During recent years, the product line has been expanded to include enteral nutrition
systems for patients who cannot or will not eat, TENS Units (transcutaneous electrical nerve stimu-
lators) for pain suppression and " Infusion Therapy" products for intravenous administration of
nutrients and drugs.

During 1985, Foster Medical again experienced substantial growth, principally through acquisi-
tions. Through the purchase of 57 companies plus internal expansion, approximately 150 branches
were added to bring the total to more then 270 branches in 34 states.

Home health care products are rented on a month-to-month basis or sold, depending on the type of
equipment and the contemplated length of use. As a result of changes in Medicare and Medicaid

| reimbursement practices, certain lower-cost items are now generally sold rather than rented. Foster
Medical assists patients in the selection of the appropriate products and instructs patients in their use.
Foster Medical delivers, installs and services these products and manages third party insurance claims
on behalf of patients. The cost of this equipment is usually reimbursable to the patient by third parties,
such as private medical insurance carriers, Medicare and Medicaid. It is Foster Medical's general
policy to accept assignments of Medicare and Medicaid claims on behalf of its customers whenever
reimbursement is ensured at reasonable rates.

The home health care market depends on patient referrals from medical personnel associated with
|

hospitals, doctors' offices and home health care agencies. Doctors are also important to the home'

health care business because Medicare and Medicaid reimbursements are made only if the equipment
is prescribed by a physician.

Foster Medical employs a sales force which specializes in calling on doctors, Health Maintenance
Organization staffs, employees of home health care agencies and hospital discharge planners who, in
turn, refer patients or their families to suppliers of medical equipment. Customer service representa-
tives consult with referral sources, patients or their families as to the most appropriate equipment and
products for individual needs and educate the customer regarding the availability of reimbursement
from government or private insurance sources. Foster Medical's home health care sales force is
supported by product catalogs and media advertising directed to referral sources.

Foster Medical is the leading company in the home health care field. The market is highly
fragmented with many participants operating in a single location. Major competitors include several
national and multi-regional companies. Foster Medical believes it maintains its competitive position.
through service to its customers in the form of prompt delivery, training and education of the patient or
his family in both the use of the products and the availability of third party reimbursement.

Medical Supplies

! The principal markets for medical supplies are doctors' offices, freestanding clinics and nursing
; homes. Principal product lines include surgical instruments, diagnostic equipment, durable medical

Y equipment and disposable medical supplies. These products are marketed by Foster Medical's sales
force. Foster Medical has numerous competitors in the medical supply business, primarily from
regional and local companies.
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DIREcr RESPONSE )
Avon Fashions markets fashionable, attractively priced women's apparel through direct-mail cata-|

logs in the United States. The sportswear category accounts for about half of Avon Fashions' sales.|
j

James River Traders, a direct mail apparelline, primarily for men, includes both private label andj
brand name leisure and casual apparel.

Brights Creek, a direct mail children's apparel line, completed its first full year in 1985.
Great American Magazines, the mail-order magazine subscription business, has been authorized

to solicit subsc-iptions for all major consumer publishers.

Operations are conducted from a sales and distribution facility in Newport News, Virginia.

RESEARCH ACrIVITIES

The amounts spent on research activities relating to the development of new products and the
1985,530.6 mi!! ion in 1984 and $33.5 million ;

improvement of existing products were $30.4 million inin 1983. This research included the activities of product research and development, and package,

Most of these activMes related to the development of cosmetics, fragrances
design and development.
and toiletry products.

EMPLOYEES

At December 31,1985, the Company employed approximately 38,400 persons. Of these,18,900
were emp!oyed in the United States and 19,500 in other countries. The number of Avon employees
tends to rise from a low point in January to a high point in November and falls off somewhat in-
December when Christmas shipments are completed.

ENVIRONMENTAL MATTERS

Compliance in general with regulations governing the discharge of materials into the environment
or otherwise relating to the protection of the environment bas not had, and is not anticipated to have,
any material effect upon the capital expenditures, earnings or competitive position of Avon.

i
'

i
ITFAI 2. PROPERTIES i

Avon's principal properties consist of manufacturing laboratories for the production of merchan-
dise and distribution branches where offices are located and whcre finished merchandisc is receir .

,

!

from the manufacturing laboratories, warehoused and shipped to representatives in fulfillment of thdr!

orders.
Avon's domestic manufacturing laboratories are located in Morton Grove, Illinois; Springdale,

Ohio and Suffern, New York; and its distribution branches are located in Atlanta, Georgia; Glenview,International properties'.
Illinois: Newark, Delaware: Pasadena, California and Springdale, Ohio.
include five manufacturing laboratories and six distribution branches in Ei. rope, five manufacturing
laboratories and ten distribution branches in Latin America and four manulacturing laboratories and

Avon's tearch and development laboratories are
eight distribution branches in other countries. space for its executive and administrative offices in New -located in Suffern, New York. Avon leases
York City, its European marketing center in Lmdon, England and its fashion jewelry manufacturing
facilities in Puerto Rico.

Substantially all properties, except the facilities of Foster Medical, are owned by the Company or
its subsidiaries.

.
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ITEM 3. LEGAL PROCEEDINGS

In January 1983, two lawsuits Maryland Heights Leasing v. Mallinckrodt, Inc., and Bennett et al.
v. Mallinckrodt, Inc.. were filed in the St. Louis County Circuit Court by a neighboring property
owner, and by eight individuals requesting class action status, seeking damages allegedly resulting from
emissions from Mallinckrodt's radiopharmaceutical facility in Maryland Heights, Missouri. The
plaintiffs sought approximately 5510 million in compensatory damages, 5505 million in punitive
damages, an injunction against the alleged activities and other relief. The Maryland Heights suit was
dismissed in its entirety by the trial court. The Plaintiff has appealed the dismissal and the appeal is
currently pending in the Missouri Court of Appeals. The Bennett case is at the trial court level.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS,

None.

EXECUTIVE OFFICERS OF THE REGISTRANT !

Officers are elected by the Board of Directors at its first meeting following the Annual Meeting of
Shareholders, and they serve until the first meeting of the Board of Directors following the Annual
Meeting of Shareholders at which Directors are elected for the succeeding year, or until their succes-
sors are elected, except in the event of death, resignation or removal, or the earlier termination of the
term of office.

Listed below are the executive officers of the Company, each of whom (except as noted) has served
in various executive and operating capacities with the Company during the past five years:

Eknd
pah Name g Onicer

Chairman of the Board, Chief Executive Officer
and Director . . . . ..... . ,... Hicks B. Waldron 62 1983(1)

President, Chief Operating Officer and Director John S. Chamberlin 57 1985(2)
Executive Vice President and Director . James E. Preston 52 1971
Executive Vice Presidents . Stephan F. Nagy 41 1985(3)..

William H. Willett 49 1980
Group Vice President, General Counsel and

Secretary . . . . . . . . . W. Thomas Knight 48 1979. ..

Group Vice President-Finance . Jules Zimmerman 51 1976. .

Group Vice Presidents . . John F. Cox 56 1984(4). . .

William R. Henn 57 1985(5)
Cam Hoak 36 1985(6)

Vice President and Controller. Norman H. Werthwein 41 1982(7)
,

'

Vice President and Treasurer John E. Donaldson, Jr. 40 1984(8) |

Vice Presidents . . Philip J. Davis 50 1984(9)
Helmuth R. Fandl 59 1966
Robert H. Hansen 50 1972
Margro R. Long 48 1977
Paul B. Markovits 42 1979
Siri S. Marshall 37 1985 |
Rainer F. Paul 42 1981
Robert W. Pratt, Jr. 55 1983(10)-
Virginia L. Trump 41 .1984

i

(1) Hicks B. Waldron was elected Chairman of the Board and Chief Executive Officer of the |
Company in 1984 He joined the Company in 1983 as President and Chief Executive Officer after -|

serving as a member of the Board of Directors since his election in 1980. Prior to joining the Company,
Mr. Waldron was a Director and Executive Vice President of R. J. Reynolds Industries, Inc., and
Chairman of the Board and Chief Executive Officer of its wholly owned subsidiary Heublein, Inc. Mr.
Waldron joined Heublein in 1973 as President and Chief Operating Officer. Prior to joining Heublein,

(footnotes continued on next page)
|
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Mr. Waldron was with General Electric Company, where he was elected Vice President in 1970 and
Group Executive for Consumer Products in 1971.

(2) John S. Chamberlin was elected President and Chief Operating Officer and a Director of the
Company in 1985. Prior to joining the Company, he was a Director and a member of the Executive
Committee of Brown-Forman Corporation, and Chairman of the Board and Chief Executive Officer of
its wholly owned subsidiary, Lenox, Incorporated. Mr. Chamberlin was with the General Electric

InCompany from 1954 until he joined Lenox in 1970 as Executive Vice President and a Director.
1971 he rejoined General Electric as Vice President and General Manager of the Housewares and
Audio Business Division. He returned to Lenox in 1976, where he served as President and Chief
Executive Officer until April 1985.

(3) Stephen F. Nagy was elected Executive Vice President of the Company and President and
Chief Executive Officer of the Foster Medical Division of the Company in 1985. He joined Foster
Medical as President and Chief Operating OfEcer in 1982. Prior to joining Foster Medical, Mr. Nagy
was vice president of Foster Management Company from 1980 through 1982. Prior to joining Foster
Management, he was with Booz, Allen and Hamilton, Inc. from 1971 and was elected Vice President in
1976.

(4) John F. Cox joined the Company and was elected Group Vice President in 1984. Prior to
joining the Company, he was Group Director of Public Relations of R. J. Reynolds Industries, Inc. and
Corporate Vice President of its wholly owned subsidiary Heublein, Inc.. Mr. Cox joined Heublein in
1981 and was elected Corporate Vice President in 1982. Prior to joining Heublein, he was with
Kentucky Fried Chicken Corporation from 1972 and was elected Vice President in 1974.

(5) William R. He'm joined the Company and was elected Group Vice President in 1985. Prior to
joining the Company, he was Executive Vice President of Heublein, Inc., a wholly owned subsidiary of
R. J. Reynolds Industries, Inc. Mr. Henn joined Heublem in 1981 and was elected Senior Vice
President in 1983. Prior to joining Heublein he was with General Electric Company from 1954
through 1981.

(6) Cam Hoak joined the Company and was elected Group Vice President in 1985. Prior to
joining the Company she was Senior Vice President of Filene's, a division of Federated Department
Stores. Ms. Hoak joined Filene's in 1974 and was elected Vice President in 1981.

(7) Norman H. Werthwein was elected Vice President and Controller of the Company in
September 1982. He joined Tiffany & Co., then a wholly owned subsidiary of the Company, in
February 1982 as Vice President-Finance. Prior to joining Tiffany, he was with KMG Main
Hurdman (Certified Public Accountants) and was elected a partner in 1978.

(8) khn E. Donaldson, Jr. was elected Vice President and Treasurer in 1984. He joined the
Company and was appointed Assistant Treasurer in 1983. Prior to joining the Company, Mr. Donald-
son was with Chemical Bank from 1971 and was elected Vice President in 1975.

(9) Philip J. Davis joined the Company and was elected Vice President in 1984. Prior to joining
the Company, he was Vice President of Norton Simon, Inc. Mr. Davis joined Norton Simon in 1975
and was elected Vice President in 1977. Prior to joining Norton Simon, Mr. Davis was with the U.S.
Department of Labor, where he was appointed Deputy Assistant Secretary, Employment Standards,

iDirector, Office of Federal Compliance Programs in 1972.

(10) Dr. Robert W. Pratt, Jr. joined the Company and was elected Group Vice President in 1983.
Prior to joining the Company, he was Vice President of R. J. Reynolds Industries, Inc. and Corporate
Vice President of its wholly owned subsidiary Heublein, Inc. Dr. Pratt joined Heublein in 1976 and
was elected Vice President in 1978. Prior to joining Heublein Dr. Pratt was with General Electric
Company from 1963 through 1976.
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PART II

ITD15. MARKET FOR THE REGISTRANT *S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

This information is incorporated by reference to " Stock Market and Dividend Data" on page 2 of !the Company's 1985 Financial Annual Report to Shareholders. I

ITEM 6. SELECTED FINANCIAL DATA

This information is incorporated by reference to the " Ten-Year Review" on pages 18 and 19 of the
Company's 1985 Financial Annual Report to Shareholders.

,

ITDI 7. MANAGDIENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONSl

This information is incorporated by reference to the " Discussion of Liquidity and Capital
Resources", the " Discussion of 1985 and 1984", the " Discussion of 1984 and 1983" and "Information,

- on Inflation and Changing Prices" on pages 2 through 5 of the Company's 1985 Financial Annual
Report to Shareholders.

!

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
, t

This information is mcorporated by reference to the " Consolidated Financial Statements and i

Notes", together with the report thereon of KMG Main Hurdman, on pages 6 through 17, " Quarterly
Financial Data" on page 2 and "Information on Inflation and Changing Prices" on pages 4 and 5 of the
Company's 1985 Financial Annual Report to Shareholders.,

i

ITDI 9. DISAGREDIENTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

PART III |

'

ITD1 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
Information regarding directors is incorporated by reference to the " Election of Directors" section

of the Company's Proxy Statement for the 1986 Annual Meeting of Shareholders. Information
regarding executive officers is presented in Part I of this Report on pages 7 and 8.

ITDI IL EXECUTIVE COMPENSATION
,

This information is incorporated by reference to the " Board of Directors and Committees",
" Executive Compensation", " Retirement Benefits", '" Stock Options", " Executive Contracts"
" Performance Unit Plan", " Employee Stock Ownership Plan", "Avon Employees' Savings Plan" and
"Avon Employees' Stock Grant Plan" sections of the Company's Proxy Statement for the 1986 Annual
Meeting of Shareholders.

ITDI 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND 1
MANAGDIENT

This information is inccrporated by reference to the " Election of Directors" section of the Com- i

pany's Proxy Statement for the 1986 Annual Meeting of Shareholders.

ITDI 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS ,

This information is incorporated by reference to the last three full paragraphs of the " Board of
-Directors and Committees" section and the " Executive Contracts" section of the Company's Proxy
Statement for the 1986 Annual Meeting of Shareholders.

9
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\ PART IV
f

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES,I

AND REPORTS ON FOIGI 8-K

(a) Documents filed as part of this report.

The consolidated financial statements and notes to be included in Part II, Item 8 are1. Financial statements
ld hich is

incorporated by refercrce to the Company's 1985 Annual Report to Shareho ers w
filed as an exhibit to this report.

2. Financial statement schedules Page
Number

Schedub Descriptina

Report and consent of independent certified public
Number

S-1
.

. .

-Amounts receivable from employees, December 31,
accountants . . .

S-2II 1985,1984 and 1983 31, 1985,
.

-Property, plant and equipment, December S-3
V ...

.

1984 and 1983 .
.

-Accumulated depreciation and amortization of prop-31,1985,1984
.

erty, plant and equipment, DecemberVI S-4
.. . .

and 1983.Valuation and qualifying accounts, December 31,1985,
. .

.

S-5
VIII .

1984 and 1983. 31,1985,1984 and
.

..

-Short-term borrowings, December .
S-5

IX ..

1983 . .

dl are

Financial statements of the registrant and all other financial statement sche u esi i shown in the
omitted because they are not applicable or because the required informat on s
consolidated financial statements and notes.
3. Exhibits

Exhibit Description _
|

filed with theNumber

-Restated Certificate of Inccrporation of the Company, 24,1984, (in-
Secretary of State of the State of New York on May3.1 d

corporated herein by reference to Exhibit 4.1 to Post IIffective Amen -ment No. I on Form S-8 to the Company's Registration Statement on
Form S-14 Registration No. 2-90865, fded June 27, 1984).i f

-Certificate of Amendment to the Restated Certificate of Incorporat on ofiled with the Secretary of State of the State of New York
;

!

3.2
the Company,984, (incorporated herein by reference to Exhibit 4.2 to
Post-Effective Amendment No.1 on Form S-8 to the Company's Regis-on May 24,1

l d June 27,
tration Statement on Form S-14. Registration No. 290865, fi e
1984). (incorporat-

-Bv laws, as amended to November 1,1984, of the Company,Form

ed by reference to Exhibit 3.3 to the Company's Annual Report on3.3
31,1984).

10-K for the year ended December 16,1983, among t eh

-Revolving Credit Agreement, dated as of DecemberCompany and a group of banks (incorporated by reference to Exhibit 4.14.1 h nded
to the Company's Annual Report on Form 10-K for t e year e
December 31, 1983).

10
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hhibit
Number Description

. 4.2 ' -Placement Agreement, dated as of August 31, 1983, among Avon
Capital Coiporation, the Company and Lehman Brothers Kuhn Loeb
Incorporated (incorporated by reference to Exhibit 4.2 to the Company's
Annual Report on Form 10-K for the year ended December 31,- 1983).

4.3 -Dealer Agreement, dated as of April 17, 1984, between Avon Capital
Corporation and Morgan Stanley & Co. Incorporated (incorporated by'
reference to Exhibit 4.1 to the Company's Registration Statement on
Form S-14, Registration No. 2 90865, filed May 2,1984).

4.4 -Form of Purchase Agreement, dated as of May 30,1984, between the
Company and holders of its Preferred Stock (incorporated by reference
to Exhibit 4.4 to Post-Effective Amendment No. l on Form S-8 to the-
Company's Registration Statement on Form S-14, - Registration
No. 2-90865, filed June 27, 1984),

4.5 -The Company agrees to provide the Commission, upon request, copies of-
instruments defining the rights of holders oflong-term debt of the Com-
pany and all its subsidiaries for which consolidated or unconsolidated
financial statements are required to be filed with the Commission.

10.1 -Avon Products, Inc.1970 Stock Option Incentive Plan, as amended
through May 3,1985, (incorporated by reference to Exhibit 28.1 to the
Company's Registration Statement on Form S-8,' Registration No.
2 98907, filed July 10, 1985).

10.2 -Mallinckrodt, Inc.1978 Stock Option Plan, as amended (incorporated
herein by reference to Exhibit 10 (di)-2 to the Company's Annual Report
on Form 10-K for the year ended December 31,1982).

10.3 -Foster Medical Corporation 1982 Stock Option Plan (incorporated here-
in by reference to Exhibit 28.1 to Post Effective Amendment No.1 on

Form S-8 to the Company'd June 27,1984).s Registration Statement on Form S-14, Re -gistration No. 2-90865, file

10.4 -Agreement, dated as of January 26,1984, between the Company and
Hicks B. Waldron (incorporated by reference to Exhibit 10.3 to the
Company's Annual Report on Form 10-K for the year ended
December 31,1983).

10.5 -Description of Retirement Benefits Agreement between the Company
and Robert W. Pratt, Jr. (incorporated by reference to Exhibit 10.4 to
the Company's Annual Report on Form 10-K for the year ended
December 31,1983).

10,6 --Employment agreement, dated as of March 27,1984, among Foster
Medical Corporation, the Company and John H. Foster (incorporated by
reference to Exhibit 10.1 to the Company's Registration Statement on
Form S-14, Registration No. 2-90865, filed May 2,1984).

10.7 -Letter Agreement, dated as of March 27,1984, between John H. Foster
and Foster Medical Corporation (incorporated by reference to Exhib-
it 10.3 to the Company's Registration Statement on Form S-14, Regis-
tration No. 2-90865, filed May 2,1984).

10.8 -Letter Agreement, dated as of January 7,1985, among the Company,
Foster Medical Corporation and John H. Foster (incorporated by refer-
ence to Exhibit 10.8 to the Company's Annual Report on Form 10-K for
the year ended December 31, 1984).

10.9 -Employment Agreement, dated as of March 27,' 1984, among Foster
Medical Corporation, the Company and Stephen F. Nagy (Incorporated
by reference to Exhibit 10.9 to the Company's Annual Report on Form
10-K for the year ended December 31,1984),

11
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Exhibit Description

30,1994, of theNs.mbq
Convertible Subordinated Debenture due May

Company sold to John H. Foster (incorporated by reference to Exhibit 10.10 to the Company's Annual Report on Form 10-K for the year ended
10.10 - 10 %

December 31, 1984). 30,1984, between the Company,
10.11 -Purchase Ar,reement, dated as of May

Foster Medical Corporation and John H. Foster (incorporated by refer-ence to Exhibit 10.1I to the Company's Annual Report on Form 10-K
for the year ended December 31,1984).

between Foster Medical30, 1984,
10.12 -Promissory Note, dated as of May

Corporation and John H. Foster (incorporated by reference to Exhibit 10.12 to the Company's Annual Report on Form 10-K for the year ended
December 31, 1984).

10.13 -Agreement, dated as of January 7,1985, among the Company, Foster
Medical Corporation and John H. Foster (incorporated by reference to
Exhibit 10.13 to the Company's Annual Report on Form 10-K for the
year ended December 31,1984). 30,1994, of the

Convertible Subordinated Debenture due May

Company sold to Stephen F. Nagy (incorporated by reference to Exhibity's Annual Report on Form 10-K for the year ended10.14 - 10 %

10.14 to the Com
December 31,19

30,1984, between the Company,

10.15 -Purchase Agreement, dated as of MayFoster Medical Corporation and Stephen F. Nagy (Report on Formincorporated by

reference to Exhibit 10.15 to the Company's Annual
10-K for the year ended December 31,1984).

30, 1984, between Foster Medical
10.16 -Promissory Note, dated as of May

Corporation and Stephen F. Nagy (incorporated by reference to Exhibit 10.16 to the Company's Annual Report on Form 10-K for the year ended
December 31, 1984).

25,1985, among the Company, Foster
10.17 -Agreement, dated as of JanuaryMedical Corporation and Stephen F. Nagy (incorporated by reference to

Exhibit 10.17 to the Company's Annual Report on Form 10-K for the
year ended December 31, 1984).

10.18 -Form of Employment Agreement, between the Company and each of the
members of its Corporate Management Committee (incorporated byreference to Exhibit 10.18 to the Company's Annual Report on Form 10-
K for the year ended December 31,1984).

10.19 -Letter Agreement, dated as of May 1,1984, between the Company and
John F. Cox.

10.20 -Supplemental Executive Retirement Plan and Supplemental Life Plan of
the Company, effective as of January 1,1982.

10.21 -Avon Products, Inc. Performance Unit Plan (incorporated by referenceto Exhibit 10.14 to the Company's Annual Report on Form 10-K for t eh

year ended December 31, 1983). 17.1985, among the Company,

10.22 -Letter Agreement, dated as of JanuaryFoster Medical Corporation and Stephen F. Nagy.
10.23 -Stock Option Agreement, dated as of March 27,1984, between the Com-

pany and Foster Medical Corporation (incorporated herein by reference
to Exhibit C to the Company's Schedule 13D dated April 5,1984 relat-
ing to Foster Medical Corporation).

i
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Exhibit
Number Description

10.24 -Voting Agreements, dated as of March 27, 1984, with Limited Irrevo-
cable Proxies attached thereto (incorporated herein by reference to Ex-
hibits E and F to the Company's Schedule 13D dated April 5,1984,
relating to Foster Medical Corporation). 1

10.25 -Agreement and Plan of Merger among the Company Avon Subsidiary I,
Inc. and Foster Medical Corporation, dated as of March 27,1984, (in-
corporated by reference to Exhibit 10.15 to the Company's Annual Re-

>

port on Form 10-K for the year ended December 31,1983).
10.26 -Stock Purchase Agreement between the Company and Tifico, Inc. and

727 Holdings, Inc., dated as of September 12, 1984, and amendment
thereto dated as of September 25,1984.

10.27 --. Share Purchase and Option Contract dated as of October 10, 1985,
between Merrill Lynch, Pierce, Fenner & Smith Incorporated and the
Company. j

10.23 -Letter Agreement, dated as of October 15,1985, between the Company I
i

| and Jeffrey H. Tamkin, Inc.
10.29 -Amendment and Confirmation Agreement, dated as of November 19

1985, between Safeco Properties, Inc. and RIA Acquisition Corp.
j I
' 10.30 -Employment Agreement, dated as of November 20,1985, between RIA

Acquisition Corp. and Jeffrey H. Tamkin.
10.31 -Development Services Agreement, dated as of November 20, 1985,

between Jeffrey H. Tamlan, Inc. and RIA Acquisition Corp.
10.32 -Stock Sale Option Agreement, dated as of Novemer 20,1985, among the

Company, Jetirey H. Tamkin, Inc., Jeffrey H. Tamkin and RIA Acquisi-
tion Corp.

10.33 -Stock Purchase Agreement, dated as of November 20,1985, among the
Company, RIA Acquisition Corp., Jeffrey H. Tamkin and Jeffrey H.
Tamkin, Inc.

10.34 -Agreement and Plan of Merger among The Mediplex Grou , Inc., the
Company and Avon 1986-1 Sub, Inc., dated as of January 2 ,1986.

10.35 -Stock and Note Purchase Agreement between the Company and
Abraham D. Gosman, dated as of January 22,1986. O

10.36 -Employment Agreement between The Mediplex Group, Inc. and
Abraham D. Gosman, dated as of January 22,1986.

10.37 -Letter Agreement among the Company, Abraham D. Gosman and The
Mediplex Group, Inc., dated as of January 22,1986.

10.38 -Purchase Agreement among the Company, Avon Capital Corporation,
Avon International Operations, Inc. and Mallinckrodt, Inc. and Interna-
tional Minerals & Chemical Corporation, dated as of December 19, .
1985, and amendments thereto dated as of February 28,1986ggh

10.39 -Manufacturing Contract, dated as of February 28, 1986, betwcen the |
.

Company and Mallinckrodt, Inc. 4-p'

.

10.40 -Extension of Expiration Date of Stock Options, dated as of November
13,1985. 't.

10.41 -Employment Agreement, dated as of May 1,1985, between the Com-
pany and John S. Chamberlin. C.

10.42 -Joint Venture Agreement, dated as of December 20,.1985/among
LHISG, Inc., Chateauguay, Inc., Liz Claiborne, Inc. and the Company.,

10.43 -Services Agreement, dated as of December 20, 1985, betweenjLiz
Claiborne Cosmetics and the Company. W

l3
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Exhibit 9,.cwpdon_

dated as of December 20, 1985, between Liz
Number

10.44 -License Agreement,Claiborne Licensing, Inc. and Liz Claiborne Cosmetics.
-Statement re computation of per share carnings. 31, 1985.11
-Annual report to shareholders for the year ended December

Such report, except for those portions which are expressly incorporatedby reference in this filing, is furnisned for the information of the Com-
13

mission and is not to be deemed " filed" as part of this filing.
-Subsidiaries of the registrant.22
-Consent of KMG Main Hurdman (set forth on page S 1 of this report on

24
Form 10-K).

25 -Power of Attorney.
31,1985, at the

(c) The Company's Annual Report on Form 10-K for the year ended Decemberdify and supersede all prior(b) None.
l

time of filing with the Securities and Exchange Commission, shal modocuments filed pursuant to Section 13,14 or 15(d) of the Securities Exchange Act of 1934 forRegistra-

purposes of any offers or sales of any securities after the date.of such filing pursuant to anyf 1933, which incorporates by
tion Statement or Prospectus filed pursuant to the Securities Act o;

reference such Annual Report on Form 10-K.!

|
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, on the 13th day of March,1986.

AVON PRODUCTS, INC.

By W.' THOMAS KNIGHT
'

W. Thomas Knight
Group Vice President, General Counsel

and Secretary

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed .
below by the following persons on '.whalf of the registrant and in the capacities and on the dates
indicated.

Signature Title Date

Chairman of the Board
and Chief Executive Omcer-
Principal Executive Omcer March 13,1986*

'__

filcks B. Waldron

Group Vice President,
Finance-Principal
Financial Omcer March 13,1986*

Jules Zimmerman

Vice President and Controller-
Principal Accounting Omcer March 13,1986*

Norman II. Werthwein

,

RUTH BLOCK
JOHN S. CIIAMBERLIN
HAYS CLARK
DONALD S. FREDRICKSON
STANLEY C. GAULT
DAVID W. MITCHELL * Directors March 13,1986
EMIL MOSBACHER, JR.
MERLIN E. NELSON
JAMES E. PRESTON
ERNESTA G. PRoCoeE
JOSEPH A. RICE
CECILY C. SELBY

*By W. THOMAS KNIGHT
w. Thomas Knight, Attorney-in-fact March 13,1986

j
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REPORT AND CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

The Shareholders and Board of Directors of
Avon Products, Inc.

We hereby consent to the incorporation by reference of our report dated January 29,1986, which
appears on page 17 of the financial annual report to shareholders for the year ended December 31,
1985,in the following Registration Statements of Avon Products,Inc.: Pcst-Effective Amendment No.
I to Form S-3 (Reg. No. 2 79952), Form S-8 (Reg. No. 2-37955), Form S-8 (Reg. No. 2 48080),
Form S-8 (Reg. No. 2-61285), Form S-8 (Reg. No. 2-83235), Form S-8 (Reg. No. 2-94959), Form S-
8 (Reg. No. 2 98907), Post-Effective Amendment No. I on Form S-8 to Form S-14 (Reg. No. 2-
75969), Post-Effective Amendment No.1 on Form S 8 to Form S-14 (' Reg. No. 2-90865).

,

The examination referred to in the abovementioned report also included the related financial'

statement schedules for the three years ended December 31,1985 listed in the accompanying index. In
our opinion, such financial statement schedules present fairly the information required to be set forth
therein.

KMG MAIN HunoMAN
New York, New York
March 13,1986

i
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AVON PRODUCTS,INC. AND SUBSIDIARIES

SCHEDULE !!-AMOUNTS RECEIVABLE FROM EMPLOYEES |

(In Thousands)

Deductions Balance at end
or period ,

Balance at Amounts
beginning Amounts written Not i

'

of period Additions collected otr Current current

Year Ended December 31,1985 '

5 157 S- S- S-
Fritz Walber(a). . .. S 157 5 -

. ...

77
John H. Foster (b) . . . . . 4,549 - 4,472 --

. .. ..

3,440 - - 40
Stephen F. Nagy(b) . 3,480 -

.. ....

2,422 - -

--

Jeffrey S. Levitt(b) . 2,422 --
, . .. ..

1,311 - - -

Edward D. Arioli(b). 1,311 -
.. . ....

79 42 8 63 50-

Gary Goltz (c) . . . . . ... . . .

$11,998 5 42 511.810 S- S 140 $ 90
.

Year Ended December 31,1984
S- S 157 S-Fritz Walber(a) . . . . . .. ... . 5 - 5 157 5 -

- - 4,472 77
John H. Foster (b) .

- 4,549
. .. ... . ..

- - 2.250 1,230
. .. . 40 3,440Stephen F. Nagy(b)

2,422
Jeffrey S. Levitt(b) . - 2,422 - - -

.. .

- - - 1.311
Edward D. Arioli(b) . . . . . . 1.31l_.. _,,

S- S6,879 $5,040
5 40 511.879 5 -

Year Ended December 31,1983

Eduardo Rafael Mendez Rubello(d) . 5 208 5 14 $ 222 5- _--

(a) The loan bears no interest.

(b) 11% and 15% notes receivable.
(c) Current portion bears no interest; non current portion is 6% note receivable, ,

(d) 16% note receivable.

. .

.

j,
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AVON PRODUCTS,INC. AND SUBSIDIARIES

SCHEDULE V-PROPERTY, Pt. ANT AND EQUIPME. T(a)V^

(In Millions)

Balance at Additions Balance et
beginning at Other end

of period cost Retirements .changenb)' of period

Year Ended December 31,1985

Land . .... . S 32.5 5 3.7 5 .9 5 1.1 5 36.4
...... ..

Buildings and improvements. . 401.1 17.8 9.9 30.4 439.4

Equipment. 385.4 73.9 13.2 38.1 484.2
. . . .. .. ...

Construction in progress . . . . . 36.1 30.8 2.9 (34.6) 29.4-

S 855.1 5126.2(c) 526.9 5 35.0 5 989.4 ,

o

Year Ended December 31,1984
Land S 35.8 $ .8 53.2 S (.9) S 32.5' ..... ........ . .

Buildings and improvements . . . 397.4 44.2 24.7 (15.8) 401.1

Equipment. . . 340.7 85.9 30.9 (10.3) 385.4
..... .. ..

Construction in progress . 53.0 (10.6) 5.9 (.4) ~ 36.1
. .

S 826.9 5120.3(c) 564.7(d) $(27.4) $ 855.1

Year Ended December 31,1983

Land S 37.7 5 1.7 5 .6 S (3.0).- S 35.8
.. .... . ........

Buildings and improvements. 386.7 40.6 2.9 (27.0) 397.4

Equipment . . . . . 306.2 61.6 15.8 (11.3) - 340.7
.. . ... .

Construction in progress . . . . 47.2 6.4 1.0 .4 53.0

S 177.8 5110.3 S20.3 S(40.9) S 826.9

(a) All amounts have been restated to reflect Mallinckrodt, Inc. as a discontinued operation.

(b) Translation adjustments, transfers and reclassifications.
(c) Includes approximately 535.0 million and S16.1 million related to the acquisition of businesses

in 1985 and 1984, respectively.

(d) Includes approximately $32.8 million related to the sale of Tiffany & Co.

Depreciation over the estimated useful lives is determined on the straight line basis for the
majority of property in the United States and Canada, and all property in other countries.

The estimated useful lives are generally as follows:

Buildings and improvements . 20-45 years. ........ ....

Equipment 5-15 years
. .. .. ... .... .. ..

l-
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AVON PRODUCTS,INC. AND SUBSIDIARIES

SCllEDULE VI-ACCUMULATED DEPRECIATION AND AMORTIZATION
PROPERTY, PLANT AND EQUIPMENT (a)

|
(la Millions)

Additions Balanc. atBalance at charged to
beginning costs and Other end

of penod . expenses . , Retirements clungestb) of period

Year Ended December 31,1985
$118.0 $14.3 ! 5.3 $ 63 5133.6

Buildings and improvements . .

152.9 41.0 3.6 4.1 -189.4
Equipment . .

J270.9 555.3 $ 13.9_ S 10.7 5323.0 |

,

Year Ended December 31,1984
5115.1 515.3 57.3 5 (5.1) 5118.0 |

Buildings and improvements ...

135.5 36.9 13.9 _(5j) 152.9
Equipment . . . . .

$250.6 $52.2 S21.2 $(10.7) 5270.9
,

Year Ended December 31,1983
$107.6 S13.7 S 1.7 5 (4.5) 5115.1

Buildings and improvements
121.3 27.5 8.6 (4.7) 135.5 |

Equipment .
5228.9 S41.2 510.3 $ (9.2) 5250.6 f

. ..
. .

i

(a) All amourts have been restated to reBect Mallinckrodt, Inc. as a discor.tinued operation.
(b) Translation adjustments, transfers and reclassifications.
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AVON PRODUCTS,INC. AND SUBSIDIARIES

SCIIEDULE Vill-VALUATION AND QUALIFYING ACCOUNTRa)

(la Millions)

Allowance for doubtful accounts receivable j
(deducted from accounts receivable):

Year ended December 31

1985 1984 1983

Balance at beginning of period 528.6 S20.0 S20.1. ..

Additions:
Charged to earnings . 47.4 48.7 42.9. ..

8.4 8.0 7.8Recoveries on accounts written off. . .

Accounts written off. . (45.8) (48.1) (50.8). .

Balance at end of period $38.6 528.6 520.0

(a) All amounts have been restated to reflect Mallinckrodt, Inc. as a discontinued operation.

SCIIEDULE IX-S110RT-TERM BORROWINGSta)

(la Millions)

Maximum Averste Weighted
Weighted amount amount everage

Category of aggregate Balance aversge outstanding outs'= adly interest rate
short-term at end of interest during the during the daring the

barrowingsb) period rate period periode) period (c)

Year Ended December 31,1985
Payable to banks.. $58.8 10 % $78.5 565.3 24%

..

Year Ended December 31,1984
Payable to banks. . $67.8 23 % $86.4 579.4 . ,,, , . ,, ,21 %..

Year Ended December 31,1983 .,; g,Q1 %

Payable to banks. 564.8 17% $89.8 - $76.6 % .4. ff., -Uf22% -.# 4 0 . ;-J..

(a) All amounts have been restated to reflect Mallinckrodt, Inc. as a discontinued $per'abon.h
(b) Most short-term borrowings are notes payable to banks of foreign subsidiaries payable in local

currency and guaranteed by Avon Products, Inc. -, . . i." e-

(c) The average short-term borrowings and the weighted average interest rate w'er[calklaM[in
*

borrowings outstanding at the end of each month, gg,- ]*
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