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Research and Development

For decades, research and development has
been crucial to developing «fective, safe, high-
quality Avon beauty products. Since the Mal-
linckrodt merger, however, R&D has gained
added prominence among the Company's
priorities. In recent years, Mallinckrodr has rap-
idly expanded its research and development
budget. We plan to maintain this commitment.

Major scientific programs at Mallinckrodt
include developing improved contrast media,
and assessing the potential use of these com.-
pounds with emerging diagnostic technologies,
such as Nuclear Magr.etic Resonance (NMR).
In the nuclear medicine field, Mallinckrodt is
developing a new radiopharmaceutical product
with a particularly short half-life. In addition, a
program with scientists at Washington Univer-
sity in St. Louiz, Missouri, is using genetic engi-
neering to explore promising compounds called
monocional antibodies, which may have a sig-
nificant impact on medical diagnosis and treat-
ment in the future.

As part of its new product development pro-
gram, the Avon Division’s research and devel-
opment staff is focusing on creating beauty
products with unique benefits that distinguish
them from other products in the marketplace.
The Company's traditional commitment to sci-
entific programs supporting product qualiry and
safery remains as strong as ever.

Capital Expenditures

In 1982, consolidated capital expenditures

for the Company were $128.9 million. Current
plans call for capital spending programs that are
expected to total $150 million in 1983,

Corporate Organization

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
and accountability that help energize each of our
businesses. It also facilitates the development of
long-range corporatewide plans that are crucial
to meeting our goals.

Corporate Responsibility

In 1982, the Company remained committed to
playing an active role in helping to meet social
needs—with particular emphasis on women,
minorities, the disabled and the disadvantaged.
Women, of course, are a very special group

grams designed to help women fulfill their indi-
vidual potential. These include unique forums
for recognizing outstanding women from
around the world. We also emphasize sensitivity
to the needs of minorities. For instance, the
Company's minority purchasing rose to $13 mil-
lion in 1982, and our deposits in minority-
owned banks increased to $2.5 million.

Board of Directors

Last year, Raymond F. Bentele and Harold E.
Thayer were elected to the Board of Directors.
Mr. Bentele is President of Mallinckrodt, Inc.
-nd a member of the Company's Office of the
Chairman. Mr. Thayer is a former Mallinckrodt
Chairman who provided leadership to that
organization for over three decades. Later in
1982, Joseph A. Rice, President and member of
the Board of Directors of the Irving Trust Com-
pany and the Irving Bank Corporation, was
elected to the Board of Directors.

The Future

In view of the major corporate developments in
1982 and the complex economic and political
environments we face worldwide, a thorough
review of each of our businesses and the full
range of opportunities they encompass was
undertaken last year. These reviews have
focused our direction and given us renewed
confidence in the Company's furure,

In closing, I want to express on behalf of my
colleagues in the Office of the Chairman our
sincere appreciation to the employees and share-
holders of the Company for their continuing
support, which is so vital to our success.

Sincerelv,

|
/\gup
David W. Mitchell
Chairman of the Board and

Chief Executive Officer

February 28 1983
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Avon's Business

Avon Products, Inc. 15 a diversified company which includes
the Avon Division, Mallinckrodt, Inc., Tiffany & Co., and the
Direct Mail Division.

The Avon Division is the world's largest direct-selling busi-
ness. lts two principal industry segments are the manufacrure
and sale of cosmetics, fragrances and toilerries, and of fashion
jewelry and accessones. These products are soid directly to
customers in their homes by Avon Representarives, following
the method used since the Company's founding in 1886. The
Avon Division currently sells about 630 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
remain, of primary importance. Although the range of prod-
ucts sold in foreign countries is not as extensive as that sold in
the United States, most of the products are substantially the
same as those marketed domestically.

In March 1982 the Company acquired Mallinckrodt, Inc., a
company involved in the development, manufacture and raar-
ting of medical, diagnostic and other health<care products,
speciaity chemicals, food ingredients, flavors, and fragrances.

All financial data and statements include 49% of Mal-
linckrodr's results of operations for February 1982 and 100%
of such results for the remainder of 1982. Since the merger
was accounted for as a purchase, the financial resuits of 1981
and 1980 do not include Mallinckrodt.

Financial informarion relating to industry segments and
geographic areas is incorporated by reference to the Industry
Segment Dara note of “Notes to Consolidated Financial State-
ments” on pages 36 and 37.

Cosmerics, Fragrances and Toiletries

The cosmetics, fragrances and roiletries segment includes the
following classes of principal products:

Fragrance and bath products for women—

25% of consolidated sales

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

Makeup, skin-care and other products for women—
26% of consolidated sales

These products include such makeup items as lipstick, eve
shadow and mascara; skin<are products; nail and hand-care
produces; and such hair-care products as shampoos, condi-
tioners and brushes

Men’s toiletry products—6% of consolidared sales

These products inciude cologne, after-shave lotion, snaving
cream, talc and soap, in a number of fragrances that are based
on a particular scent and packaging theme.

Daily-need, children’s and teen products—

9% of consolidared sales

Daily-need items include deodorants, anti-perspirants, oral
hygiene products and household products such as room
sprays. Children’s and teen products include fragrance prod-
ucts and novelty products for young children.

Fashion Jewelry and Accessories—
11% of consolidated sales

The fashion jewelry and accessornies lines are sold in the United
Srates 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 acces-
sories line includes such items as purses, wallets, key cases

and pens.

Health-Care Products—8% of consolidated sales

These products of Mallinckrodt include x+ay contrast media
and radiopharmaceuticals for medical diagnostic procedures,
disposable medical devices for use in surgical procedures and
postoperative care, drug chemicals used in the manufacture of
dosage-form drugs sold to the pharmaceutical industry, and
laboratory chemicals and equipment.

Specialty Chemicals—4% of consolidated sales

These products of Mallinckrodr include high-purity industrial
chernicals, preservatives and catalysts.

Fine Jewelry and Tableware—4% of consolidated sales

Tiffany sells fine jewelry, silver, crystal and china from its main
store in New York Ciry and from six branch stores in the
United States. Tiffany alsc sells to corporations for business
gifts and incentive recognition programs, and conducts a mail-
order catalog business.

Apparel—Direct Mail-—4% of consolidared sales
Avon Fashions sells women's apparel by mail order in the
United States.

Other—3% of consolidated sales

The food, flavor and fragrance products of Mallinckrodt con-

sist of ingredients produced for the food, beverage, cosmetic,
industrial and household product industries.
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® An increase in the effective income tax rate, which
decreased net earnings by $8.5 mullion (14¢ per share).

These decreases in net earnings of $33.4 million (54¢ per
share) were partially offset by the following facrors:
® Higher net sales, which increased net eamnings by 33.9 mil-
lion (6¢ per share).
® An increase in other income—net, which increased net earn-
ings by $7.3 million (12¢ per share).

The increase in consolidated net sales resulted from higher
unit volume in the U.S,, partially offset by lower sales in inter-
national. The strengthening of the U.S. dollar abroad and
unsertled economic conditions in some of the Company's
major foreign markets were significant factors contributing to
the decline in international sales. Although sales in Europe
increased in terms of local currencies, European sales afrer
transiation into U.S. dollars fell 17%. Avon sales in terms of
US. dollars in Latin America advanced by 6%; and in Canada,
the Pacific and Africa combined by 10%. A portion of the
sales increase was artributable to a 2% increase in the number
of active Representatives.

Cost of goods sold increased by $57.5 million, and also
increased as a percentage of net sales, to 39.0% in 1981 from
37.4% in 1980. The increase in the cost ratio was primarily the
result of competitive pricing strategies in the U.S. and abroad,
and the effect of foreign currency fluctuations.

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

Interest income and other income —~net increased $14.2 mil-
lion to $49.2 million. One major factor contributing to the
increase was interest income, which rose $9.5 million o a
level of $49.3 million as a result of "xigher interest rates on
short-term investments. Another factor contributing to the
increase was greater foreign exchange gains, resulting from the
remeasurement of foreign currency statements into U.S. dol-
lars, and realized and unrealized foreign currency transactions
in 1981, compared with 1980.

The greater foreign exchange gamns ncluded in other
income 1 1981 were more than offset by higher foreign
exchange losses charged to cost of goods sold and to expenses,
which resulted from the remeasurement of inventories and
prepaid expenses at historical rates. The net effect of these fac-
tors reduced net cam.ng‘ by $36.7 million (61¢ per share) in
1981, compared with $20.0 mullion (33¢ per share) in 1980

Taxes on earnings dec'casm by <4 million, but the effec-

five income tax rate increased to 50.7% in 1981 from 48.8% in
19&, The principal cause of the increase in the effective mx
rate was greater nondeductible foreign exchange losses. This
factor increased the effecrive rate by 3.3 percentage points
in 1981 and by 1.8 percentage points in 1980

'

Informaton on Inflation and Changing Prices

Although the rate of inflation has moderated during the last
two years, it continues to have a significant impact on the U. 1S,
economy. Extremely high rates of inflation have been experi- |
enced in Mexico, Brazil and Argentina, countries in which the §
Company has significant operations. Most other countries in  §
which the Company has operations have expenienced higher
rates of inflation than the United States. For many years the
Company has reduced the effects of inflation on its business  §
by increasing selling prices and controlling costs and expenses
in order to protect profit margins. Additionally, the majoricy
of U.S. inventories are accounted for on the last-in, firstour 4
basis. Acrual cost of goods sold, therefore, generally reflects
current Costs.

The current cost column of the consolidated summary of
earnings includes net sales and net earnings adjusted to a cur-
rent cost basis. The adjustrent to a current cost basis repre-
sents a measure of the effecr of the changes in specific prices
on the Company's inventories and property, and the resuiting i
impact on cost of goods sold and depreciarion. Net sales and
expenses, other than cost of goods sold and depreciation
expense, are assumed to be already stared at current cost in the-
primary financial statements, thus requiring no adjustment in
the current cost statement. Current cost net earnings were |
lower than historical cost net earmings principally because of
increased depreciation associated with the current cost
Increase in property.

The primary sources of information used to compute the '
current cost data for inventories, property, cost of goods sold,
and depreciation were indices, engineering estimates and ven-
dor price quotations. ,

Depreciation based on the current cost of buildings and
equipment was estimated, using the same depreciation
methods and estimated lives used in preparing the primary
financial statements. For countries with functional currencies §
other than the U.S. dollar, current cost data were measured inj
local currency and then translated into U.S. dollars. The U.S. i
dollar current cost data were adjusted for the effects of generz
inflation using the U.S. Consumer Price Index for All brbnn

Consumers. '

Approximately 71% of the $39.3 million decrease in net
earnings calculated under the current cost methaod is attributa<
ble to an increase in depreciation associated with the current |
COst increase (n property. | he remaining portion of the E
ecrease 1s primanly attributable ro the restatement of first-in, |
first-out inventory to the current cost basis. i

The income tax rate for 1982 increased from 49.8% in the §
primary financial starements to 55.4% on the current cost i
basis, because most countries require that deductions for tax
purposes be based on historical costs.
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“

Selected financial dara adjusted for changing prices in average

it

1982 dollars (in millions, except per share amounts): ;

.("’

Year ended December 31 :

1982 1981 1980 1979 1978 ¢

Net sales . . G A - e $3,000.8 $2,773.2 $3,009.3 £3161.5 $3,086.7 '

Net earnings . .. R T i . . 157.3 225.8 246.4 279.6 ‘

Earnings per share A e e : 2.2 3.75 4.10 4.65 A

Purchasing power gain (loss) on net monetary items ; 8.3 6.9 3.4 (2.3) o

Increase in current cost over (under) increase in the '

general pricelevel . ................ o o 149.4 (1.1) (27.7) 20.8 ;;
Adjustment—foreign currency translation . (159.2) {69.8) (2.2 11.1 i i

Net assets, December 31 o . 1,713.1 1,359.2 1,482.6 1,505.9 it

Dividends pershare ................. v : 2.50 3.18 3.46 3.65 37178

Market price, December 31........ : . 26.50 30.80 38.17 49.56 72.31

Average consumer price index (1967 = 100) ; 289.1 2724 246.8 2174 195.4

Stock Market and Dividend Data

Avon capital stock is listed on the New York Stock Exchange
(symbol: AVP). At December 31, 1982, there were approx-
mately 39,900 sharenolders of record. The price-earnings
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
First . . $30% $23 $32Y
SQ’CCIY'A(i :0 ) :; 37
Third . 25% 19% 32%
Fourth 29V 2% 19%
Price-earnings
atio 7 2 8
(Cash Dividends Per Share
Quarter 198 1981
First $ 75 g
Second i
hird 50 75

Fourth

-
lotal aividends paid

Amount (in millions $174.2 $180.4
t tO net sarnings RO% 82%




* Consolidated Statement of Earnings and Retained Earnings
Avon Produces, Inc. and Subsidiaries

in millions, except per share amounts) ] )
v g Year Ended December 31

1982 1981 1980

“

Net sales:
United States. . : . el O Coary $1,840.4 $1,413.0 $1,332.1

International . .. ok dn 4 . Frrr et ' _1,160.4 _1,200.8 1,237.0
3,000.8 2,613.8 2,569.1

Cost of goods sold o , ¥ . 1,278.7 _1,018.1 960.6
Gross profit . . . . . i . P 1,722.1 1,595.7 1,608.5
Marketing, distribution and administrative expenses. . . . W ! _1,306.8 1,199.2 1,171.1

Operating profit . . .. PERCi B e i - 415.3 396.5 437.4
[nterest income ! ; - oy . , , : . 41.4 493 390.8
Interest expense . . - v = Kily (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
Texes on earnings . . P . 1954 2258 2303
Net earnings : : . , v : 196.6 219.9 242.1
Cash dividends . . .. , , . _174.2 180.4 177.5
Addition to retained eamings v __22.4 39.5 64.6
Retained earnings, January 1 - 863.3

Businesses acquired . - . 6.4

As restated, January | . . e __869.7 823.8 759.2
Retained earnings, December 31 : e $ 892.1 $ 863.3 $§ 8238

Per share of capital stock:

Ner earnings . : . $2.75 $3.66 $4.02
Cash dividends ; . : e % 533 2.50 3.00 2.95
Average shares outstanding . 71.46 60.15 60.15

Tf‘.’.“ ICCOmMPpPanving notes are an integral part of these statements

e ————————"



Consolidated Statement of Financial Condition
Avon Products, Inc. and Subsidiaries

tllions of dollars)

December 31

1982 1981

Current assets
Cash » $ 27.1

-1 P |
Short-term investments 134.1
A¢ unts receivabie (e allowance for doubtrul ac in
3 7 annd § 282.5
t518.7 and 314 282.5
)
inventories
-
. yam =
F1nNIsng goods VR YHS.

437.9
epaid expense 123.5

Total current assers 1,005.1

i}
Property
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Consolidated Statement of Changes in Financial Position

Avon Products, Inc. and Subsidiaries

\ A00, AT L0 R |

(in millions Vany T

S‘q()h S_KAJQ)

A mortization of intangibles 10.1 ]
Deferrad ir S TAVES O R - -~
Deferred income taxe 50.8

Working capital provided from operations 304.1 258.5
Increase in long-term debr 281.1 i
{_apital stock issued 334.6 ]

INCrease in orner Haduitics

- - -
J\Sposa ) Properr D eiw

N -

20. ¢

4 \ i s
A COUISItION viailiincs W3t ex b e ord f WOTrKing capital
ICqQuireaq

Property 168.4
Bwnads ni ot r IIAT A8 2.1
CXCess Of COst VE IeL 355¢ $02.1
ther noncurrent assets 33.6
ng-term dent (11.4)
Lther noncurrent lLiabiiitie {(4.9)
h dividend 174.2 180.4

Addirtions to property 128.9 114

Additions to prepaid U.S. retirement plan expense and deferred charges 2.6 7.1

Effect of foreig: irrency translation adiustments on working capital 45.1 2.0
948.6 504

Deirease in working capital £{(11.9) $(34.8)

Changes in components of working capital

\_ash and short-term investment $(96.6) $(50.6

Acci nts receivable 66.1 33 Q)

inventoric 46. 1 112
r - -
"’r: 110 eX D¢ £ 1.5 i
¢ (1% ‘
il (3R, S R
Tolt
\ T { .\! pa -

Decrease in working capital ${(11.€ >34 8
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‘Notes to Consolidated Financial Statements

B —

Accountng Policies

Principles of consolidation-- Al majority-owned subsidiaries
are consolidated. All other mvestments are accounted for on
the equity basis.

Short-term investments—Short-term investments are stated
ar cost plus accrued interest, which approximates market value.

Inventories—Inventories are stated at cost, not in excess of
market. Cost is determined on a last-in, first-out basis for the
majority of LS. inventories, and on a first-in, first-out basis
for all other inventor s,

Property and depreciation—Property is recorded at cost.
Depreciation over the estmated useful lives of the majority of

property in the United States and Canada is determined prin-
cipally on declining-balance methods for property acquired
prior to January 1, 1977, and on the straight-line basis for
property acquired subsequently. The remainder of deprecia-
tion in the United States and Canada, and all depreciation in
other countries, is determined on the straight-line basis.

Intangibles—The excess of cost over the fair market value of
net assers of purchased subsidiaries is amortized on the
straight-line basis, primanly over 40 years.

Stock options— Proce=ds from the sale of capital stock issued
pursuant to stock option plans are credited to capital stock to
the extent of par value, and to additional paid-in capital for
the excess of the option price over par value. Any corporate
tax benefits resulting from stock option plans are credited to
additioral paid-in capital.

Taxes 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 affect net earmings.

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 material in any of the years presented.

Deferred income taxes—These include the effects of timing
differences related to noncurrent items, including depreciation
and capimlized interest.

The net deferred income tax benefit associated with certain
current items 13 included in prepaid expenses.

Retirement plans—The Company and several subsidiaries
maintain noncontributory retirement plans for substantiaily
all their emplovees. 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 over periods
ranging principaily up to thirty years. All plans are funded on
a current basis except where funding is not required.

Earnings per share—Eamings per share of capital stock are
based on the average number of shares ourstanding during
each year. Shares issuable on the exercise of stock options are
excluded from the average number of shares because their
inclusion would not reduce earnings per share for any of the

JEArs presented

Taxes on Earnings

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 subsidianes that have been
remitted, which are available for remirtance or are not
intended to be invested in foreign operations. The balance of
unremitted earnings of foreign subsidiaries that are not sub-
ject to ULS. income taxes or are restricted or required for
current or future operations approximated 3250 million at
December 31, 1982

An analysis of taxes on earnings and earnings before taxes
follows (in mullions):

Year Ended December 31
1982 1981 1980
Taxes on earnings:
Federal:
Current . ....ooooivienn. $ 66.4 51136 31285
Deferred ................ 42.6 8.3 6.7
109.0 131.9 135.2
Foreign:
Current.....oovveienenns. 67.3 78.6 63.8
Deferred ... ........... 8.0 (1.3) 16.7
75.3 173 80.5
Stateand other. ............. 11.1 16.6 16
$195.4 352258 $230.3
Earmnings before taxes:
United Seates ............... $245.7 $287.0 $274.6
FOreign . oo iinviinme cpun nnn 146.3 158.7 197.8
$392.0  $445.7 $472.4
RET & s SR

The major component of the provision for deferred income
taxes was unremirted retained eamings of foreign subsidiaries
of $22 million.

Differences between the consolidated income tax rate and
the statutory federal income tax rate are as follows:

Year Ended December 31

1982 1981 1980

Statutory federal income rax

o SR ; 46.0% 46.0% 46.0%
State and local income taxes,

net of federal income tax

benefit. .......oooouin. . 1.5 20 1.7
Foreign income taxes and all

T L e T (.5) (.6) .7

Consolidated income tax rate

before erfect of nondeducri-

ble foreign exchange losses 47.0 47.4 47.0
Effect of nondeducnible foreign
.8 3.3 1.8

48.8%

exchange losses

"
Consolidated income tax rate. ..  49.8% 50.7%

Nert current deferred income tax
benefit included in prepaid

exonen iy miihians
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Effect of Foreign Exchange Fluctuations

Net earnings were uniavorably affected by foreign exchange
fluctuations, as follows (in millions):

Year Ended December 31

1982 1981 1980
Foreign exchange gains
{losses)—ner:
Remeasurement of foreign currency
statements into U.S. dollars, and
realized and unrealized foreign
CUrrency transactions. . $ (1.4) 5102 §$ 3

Rcmcnaurcmcm Of certain irems,

principally invenrories, at historical
(28.2) (40.9) _(20.3)

rates (46.9) (2
$(29.6) 3(36.7) 3(20.0)

Detail by country:
Brazil $(27.0) $(19.6) $(15.8)
A rgentina (.8) (15.6) 2.9)
All other—net. _(1.8) 1.3 _(1.3)
$(29.6) $(36.7) $(20.0)

An analysis of adjustment~—foreign currency translaon (in

the shareholders’ equity section of the statement of financial
condition) for the three vears ended December 31, 1982 fol-

lows (in millions):

1982 1981 1980
Adjustment~foreign currency
translation
Balance, January | $(19.7) $152 $180
Transiarion adjustments (77.0) (34.9) 2.8)
Balance. December 31 $(96.7) $(15.7) $15.2

In 1982, Mexico was not accounted for as a country with a
highly inflanionary economy. If such accounting had been
adopted at the beginning of the fourth quarter, earmungs per
share for 1982 would have been unchanged. An adjustment of
52.1 million, which resulted from the translation of the Mex-
ican foreign currency statements during 1982, was reflected
in shareholders’ equity. Mexico will be accounted for asa
country with a highly inflationary economy throughout 1983.

Short-Term Investments

Short-term investmenes consisted primarily of certificates of

deposit and time deposits,

Lines of Credirt

Unused lines of credir at December 31, 1982 approximated _
$420 million. Of this amount, $275 million was used to sup- e
port the commercial paper issued by the Company, and con-  §
sisted of a $200 million revolving credit agreement with six
banks. for which Citibank, N.A. was acting as agent, and .
unused lines of credit with Sanks aggregating 375 million. ‘
Commitment fees for these credit facilities approximated
$1 million annually. The remaining $145 million was related 3
to the operations of domestic and foreign subsidiaries. The i
domestic lines of credit were with banks. The foreign lines of
credit consisted aimost entirely of overdraft facilinies. These
lines of credit involve no material compensating balances or
commitment fees.

L

Long-Term Debt

Long-term debt at December 31, 1982 consisted of: 4

The 11%% Guaranteed Notes Due 1990 of $100 million |
issued by Avon Capital Corporation and guaranteed by Avon
Products, Inc. The notes may be redeemed at 100% of their
principal amount subsequent to October 14, 1988.

Commercial paper of $163.7 million bearing an average
interest rate of 8.6%. The Company maintains at all fimes the
revolving credit agreement and unused lines of credit with
banks in amounts equal to the principal amount of its out-
standing commercial paper.

Notes payable and industrial revenue bonds of $33.6 mil-
lion, obligations of domestic and foreign subsidiaries payable

to 2012 and bearing interest ranging from 5%4% to 10%%.
Annual maturities for the next five years were (in millions):
1
J
Notes payable of $4.8 million at December 31, 1981 were
obligations of domestic and foreign subsidiaries payable to g

|
|
.‘
|
|
983—$3.6; 1984—32.2; 1985—$5.0; 1986—33.6; 1987-38.6 48 i
1994. The notes of foreign subsidiaries were payable in local |
.l"’
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The notes of foreign subsidiaries are payable in local ?
currencies. t
currencies.

Capiral Changes !
Stock option transactions are summarized below: !
¥
Shares Shares }
svailable under option
L. for option Shares Price ;
January 1, 1981 292,280 905,515 $29-360
S g 2 A 2 B
Granted | (201,500) 201,500 38 l;;
Exercised 0 (3,090) 2940 g ‘
Cancelled 32,550 {32,550) 38-60 |
\
December 31, 1981 123,330 071.37 29.60 ”i |
L < e : - |
Mallinckrodt Plan 791,400 368.297 11-26 z, |
- - Jr
Jranted 437,720 437,720 29 A ‘
Exercised 0 (110,579) 11-23 1?1
Cancelled 393240 (893.240) 29460 i
.
December 31, 1982 .. 1,370,250 873.573 $11-544
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All opnions were granted at market value on the dates of

L
p;:he 1970 Stock Option Incentive Plan (the "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 exercise
price. The aggregate difference between the exercise price and
the market price is charged to net earnings as compensation
expense. The number of shares covered by options is reduced
by the number of rights exercised.

During 1982, the Plan was amended to permit the granting
of incentive stock oprions. Subsequently, new stock options
for 437720 shares were granted on the condition that options
previously granted during the years 1980 and 1981 covering
two shares be surrendered for cancellation for each share
covered by such new options. The new options, to the extent
permitted by law, were generally incentive stock options.

During 1982, the Mailinckrodt, Inc. 1978 Stock Option
Plan was amended to enable outstanding options granted
prior to August 13, 1981 to qualify as incentive stock options,
and to permit the granting of incentive stock options in the
future. Nonqualified options for 145,145 shares were con-
verted to incentive stock options.

Consolidated statements of capital stock and additional
paid-in capitai for the three years ended December 31, 1982

follow (in millionsj:

1982 1981 1980

Capital stock:

Jamuary 1 ... .. ..., $ 30.1 $30.1 $30.1
Shares issued for
ACQUISItIONS ... ... .uivinyn... 7.0 0 0
Shares issued pursuant to
stock option plans .. ... . i | 0 0
$312 $01 0
Additional paid-in capital:
Januwary 1 ... $ 59.3 3592 3590
Shares issued for
acquisitions ... .....,.,. ‘s 325.5 0 0
Shares issued pursuant to
stock option plans ., ......... 1.4 8 | A

Corporate tax benefit arising
from the exercise of stock
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Retirement Plans

Accumulated plan benefits and plan net assets of the
Company's U.S. defined benefit retirement plans primarily at
January 1, are presented below (in millions):

1982 1981 1980

Present value of accumulated plan

benefirs:
R $161.5 $111.2 $1108
Nonvested. .....cvviviunsivesvoss 32.1 16.4 34.0
$193.6 51376 51448
Net assets available for benefits. . . ... $265.3 32099 $151.6

The estimated weighted average rate of return used to
determine the present value of accumulated plan benefits was
9.3%, 9.0% and 7.5% for 1982, 1981 and 1980, respectively.

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

Renrement plan expense was $31.2, $25.3 and $27.2 raillion
in 1982, 1981 and 1980, respectively.

Commitments

Various construction programs were in progress at December
31, 1982, with an estimated additional cost to complete of $70
million.

The Company leases office space in New York Ciry for its
executive and administrative offices, and in London, England,
for its European Marketing Center, under operating leases that
expire in 1997 and 2000 to 2006, respectively. Other real prop-
erty is leased under operating leases expiring from 1983 to
2036.

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

The minimum annual renta! 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.

Rent expense was $65.7, $58.9 and $53.6 million in 1982,
1981 and 1980, respectively.

Long-term lease obligations, all of which are operating
leases, at December 31, 1982 consisted of (in millions):

Minimum rental

Period for the period
UMOB . - 1 o connnaaamsmnn s g e s edtvma i et ) $ 463
o T N T L © 7
L. O cirieansaiesnniiiires 28BS
1986 S e e 15.2
e L D e L praillopegin . SIS
Beyond 1987 ... ..., sk b AR

$400.2
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Ten-Year Review

r y e K. - 4 1 3 g
Avon Products, Inc. and Subsidiaries

1
in MiLhions of ¢

Net sales:
nited Srates $1,840.4
International 1,160.4

OAL OF POOCG OIc ,J._'.':._z_ﬁ'i.?
f'_s;. protit 1.7:3 1
Markering, distri bution and nistrative ¢xpense __1_'_)_99__1"
Qperating profit 415.3
Interest income 41.4
Interest expense {(34.2
Other i deducrior [ ___(30.5)
Earnings before taxes 392.0

laxes on earnings 195.4
Net earnings $ 196.6

Per share of stock:

o

Working capital $ 448.7
1rrent ratio
Property—net 729.6
Capital expenditures 128.9
Total assets 2
Long-term debt 297.3

Shareholders’ equity

Number of emplovees

19,100

4 4 T - -
atior 19,400
38,500
1 |
F k v vind




1980

31,332.1
1,569.1
960.6
1,608.5
L171.1
4374
39.8
(1.3)
(3.5)
472.4
230.3

5 242.1

18.4%
9.4

5 4954
1.89
479.3
117.7
1,583.1
26
928.3
15.43

15,300
19,000
34 300

1979

$1,3265
1,051.0
2,371.5
903.7
1,473.8
1,036.7
437.1
343
(.9)

2.6
473.1
229.1

$§ 2440

P et ]
it

$4.06
2.5
60.14

16,200
18,100
34 300

1978

$1,233.0
853.3
2,086.3
759.1
1,327.2
880.4
446.8
29.9

(5.8)

(2.7)

$1,019.4
689.3
1,708.7
619.7
1,089.0
718.8
370.2
22.0
(4
2

9)
-4
389.
194.
$ 1955

-
-

7
-

$3.26
2.20

60.02

13,000
15,200
28,200

S | [, MRS . SR - | RN | W | [ AN | - AR+ 1}
A NS A TR ST N A VAN, S0 4520 5 O T R T LM P RSNSOIV, ST RS BRI

1974

1973

$ 865.1 $ 7507 § 7581  § 7236
617.1 585.9 537.4 462.0
1,482.2 1,336.6 1,295.5 1,185.6
544.4 495.6 519.0 433.7
937.8 841.0 776.5 751.9
617.1 569.1 540.2 485.1
320.7 1719 236.3 266.8

20.3 125 11.1 10.8
(3.6) (5.4) (8.4) (5.9)

86 73 39 .7
346.0 286.3 242.9 271.0
174.6 144.9 129.2 133.7

$ 171.4 $ 1414 $ 1137  § 1373

$2.86 $2.36 $1.90 $2.29
1.80 1.51 1.48 1.40
59.99 59.95 59,93 59.90
23.3% 21.4% 18.7% 22.9%
11.6 10.6 8.8 11.6

$ 4189 $ 3600 § 3140 § 2940

2.38 2.42 2.32 2.30
231.8 225.2 218.9 215.6
276 24.0 20.3 34.4
966.7 847.8 780.9 742.9

9.4 116 23.1 24.3
614.7 547.8 493.6 466.6
10.25 9.14 8.24 .17
12, 11,700 12,900 13,100
15,200 14,200 14900 15,000
27,6 25,900 27,800 28,100
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ITEM 1. BUSINESS

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 appparel 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 1o Consolidated
Financial Statements” on pages 36 and 37 of the Company’s annual report to shareholders for the year
ended December 31, 1982

MERGER

On March 8, 1982, Mallinckrodt, Inc. (“Mallinckrodt™) became a wholly 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 nnancial
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 Mallinckroc t, 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.

AvOon 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
jewelry 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 soid in the United States, most of the
products are substantiaily 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 |
importance.

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, l
fragrance candles, pomanders, lotions, soaps and powders. They are marketed in a number of 1
fragrance lines, each based on a particular scent and packaging theme. 1
!

\

\

Makeup, Skin-Care and Other Products for Women—These products include makeup items such
as lipsticks, eve shadows and mascaras; skin-care products: nail and hand-care products; and such hair-
care prodiicts as shampoos, conditioners and brushes.

Men's Totletry 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.

!
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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 soid through retail establishments. There are also a number of direct-selling cosmetics
and fragrances companies that compete with Avon in the United States, aithough none has total sales
or earmings 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 Jeweiry 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 cusmetics,

fragrances and fashion jewelry markets vary widely from country 1o country. Avon is a significant

factor in the costume Jeweiry 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 its
competitive position.

Manufacturing

Avon manufactures and packages aimost 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 in
Avon facilities abroad.

The fashion jeweiry line is generaily developed by Avon’s staff and produced in Avon’s manufac-
turing laboratories in Puerto Rico and [reland or by severai independent manufacturers in the United
States.

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 whoily owned except for the Nigerian, Malaysian, Philippine and Spanish
subsidiaries.

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,
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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 zinc 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 marketeu 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-
tional food processors, cosmetics and toiletries manufacturers, dairies, tobacco and pet food processors,
and beverage producers.

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

Tirrany & Co.

Tiffany & Co (“Tiffany™), founded in 1837, is engaged primarily in the retailing of fine jeweiry,
silver, crystal and china from its main store in New York C ity 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 ail areas in which it operates,
principally from jewelry stores and department stores. Tiffany believes it has maintained its competi-
tive position by adhering to the principle of high quality of material, workmanship and design with
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regard 10 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 annuaily. 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.
RESEARCH ACTIVITIES

The amounts spent by the Company on research activities relating to the development of new
products and the improvement of existing products were $53 million in 1982, $31 million in 1981 and
$30 million in 1980. Avon’s 1982 expenditures were $33 million and 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.

Mallinckrodt's 1982 expenditures of $19 million included applied research directed at the
development of new products, development of new uses for c¢xisting products and improvement of
existing products and processes. Research and deveiopment programs include laboratory research as
weil 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 & 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 generaily, 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
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

Avor ¢« 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 fulfiliment
of their orders. All products soid to Avon Representatives are distributed through the same dist*ibu-
tion branches.



Avon's domestic manufacturing laboratories are located in Morton Grove, [llinois; Springdale,
Ohio and Suffern, New York; and its distribution branches are located in Atlanta, Georgia; Glenview,
lllinows: 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 jeweiry manufacturing facilities in Puerto Rico.

Mallinckrodt's executive and administrative offices and medical products research and develop-
ment faciliies 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.

IMTEM 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 Missouri law in connection with Avon's acquisition of Mailinckrodt. 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.

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, secking damages allegedly resulting from
emissions from Mallinckrodt’s radiopharmaceutical facility in Maryland Heights, Missouri. The
plaintiffs seek approximately $510 million in compensatory damages, $505 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
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 of office.
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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:

Elected
Title Neme Age Officer
Chairman of the Board, Chief Executive
Officer and Director David W. Mitchell s 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(1)
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 five 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 %grmc:;&in CJuly 1978. From February 1982 through August 1982 he was Vice President—Finance of
Tiffany 0.

(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 U

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON STOCK AND RELATED
SECURITY HOLDER MATTERS

This information is incorporated by reference to ““Stock Market and Dividend Data” on page 30 of
the Company's annual report to sharehoiders 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. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

This information is incorporated by reference to the “Discussicn of Liquidity and Capital
Resources”, the “Discussion of 1982 and 1981, the “Discussion of 1981 and 1980" and “Information
on Inflation 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 4i, “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 Il

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 [ of this Report on pages 8§ and 9

ITEM 11. MANAGEMENT REMUNERATION AND TRANSACTIONS

This information is incorporated by reference 10 “Board of Directors and Committees”,
“Remuneration of Directors and Officers”, “Retirement Benefits”, “Stock Options” and “Other Plans
and Arrangements” on pages 8 through 1S 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 informaiion 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.

Financial statements

The consolidated financial statements and notes to be included in Part 11, 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 1o this report
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Number

10(11)

104151 )-2
10(i11)-3

10(i1i )-4

10t )5

10(iii )-6

10Gi)-7

10(ii1)-8
10(111)-9
10€1i1)-10
13

{(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. 2-79932, filed October
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

Description

—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. 2-612835, filed December 23, 1982).

~Mallinckrodt, Inc. 1978 Stock Option Plan, as amended.

—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),

—Supplement.! 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).

—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).

—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, 1981).

—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).

~~Notification concerning the duration of Exhibits No. 10(iii)-6 and 7.

—Draft of Supplemental Life Insurance Plan adopted during 1982.

-~Draft of Suppiemental Executive Retirement Plan adopted during 1982.

—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.

~Subsidiaries of the registrant,

-—Cor;zem of Main Hurdman (set forth on page S-1 of this report on Form
10-K).

—Power of Attorney.

~—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.

December 31, 1981 were filed in satisfaction of Item 11(b) of Form S-3.

{¢) 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
Registration Statement or Prospectus filed pursuant to the Securities Act of 1933, which incorporates

by reference such Annual Report on Form 10-K.



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 PropucTs, INC.

By W. THOMAS KNIGHT

W. Thomas Kmight
Growp Viee 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
Darvid W. Mitchell

Senior Vice President—
Finance—Principal
. Financial Officer March 25, 1983
Edmund W. Pugh, Jr.

Group Vice President—
Finance —Principal
. Accounting Officer March 25, 1983
Jules Limmermsn

RAYMOND F. BENTELE

R. MANNING BrROWN, JR.
WitLiam R. CHANEY
Hays CLARK

W. Van AranN CLARK, Jr.
CHARLES S. LOCKE

Emir MOSBACHER, JR.
MEerLIN E. NELSON

JaMES R. PETERSON

James E. PRESTON
ErNESTA G. PROCOPF
JosgpH A. RICE

CeciLy C. SELBY

HarOLD E. THAYER
Hicks B WALDRON
Kenprick R, WiLson, JRr. J

* Directors > March 25, 1983

*By W. THOMAS KNIGHT March 25, 1983
W, Thomas Ksight, Attorney-in-fact




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. lnc., 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 financial
statement schedules for the three years ended December 31, 1982 listed in the accompanying index. In
our opinion, such financial 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. | 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 4] 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

SCHEDULE V--PROPERTY, PLANT AND EQUIPMENT

(In Millions)
Balance nl Additions Batance at
beguaning at Other end

of poried pont Rotivownn cheagens) of peried

Year Ended December 31, 1982
Land $ 419 $ 119 s .1 $ (6.1) $ 470
Buildings 315.9 156.1 1.9 (4.8) 465.3
Equipment 268.8 118.9 17.6 (14.4) 355.7
Leasehold improvements 30.4 5.5 3 0 35.4
Construction in progress 76.4 8.5 _43 (15.2) 65.4
$733.4 $300.9(b) $25.0 $(40.5) $968.8
fee iy p—————— — p——-———1

Year Ended December 31, 1981
Land $ 39.1 s s0 . § 0 $ (2.2) S 419
Buildings 295.8 46.3 1.1 (25.1) 3159
Equipment 246.0 56.6 14.0 (19.8) 268.8
Leasehold improvements 1.6 3.1 2.0 (2.3) 0.4
Construction in progress 76.6 3.2 13 (2.1) 76.4
$689. 1 $114.2 $18.4 $(51.5) $733.4
o ———y e =

Year Ended December 31, 1980
Land $ 32.1 $ 67 13 $ 16 $ 39.1
Buildings 234.6 62.5 1.0 (.3) 295.8
Equipment 209.0 47.5 8.9 (1.6) 246.0
Leasehold improvements 28.8 4.0 7 (.5) 3.6
Construction in Progress _79.1 (3.0) I | o 76.6
$583.6 $117.7 $12.1 5 L1) $689.1
Py TmmIIITT oy

{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 January
1. 1977, and on the straight-line basis for property acqpircd subsequently. The remainder of

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:

Buiidings 20-45 years
Equipment 8-15 years
Leasehold improvements Life of lease



AVON PRODUCTS, INC. AND SUBSIDIARIES

SCHEDULE VI ACCUMULATED DEPRECIATION AND AMORTIZATION
PROPERTY, PLANT AND EQUIPMENT

(In Millioms)
Balance st WI » Balance ai
begmning  coats and Other ond
of period  expemses Retirements  changes ) of period
Year Ended December 31, 1982
Buildings $ 896 $35.4 - S $ (45) S1203
Equipment 1148 = 88 11.8 (5.3) 106.5
Leasehold improvements 10.2 2.4 2 0 12.4
Investment grants 5 0 0 (.5) 0
$215.1 $46.6 ﬂézl' gg_g._g; ,5,2,2,%
Year Ended December 31, 1981
Buildings : $ 8.1 85100 $ 3 $ (60) S 896
Equipment 114.0 19.1 10.5 (7.8) 114.8
Leasehold improvements 9.3 2.4 3 (.6) 10.2
Investment grants A 0 0 A 5
$209.8 $31.5 $il.9 $(143) $215.1
e p——g e e s
Year Ended December 31, 1980
Buildings $ 794 $ 87 $§ & $ (1.4) § 86!
Equipment . ; 103.8 16.8 50 (1.6) 1140
Leasehold improvements 1.6 2.3 3 (.3) 9.3
Investment grants o | 0 0 2 4
$191.0 $27.8 $ 59 $ (3.1) 52098
- P === === Py

(a) Translation adjustments, transfers and reclassifications.
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Mallinckrodt, Inc.

675 McDONNELL BLVD. . P.O. BOX 5840 . ST.LOUIS MO 63134 . (oid) BOS. 2000

-

February 9, 1982

To OUR SHAREHOLDERS:

You are cordially invited to attend a Special Meeting of Shareholders of

Mallinckrodt, Inc. to be held on Monday, March 8, 1982 at Mailinckrodt's Head-

uarters, 675 McDonnell Boulevard (McDennell Boulevard and 1-270), St. Louis
ounty, Missouri commencing at 9:00 o'clock AM., Central Standard Time.

At the Special Meeting you will be asked to consider and vote upon an
Agreement and Plan of Merger (the "Merﬁcr 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-
ckrodt Common Stock (except shares owned by AVP Holdings and shares held by
shareholders 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 Heldings has acquired, through
a cash tender offer 1o 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 concerning Mallinckrodt and Avon. Please give this information your careful
attention.

After careful consideration, your Board of Directors has unanimously ap-
proved the merger and the Merger Agreement and recommends that vou 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.

7

Harorp E. THAYER RaymMoND F. BENTELE
Chairman of the Board Presidert and Chief Executive Qfficer




MALLINCKRODT, INC.
NOTICE OF A SPECIAL MEETING OF SHAREHOLDERS

Notice is hereby given that a Special Meeting of Shareholders of Mallinckrodt,
Inc., a Missouri corporation (“Mallinckrodt”), will be held at Mallinckrodt’s Head-
quarters, 675 McDonnell Boulevard, St. Louis County, Missouri, on Monday,
March 8, 1982 at 9:00 o’clock AM., Central Standard Time, for the following
purposes:

. To consider and vote upon a proposal to approve an Agreement and Plan
of Merger dated December 15, 198! 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
Shareholders and all adjournments thereof.

By Order of the Board of Directors

70;-4-‘(7‘1&/

RAYMOND M. ASHER
Vice President, Secretary and
General Counsel

St. Louis, Missouri
February 9, 1982

THE SHARES OF CAPITAL STOCK OF AVON PRODUCTS, INC. TO WHICH THIS
PROSPECTUS RELATES HAVE NOT BEEN APPFROVED OR DISAPPROVED BY THE SECURI-
TIES AND EXCHANGE COMMISSION NOR HAS THE COMMISSION PASSED UPON THE
ACCURACY OR ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION TO THE
CONTRARY IS A CRIMINAL OFFENSE.




JOINT PROXY STATEMEN]

AVON PRODUCTS, INC. MALLINCKRODT, INC,

Special Meetings of Shareholders to be held on March 8, 1982
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“o person has been authorized f give any mformation or to make any representation other than
ntained he 1 in connection with th described herein, and, i given or made, such infor-
{101 epresentaton must w relit m as having been authorized by Avon Prodaocts, Inc.
AVP Holdings, Inc r A lincks }
he date of this Joint Proxy Statement / P ospectus is February 9, 1982




SUMMARY OF JOINT PROXY STATEMENI

Avon Sharcholders’ Meeting

Farpose of Meeting

. )
itime and Place

Bistanding

Mallinckrodt Shareholders’ Mee ting

i Meeting




The Merger

i Exchange of Shares: At the effective time of the Merger, each outstanding share
u of Mallinckrodt Common Stock (except shares owned
B by Holdings and shares held by shareholders who per-
: fect their dissenters’ rights under Missouri law) will be
converted into the number of shares of Avon Capital
i Stock determined by dividing $50 by the average closing
4 Frice of Avon Capital Stock on the Composite TIF
j or the 22 New York Stock Exchange (“NYSE")
i trading days immediately o:receding the third calendar
: day before the Mallinckrodt shareholders’ meeting, but
in no event less than 1.429 or more than 1.667 shares.

Federal Income 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, (i) no gain or loss will be recognized by
Mallinckrodt shareholders who did not exchange any
of their Mallinckrodt Common Stock for &:x-
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
Ca;lalital 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-
—— u:n ducrlpdolM “The Proposed M:j“u
carefuily under
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 10 object to the Merger
and receive in cash the “fair value™ of his shares of
Mallinckrodt Common Stock as determined in an ap-
gmsal proceeding. See “The Proposed Merger and

elated Transactions—Dissenting Sharcholders of
Mallinckrodt and Avon”. Avon shareholders are not
entitled to appraisal rights in connection with the
Merger,

after the Merger: After the effective time of the Merger, Holdings, as the
surviving corporation, will be operated as a wholly
owned subsidiary of Avon under the name of Mallin-
ckrodt, Inc. by the current officers of Mallinckrodt.
It 15 Avon's intention that, following the Merger,
Messrs. Harold E. Thayer aad Raymond F. Bentele of
Maliinckrodt will join the Board of Directors of
Avon, and Mr. Bentele will be elected an Execative

i
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Nine Months Ended September 30, 1930
Pro Forma Pro Forma
Avon Mallinckrodt Adjustments
(In Millions, Except Per Share Amounts)
DR DB s 555 2 x2S S R e S e $1,701.7 $328.8 $ $2,030.5
Costofgoodssold . .................... 638.9 204.2 843.1
Marketing, distribution and administrative
R P 823.1 74.6 8.6 906.3
Interest income and other income
(deductions)—net .. ................ 25.3 (.5) (38.1) (13.3)
Taxesonearmings . . ................... 131.2 23.1 (17.6) 136.7
Net earnings ....... T Ty ] D | $ 1338 $ 264 $(29.1) $ 1311
===
Per share
Net earnings ... .................. $ 222 $ 1.79
Cash dividends . . ... . ccovuiericny $ 220 $ 220
Average shares outstanding . . ... .. .. ' 60.15 73.05
Year Ended December 11, 1980
Pro Forma Pro Forma
Avon Mallinckrodt Adjustments Combined
(In Millions, Except Per Share Amounts)
Net sales . .......... et A 2 o $2,569.1 $441.8 $ $3,010.9
Cost of goods sold . .. ... ... A ol A, o 959.9 274.3 1,234.2
Marketing, distribution and administrative
CEPEDEES . ... ... s s hra 1,169.4 100.3 11.5 1,281.2
Interest income and other income
(deductions)—net . ................. 32.5 (.8) (50.7) (19.0)
Taxesoneamings ..................... _ 2310 30.4 {(23.3) 238.1
Net earnings ..... ... AR B SR T T LT $ 36.0 ${38.9) $ 2384
Per share
Net earnings ... ... SRl R . § aul $§ 326
Cash dividends ................... $ 295 $ 295
Average shares outstanding . . .. .......... 60.15 73.05
Pro Forms Condensed Combined Summary of Financial Condition
(Unaudited)
September 30, 1981
(I Millions, Except Per Share Amount)
TOUE BIRE s a i N b o v v coe $2,271.1
Working capital ...... ... co0cciiaiqaninn 506.6
Shareholders’ equity . ..... ............... 1,303.3
Book value pershare . .. ... ......... €300 f o 17.84

Recent Market Prices of Avon Capital Stock and Mallinckrodt Common Stock

On February 8, 19562, 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 c¢f 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 Mailinckrodt Common Stock before the proposed
Merger was first publicly announced, the closing price of Aven Capital Stock on the Composite Tape
for the NYSE was $31% per share, and the closing bid and asked prices for Mallinckrodt Commeon
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”.




AVON PRODUCTS, INC. MALLINCKRODT, INC.

9 West 57th St 675 McDonnell Blvd.
New York, N. Y. 10019 P.O. Box 5840
(212) 546-6015 St. Louis, Mo. 63134

(314) 895-2000

JOINT PROXY STATEMENT

INTRODUCTION

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 sharcholders 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
Capital Stock, par value $.50 per share, of Avon (“Avon Capital Stock™) to shareholders of Mallin-
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-
holders of Mallinckrodt, shareholders will consider and vote upon a proposal to approve an Agreement
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 cutstanding 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 sharcholders 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
9, 1982,

All the information contained herein with respect to Avon and Hoidings bas 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, “bereficial ovrisership”™ 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 (i.e., 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 shareholder is 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
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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
disciaim 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 revoked, 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 Mailinckrodt. 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




IHE PROPOSED MERGER AND RELATED TRANSACTIONS
General

I'he detailed terms of and conditions to the Merger are contained in the Merger Agreement which is
ittached to this Joint Proxy Statement as Annex 1. 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

\ A

Backeround f the Merger Tender Offer
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sented by its financial advisor, Morgan Stanley. See “lnvestment 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 I1 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 thereofl. 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 31,480,000 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 1775, 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-
ckrodt 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 IIT 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 350% 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-haif 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
acquires more than S0% 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 muitiplied by the actual number
of shares acquired. Mallinckrodt has also agreed to reunburse Morgan Stanley for certain expenses

2
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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 Incorporation, 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.

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-
poration’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 certificate
of incorporation, declare and pay dividends in cash, bonds or property except when the corporation is
insolvent or would thereby be made msolvent. 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 ail of a corporation’s assets (which sales are not sales in the ordinary course of
business). Shareholders who compiy with certain statutory procedures are entitled 1o 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 arc 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 (¢) any preemptive right to
acquire shares or other securities or which exciudes or limits the right to vote on any matter.

9
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Benefit Plans of Mallinckrodt

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 favorabie 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 wiil of Edward Mallinckrodt, Jr. in the sam«. 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 Agreement by Mallinckrodt, all outstanding options granted under
Mallinckrodt's 1978 Non-Qualified 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 Mailinckrodt Option Plan, other than directors and officers of Mailinckrodt,
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 effective 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 Capitai 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 specified 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 & Flom, 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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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 1o 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 Offer, 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 essentiaily
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 FORTH ABOVE IS INCLUDED FOR
GENERAL INFORMATION ONLY. MALLINCKRODT SHAREHOLDERS ARE URGED TO
CONSULT THEIR TAX ADVISORS TO DETERMINE THE PARTICULAR TAX CONSE-
QUENCES TO THEM (INCLUDING THE APPLICATION AND EFFECT OF STATE AND
LOCAL INCOME AND OTHER 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. 1t 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 (2) the absence of a preliminary or permaneni
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, (¢) the performance of the agreements and covenants contained in the Merger Agreement,
(d) the continued effectiveness 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
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 affects 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. 1If such acquisition should not be approved by the Governor in Council, the
Minister could request a Canadian court to issue an order rendering augatory 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 reasonabie. 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 ‘1 foreign regulatory approvals
required to be obtained prior to the Merger will have been obtained by .. 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. Alithough 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 effect on Holdings and its subsidiaries taken as a whole.

Antitrust Matters

On December 16, 1981, both Avon and Mailinckrodt filed Notification and Report Forms with
respect to the Merger with the Antitrust Division of the Department of Justice (the “Antitrust Division™)
and the Federal Trade Commission (the “FT'C") for review pursuant to the Hart-Scott-Rodino Antitrust
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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 THESE PROVISIONS OF MISSOURI LAW, MALLIN-
CKRODT SHAREHOLDERS WHO ARE CONSIDERING DISSENTING FROM THE MERGER
SHOULD CONSULT THEIR LEGAL ADVISORS.

Avon Shareholders
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 complaim, the plaintifi 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
Bid Asked
Mg Low High Low ~ High  Low
1980
First Quarter . . ; $40% $31%4% $213%, $16134, $2113{, $17%
Second Quarter . ... .. 387% 2% 23144, 17%4 2454 18
Third Quarter ... .... 40% 34% 301, 22%4 301844 23
Fourth Quarter . . ... 38% 2% 37 271%, 37%, 27184,
1981
First Quarter ... ... .. 39% 3214 361344 31%, 36134, 314,
Second Quarter . . .. 42% 37 398 314 40 313 %4
Third Quarter . ...... 38% 32% 394, 31% 3914 3%
Fourth Quarter . ... .. 5% 29%4 487 35% 49 35%
1982
i rter (throu
F"F?:ng?ry 8.( 1982;? 304, 26% 4714 444 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 $4414 and $443% per share, respectively. On December 11, 1981,
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PRO FORMA CONDENSED COMBINLD STATEMENT OF FINANCIAL CONDITION AND
PRO FORMA CONDENSED COMBINED STATEMENT OF EARNINGS—(Unaudited)

The tollowing unaudited pro forma condensed combined statement of financial condition as of
September 30, 1981 and the unaudited pro forma condensed combined statements of earnings
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
based on purchase accounting, These pro forma statements do not purport to be indicative of the
resuits 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 Mailinckrodt appearing elsewhere in this Joint Proxy
Statement and should be read in conjunction with those financial statements and the related notes.

PRO FORMA CONDENSED COMBINED STATEMENT OF FINANCIAL CONDITION
SepTEMEBER 30, 1981

(In Millions )
ASSETS
Pro Forma
Combined—
Pro Forma Avon and
Avon Mallinckrodt Adjustments Mailinckrodt
Current assets
Cash and short-term investments. . § 133.9 $ 144 $(83.1)(1) $ 652
Accounts receivable—net . .. . .. 230.6 78.4 309.0
Inventories—net ... ........... 449 8 93.8 543.6
Prepaid expenses . ............ 117.0 67 123.7
Total current assets .. ....... 931.3 193.3 (83.1) 1,041.5
Property-—net ............co0x. 515.7 162.9 678.6
Goodwill and other assets . ... .. .. 57.9 35.0 458.1 (2) 551.0
$1,504.9 $391.2 $375.0 $2.271.1
f————————— 1 —————— ]
LIABILITIES AND SHAREHOLDERS' EQuUITY
Current liabilities
Notes payable .. ............. $ 817 $§ 49 $ $ 866
Accounts pavable and accrued
gxpenses . .. . P e 220.0 418 261.8
Retail sales and other taxes .. .. 78.5 7 792
Taxes on earnings ... .... s 97.4 99 107.3
Total current liabilities . . .. .. 477.6 5.3 534.9
Long-term debt ....... eE 2.4 40.8 2714 (3) 314.6
Other liabilities ..... ........... 49.8 53 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 $391.2 $375.0 $2,271.1
ot e 3 15 e L ALD.S il

3 (See naotes on following page)
1




IFS TO PRO FORMA CONDENSED COMBINED STATEMENT OF FINANCIAL CONDITION

Pid
A\
Vi \




Net sales

United States
International

Cost of goods sold . .

Grossprofit .. ... .........

Marketing, distribution and

administrative expenses . .

Operating profit . . .
Interest income

PRO FORMA CONDENSED COMBINED STATEMENT OF EARNINGS
(In Millions, Except Per Share Amounts)

Nineg Montes Expep Serremeer 30, 1981

Other income (deductions).--net .

Earnings before taxes ... ..
Taxes on eammings . .......

Net earnings ...
Per share
Net earnings ..

Book value (at end of period) .

Average shares outstanding

Net sales

United States ..... ..
International .......
Cost of goods sold ... ....
Grossprofit . ............
Marketing, distribution and

administrative expenses .
Operating profit .. .......
Interest income

Ning MontHs ENpED SEPTEMBER

Other income (deductions )—net . .
Earnings before taxes ...........

Taxes on earnings .......
Net earnings

Net earnings per share .
Average shares outstanding

Avon

$ 9599
826.2

1,786.1

710.7
1,075.4

$2.17
§15.24
60.15

$ 8838.7
813.0
1,701.7
638.9
1,062.8

823.1

239.7

282
(2.9)

265.0

131.2

§ 1338

$2.22
60.15

23

Pro Forma
Mallinckrodt Adjustments
$330.3 $
404
370.7
232.0
1387
837 86 (1)
55.0 (8.6)
1.6 (8.6)(2)
(1.9) (30.6)(3)
54.7 (47.8)
25.2 (18.0)(4)
$295 $(29.8)
30, 1980
$294.3 $
34.5
3288
204.2
124.6
74.6 8.6 (1)
50.0 (8.6)
1.8 (7.5)(2)
(2.3) (30.6)(3)
49.5 (46.7)
23.1 (17.6)(4)
$ 26.4 $(29.1)

Pro Forma
Combined—
Avon and

$1,290.2
__8666
2,156.8
942.7
1,214.1

958.1

256.0

299
(18.0)

267.9

137.7

$ 130.2

$1.78(5)
§17.84
73.05

$1,183.0
847.5
2,030.5
843.1
1,187.4

906.3
281.1
22.5
(35.8)
267.8
136.7
§ 131.1
e
$1.79(5)
73.08

(continued on following page)
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HISTORICAL 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 Hurdman, 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 Mounths Fnded
September 30, Year Ended December 31,
1981 1980 1980 1979 1978 1977 1976
(Unaudited)
{1n Millions, Except Per Share Amounts)
Net sales
United States ................ $ 9599 % 8887 81,3321 $1,3265 $1,233.0 $1,0194 § B865.1
International . .............. 826.2 813.0 1,237.0 1,051.0 8533 689.3 617.1
1,786.1 1,701.7 2,569.1 2,377.5 2,086.3 1,708.7 1,482.2
Cost of goods sold ... ......... .. 710.7 638.9 9599 899.7 759.1 619.7 544.4
Marketing, distribution and adminis-
trative expenses .. ...........,.. B65.8 823.1 1,169.4 1,034.8 880.4 7188 617.1
Interest income ... ... . ........... 36.9 282 398 34.3 299 22.0 203
Other income (deductions)—net ... 14.3 (2.9) (7.3) 29 (8.5) (2.5) 5.0
Taxes on earnings . . .............. 130.5 131.2 2310 229.5 2346 1942 174.6
Net earpings ..........c.co00.44:. 3 1305 §$ 1338 § 2413 3§ 2507 §$ 2336 §$ 1955 § 1714
i — — e
Per share
Net eammings(1) ......... ..... $ 217 $ 222 8 401 § 417 § 389 S$ 326 § 286
Book value (at end of period) $ 1524
Cash dividends .............. $§ 22 $§ 220 $ 295 §$ 275 § 255 § 220 § 180

Average shares outstanding ... ... 60.15 60.15 60.15 60.14 60.11 60.02 §9.99

(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 .. ..o oinneinennenn. $2,613.8 2,569.1
Taxes on earnings ............. 2258 230.3
Net earnings .......o0evcuivn.- 2199 242.1
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 Seprember 30, 1981 and 1980 are unaudited but, in the opinion of Mallin-
ckrodt, include all adjustments necessary for a fair statement of the results of the periods indicated.
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Except Per Share Amounts

Year Ended
December 31
1981 1986

(In Millions
Except Per Share Amounts

AVON




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
: s (In Millions)

Cosmetics, fragrances and toiletries:

Fragrance and bath products for women ........... .. $ 7723 $ 7488 $ 6895

Makeup, skin-care and other products for women . ..... 770.7 674.8 532.6

Men's toiletry products .. .............. ..., 198.7 209.6 202.2

Daily-need, chiidren's and teen products .. ..... ... . .. 241.6 213.8 185.2

Subtotal .............. ... i iiiaa... L 1,983.3 1,847.0 1,609.5

Fashion jewelry ... ..... A TN AT e b R RS et s e % 425.2 399.2 362.4

e DA I 160.6 131.3 114.4

Consolidated .. ......... ... ... iiviiuiiinnss $2,569.1 $2,377.5 $2,086.3

e ——— s

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 Breeze, Sweet Honesty, Honeysuckle, Wild Jasmine, Hawaiian White Ginger, Moo 1~
wind, Field Flowers, Charisma, Qccur!, Topaze and Roses, Roses.

Makeup, Skin-Care and Other Products for Women-—These products include makeup items such
as lipsticks, mascaras and eye shadows; skin-care products; nail and hand-care items; and brur-care
products such as shampoos, conditioners and brushes.

Men’s Toiletry Products—Men's toiletries include colognes, after-shave lotions, shaving creams,
talcs 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, Trazarra, Clini, 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

Th ashion jewelry line is sold in the United States and in several foreign countries. The line,
which includes rings, earrings, bracelets and necklaces, 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

Tiffany & 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 all its products.
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most instances the Representatives) to make regular contributions to social benefit funds established
for employees. Although gencrally Avon bas been able to deal with these questions in a satisfactory
mauner, the matter has not been finally resolved in all countries. [f 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 10 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 will increase 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 vears. 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 und 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 promotinnal 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 weil-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 particuiar 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 eurnings comparable with Avon's.
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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 effect 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 distrnibution 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 Seprember 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 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.

Employees

At December 31, 1981, Avon employed approximately 34,400 persons. Of these 15,400 were
emploved 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 Matiers

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, eamings or competitive position of Avon.
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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, 6841
Percent of Capital Stock: 4.63

Mr. Clark was, until his retirement in 1976, Executive Vice Presideat of Avon. He joined Avon
in 1943, 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, JR. Shares Owned Beneficially:
1953 Age: 62 Sole Beneficial Ownership: 659,385
Shared Beneficial Ownership: 1,652.234+
Percent of Capital Stock: 3.84

Mr. Clark is Chairman of 'he 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-
poration of Massachusetts Institute of Technology and is a Trustee of the Woods Hole 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.

Davip W. MITCHELL 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.

¥ The “Shared Beneficiai 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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in the case of (i) below, of recommendations with respect to (i) salary rates and bonuses of corporate F
officers, and terms and conditions thereof, (ii) key 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
formai 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 1able shows information with respect to remuneration paid or accrued to the five
most highly compensated directors or executive officers 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 Individual Capacities in Directors’ Fees Personal
or Identity of Group Which Served and Bonases _Benefits
David W. Mitchell . ... Chairman of the Board, Chief Executive
Officer and Director § 604,123 § 12,040
William R. Chaney ... ... President and Director $ 428,139 8§ 12,260 |
James E. Preston ....... Executive Vice President and Director $ 314416 $ 11,040 |
Edmund W. Pugh, Jr. .. .. Senior Vice President—Finance $ 256,383 $ 20,316 |
Henry B. Plat(l) . . . Vice Chairman of Tiffany & Co. and Director § 400,000 w i
All directors and officers |
(68 persons including the above) ... .. : . b e §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 benefit 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 ycars 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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AVON PRODUCTS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION-—(Coentinued)

(In Millions )
LIABILITIES AND SHAREHOLDERS' EQUITY
December 31,
Sepisar 1980 : 1979
(Unandited )
Current liabilities
Notes payable . ... .. S A § 817 § 366 $ 580
Accounts payable . . : . : 92.8 113.5 102.1
Accrued expenses . ot Tl W 65.1 87.7 62.4
Accrued compensation . . o 59.1 3l4 30.5
Retail sales and other taxes . . e 78.5 107.6 76.9
Taxes on earnings ... ... B I . 97.4 173.5 141.5
Total current liabilities . . . ......... ... ..., 477.6 550.3 471.4
Long-term debt ...........ccociiciiaianiinns 2.4 2. 4.1
Other liabilities
Foreign employee benefit plans : 438 45.7 42.0
Other . i v ‘ , - 6.0 4.8 59
49.8 50.5 479
Deferred income taxes ... ... il a2 i R a1 58.6 46.8 254
Shareholders’ equity
Capital stock, par value $.50
Authorized 80,000,000 shares
QOutstanding 60, 154 424, 60,153,045 and
60,148,245 shares i G x 30.1 30.1 30.1
Capital surplus . | e R it 592 59.2 59.0
Retained earnings HE s Rtk b f ‘s 827.2 831.9 768.1
__9.3_ 6.5 921.2 857.2
$1,504.9 $1,571.4 $1,406.0
e RO "

The accompanying notes are an integral part of these statements.
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AVON PRODUCTS, IN AND SUBSIDIARIES

CONSOLIDATED

STATEMENT OF EARNINGS AND RE FTAINED EARNINGS

In Millions, Except Per Share Amounts)
I

Nine Months Ended

September 30 Year Ended December 31

1981 1980 1980 1979 i978

Unaudited )




AVON PRODUCTS, IN( AND SUBSIDIARIES

ONSOLIDATED STATEMENT 0O1 HANGES IN FINANCIAL POSITION

(1o Millions )

Nine Months Ended
September 30 Year Ended Deceinber 31
l 1981 1980 1980 1979 1978

{ Unaudited
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AVON PRODUCTS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued )

Year Ended December 31,
(In Millions)
Net Operating  Identiflable eciation To
Sales Profit Assets xpense
GEOGRAPHIC AREAS—( Continued )
1978
United States . . ... ... .......... $1,2530 $298.7 § 499.0 $11.5 $ 354
Europe ... ................ o 370.1 67.2 181.5 4.2 15.6
Latin America . ... ............ 208.6 64.2 185.9 3.0 12.2
All other foreign . ... ...... ... A 194 8 259 106.8 | 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 . . . . X en $2,086.3 $446.8 $1,282.4 $20.8 L T5.6
3 ey

Effect of Foreign Exchange Fluctuations

Net carnings were unfavorably affected by foreign exchange fluctuations, as follows (in millions):

Foreign exchange gains (losses )—aet:

Translation of foreign currency statements into U.S. dollars, and
realized and unrealized foreign currency transactions . . ... .. ..

Translation of certain items, principally inventories, at historical rates

Detail by country:
Brazil . . ... a0 o R i e o g g R
Argentina
T R e e
United Kingdom . . A e e vl P P
A e R Wi B PR T, T
All other—net . .. ... ... .. ... o N

Short-term Investments

1980 197% 1978
$(24) § 55 $(3.6)
(19.6) (18.3) (5.3)
$(22.0) $(12.8) $(8.9)
$(16.2) $(161) $(5.3)
(3.1) (4.7) (2.5)
(1.7) 34 2.6
1.2 2.1 0
(2.3) 2.0 3

A 3 0
$(22.0) $(12.8) $(8.9)
=== =l

Short-term investments consisted primarily of certificates of deposit and time deposits.

Lines of Credit

Unused lines of credit at December 31, 1980 approximated $105
to International operations and consisted almost entirely of overdraft

million. This amount is related

facilities.

These lines of credit

involved no material commitment fees. As a matter of practice, the Company maintains its bank balances

in amounts sufficient 1o compensate banks for credit lines and services.
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MALLINCKRODT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Long-Term Debt

The 53 % 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 nacipal 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 redeiuption and
retirement of $1.650,000 principal amount of Debentures on November | 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 614 % issue provides for annual sinking fund
payments of $125,000, commencing June |, 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 equezl 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 oi credit available.

The credit agreements provide certain restrictions on borrowings, leveis 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 compliance 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 1982 1983 1984 1985
$1,948 $418 $2,084 $402 $343

Income Taxes

Presented below is a conparative summary of income tax expense:

1980 1979 1978
i1a Thousands)
US. QUETENt . . . oo v i ivne et e $22,839 $21,968 $18,890
US deferved ... ..c..i0civvvvnn . . 1,281 608 1,179
e L S L T R e Ty 2,651 1,842 1,873
Forei;m, including deferred .. 4 e b ey A % e x 5,384 4,109 3,370
Investment tax credit .. ... .. , . o (1,791) (975) (1,450)
$30,364 $27,552 $23,862
e ———r—— e
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outstanding immediately prior to the Efective 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 Article 11

(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, and such fractional share interesis will not entitle the owner thereol 10 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 1o 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 Effective Time. the outstanding shares of
Parent Common Stock shall have been changed into a different number of shares or a different 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.

1. 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, vaiidly existing
and n good standing under the laws of the jurisdiction of its incorporation, and has all requisite power
and authority, corporate and otherwise, 10 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 transactions contemplated hereby.

3.02. 7a) 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, icase, 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
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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)
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
defined in the termination agreements, the Company will use its best efforts 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 (i) the requirement that Mr.
Raymond F. Bentele report to the Chief Executive Officer of Parent shall not constitute “Good
Reaso:. " 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 10 use
all reasonabie efforts 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 VII 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 efforts to respond as
promptly as practicable o all inquiries 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 efforts 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
affiliates 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.

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 Effective 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,
under the Exchange Act

6.16. Parent shall cause the Surviving Corporation to indemnify, defend and hold harmiess the
present and former officers, directors, employees and agents of the Company (an “Indemnified Party™)
after the Effective Time against all liabilities ansing out of actions or omissions occurring prior to the
Effective 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 reguired 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 shail 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 officers’ 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 shail 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 @ separate
subsidiary headquartered in St. Louis, Missouri and not to make any changes 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 Offer. Parent will keep cash availabie 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 supplemental indenture, 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 offer 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 difference
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 number of shares of
Company Common Stock covered by such warrant,

6.23. At all imes 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,
1o 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 1o 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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(b) by the Company if the Offer has not been commenced by December 21, 191 or by either
the Company or Parent if the Offer is terminated without any shares of Company Common Stock
being purchased thereunder; or

(¢) 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 officers 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 hergof 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 may not be amended except by an instrurent 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 sharehoiders
of which are, entitled to the benefits thereof.

IX. GENERAL PROVISIONS

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
to this Agreement shall not survive the Merger, except that the agreements contained in Article 1T and
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
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 sharehoiders 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 (o= 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 8. Arnold Zimmerman
Senior Vice President, General
Counsel and Secretary
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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 of 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 point of view

to the present shareholders of Avon.

Very truly yours,

BLYTH EASTMAN PAINE WEBBER
INCORPORATED !
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ANNEX IV
General and Business Corporation Law of Missouri

151.455, Shareholder who objects to merger may demand value of shares, when l [1 har
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PART 1|

ITEM 1. BUSINESS

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 arc the manufacture and sale of cesmetics, fragrances and toiletries; the
manufacture and sale of fashion jeweiry and accessories; the rental and sale of home heaith care
equipment and the sale of medical supplies; and the sale of apparel. Financial information reiating to
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 $675 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 miilion in cash and notes.

MERGER

On January 22, 1986, the Company, The Medipiex Group, Inc. (“Mediplex™) and Abraham D.
Gosman, the controlling stockholder of Medipiex, 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 $195 million in cash and $25
million in notes. The agreements also provide for contingent payments to Mr. Gosman of up to $52.6
million based on the annual pre-tax income of Mediplex over the next three years.

AVON Division

The Avon Division's (“Avon") two principal industry 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 6350 products are currently mar keted
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 Products for 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.

Mak=up, Skin Care and Other Products for 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 Toiletry Products—These include colognes, after shave lotions, taics, skin care products
and soaps, in a number of fragrances that are based on a particular scent and packaging theme.
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Personal Care, Children's and Teen Products—Personal care items include deodorants, anti-
perspirants and household products 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
territory. The size of an average territory is 100 homes in the United States and from 100 to 150
homes 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 iteins 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
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
recommended seiling 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 arc 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
means of obtaining new representatives. In the United States, a program is in effect to help recruit and
retain more productive and permanent representatives. Under this program Avon pays the recruiting
representative a 5% bonus on the purchases from 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 empioyees.
Although generally Avon has been abie 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
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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,
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,
expiain 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-
miques, 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
cosmeuics and fragrances companies that manufacture and sell broad lines through various types of
retail estabiishments. 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, aithough 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 Avor in the United
States, aithough 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, new
product introductions, the guarantee of satisfaction and the personalized customer service offered 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 staff of artists and designers.

The design and development of new products are affected by the cost and avaiiability of such
materials as glass, plastics and chemicals. Avon belicves 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 manufactire 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 locatéd 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 several independent 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, Austna, 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-
iries 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.

Hearts 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
their homes. Foster Medical also distributes a broad line of medical supplies and equipment,
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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 expericnced 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 th~n 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 heaith 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 heaith 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 Sapplies

The principal markets for medical supplies are doctors’ offices, freestanding clinics and nursing
homes. Principal product lines include surgical instruments, diagnostic equipment, durable medical
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.



DirECT RLSPONSE

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.

James River Traders, a direct-mail apparel line, primarily for men, includes both private label and
brand name leisure and casual apparel.

Brights Creek, a direct-mail children's apparel line, compieted its first full year in 1985.

Great American Magazines, the mail-order magazine subscription business, has been authorized
1o solicit subsc-iptions for all major consumer publishers.

Operations are conducted from a sales and distribution facility in Newport News, Virginia.

RESEARCH ACTIVITIES

The amounts spent on research activities relating to the development of new produ.ts and the
improvement of existing products were $30.4 miilion in 1985, $30.6 million in 1984 and $33.5 million
in 1983, This research included the activities of product research and development, and package
design and development. Most of these activ.*es related to the development of cosmetics, fragrances
and toiletry products.

I MPLOYEES

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

ITEM 2. PROPERTIES

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 receiv’ .

from the manufacturing laboratories, warehoused and shipped to representatives in fulfillment of thur
orders.

Avon's domestic marufacturing laboratories are located in Morton Grove, Illinois; Springdale,
Ohio and Suffern, New York; and its distribution branches are located in A lanta, Georgia; Glenview,
Illinois; Newark, Delaware; Pasadena, California and Springdale, Ohio. International properties
include five manufacturing laboratories and six distribution branches in Eirope, five manufacturing
laboratories and ten distribution branches in Latin America and four manul acturing laboratories and
eight distribution branches in other countries. Avon's . ‘earch and developmert laboratories are
located in Suffern, New York. Avon leases “pace 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.

Substantially all properties, except the facilities of Foster Medical, are owned by the Company or
its subsidiaries.
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ITEM 2 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 frora Mallinckrodt's radiopharmaceutical facility in Maryland Heights, Missouri. The
plaintiffs sought approximately $510 million in compensatory damages, $505 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 Bennetr 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
Sharcholders, 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:

Eloctad
Title Name Age Ofticer
Chairman of the Board, Chief Executive Officer
and Director . .. ..., .......... ...... .. Hicks B. Waldron 62 1983(1)
President, Chief Operating Officer and Director  John S. Chamberiin 57 1985(2)
Executive Vice President and Director . James E. Preston 52 1971
Executive Vice Presidents . .. ..... Stephan F. Nagy 41 1985{(3)
Wilham 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 . ez vaala i John F. Cox 56 1984(4)
William K. Henn 57 1985(5)
Cam Hoak 16 1985(6)
Vice President and Controller . Norman H. Werthwein 41 1982(7)
Vice President and Treasurer Jobn 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 4% 1977
Paul B. Markovits 42 1979
Siri S. Marshall 37 1985
Rainer F. Paul 42 1981
Robert W. Pratt, Jr. 5§ 1983(10)
Virginia L. Trump 4] 1984

(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 4s a member of the Board of Directors since his election in 1980. Prior to Joining the Company,
Mr. Waldron was a Direcior and Executive Vice President of R. J. Reynoids Industries, Inc.. and
Chairman of the Board and Chief Executive Officer of its wholly owned subsidiary Heublein, Inc. Mr.
Waldron joined Heubiein in 1973 as President and Chief Operating Officer. Prior o joining Heublein,

‘Footaotes 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 s« 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
Company from 1954 until he joined Lenox in 1970 as Executive Vice President and a Director. In
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 Officer 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. Henn 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 Heublemn 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, ke was with KMG Main
Hurdman (Certified Public Accountants) and was clected a panner in 1978.

(8) Juhn 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 19785.

(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,
Director, 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 Heubiein, Inc. Dr. Pratt joined Heublein in 1976 and
was elected Vice President in 1978. Prior :0 joining Heublein, Dr. Pratt was with General Electric
Company from 1963 through 1976.




PART I

ITEM 5. 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 Sharehoiders.

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.

ITEM 7. MANAGEMENT'S 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 1985 and 1984", the “Discussion of 1984 and 1983" and “Information

on Inflation and Changing Prices” on pages 2 through S of the Company’s 1985 Financial Annual
Report to Sharehoiders.

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 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 § of the
Company’s 1985 Financial Annual Report to Shareholders.

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 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.

ITEM 11. 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.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT
This information is incerporated by reference to the “Election of Directors” section of the Com-
pany's Proxy Statement for the 1986 Annual Meeting of Shareholders.

ITEM 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.
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4.5

10.4

10.5

10.6

10.9

Description
—-Placement Agreement, dated as of August 3i, 1983, among Avon
Capital Coiporation, the Company and Lehman Brothers Kuhn Loeb

Incorporat (incorlgoraled by reference to Exhibit 4.2 to the Company’s
Annual Report on Form 10-K for the year ended December 31, 1983§

~-Dealer Agreement, dated as of April 17, 1984, between Avon Capital
Corporation and Morgan Stanlev & Co. Incorporated (incorporated by
reference to Exhibit 4.1 to the Company's Registration Statement on
Form S-14, Registration No. 2-20865, filed May 2, 1984).

—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 1o Post-Effective Amendment No. | on Form S-8 to the
Company's Registration Statement on Form S-14, Registration
No. 2-90865, filed June 27, 1984).

—-The Company agrees to provide the Commission, upon request, copies of

instruments Jcﬁning the rights of holders of long-term dr.;%1 of the Com-

ny and all its subsidiaries for which consolidated or unconsolidated
inancial statements are required tc be filed with the Commission.

—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).

——Mallinckrodt, Inc. 1978 Stock Option Plan, as amended (incorporated
herein by reference to Exhibit 10 (1ii)-2 to the Company’s Annual Report
on Form 10-K for the year ended December 31, 1982).

—Foster Medical Corporation 1982 Stock Ogtion Plan (incorporated here-
in by reference to Exhibit 28.1 to Post-Effective Amendment No. 1 on
Form S-8 to the Comganf"s Registration Statement on Form S-14, Re-
gistration No. 2-90865, filed June 27, 1984).

—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).

—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).

—Employment agreement, dated as of March 27, 1984, among Foster
Medical Corporation, the Company and John H. Foster (incorporated by
reference to Exhibit 10.] to the Company's Registration Statement on
Form S-14, Registration No. 2-90865, filed May 2, 1984).

—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 Comgnny's Registration Statement on Form S-14, Regis-
tration No. 2-9C865, filed May 2, 1984).

—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 vear ended December 31, 1984).

—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).
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10,12

10.14

10.135

10.1¢

10.17

10.18

10.19

10.20

10.21

10.22

10.23

Description
—10% Convertible Subordinated Debenture due May 30, 1994, of the
Company sold to John H. Foster (incorporated by reference t0 Exhibit
10.10 to the Company's Annual Report on Form 10-K for the year ended
December 31, 1984).

—Purchase Agreement, dated as of May 30, 1984, between the Company,

Foster Medical Corporation and John H. Foster (incorporated by refer-

ence to Exhibit 10.11 to the Company's Annual Report on Form 10-K
for the year ended December 31, 1984).

— Promissory Note, dated as of May 30, 1984, between Foster Medical

Corporation and John H. Foster (incorporated by reference 10 Exhibit

10.12 to the Comgany's Annual Report on Form 10-K for the year ended
984

December 31, | ).

—Agreement, dated as of January 7, 1985, among the Company, Foster

Medical Corporation and John H. Foster (incorporated by reference 10

Exhibit 10.13 to the Company's Annual Report on Form 10-K for the
year ended December 31, 1984).

—.10% Convertible Subordinated Debenture due May 30, 1994, of the

Company sold to Stephen F. Nagy (incorporated by reference to Exhibit

10.14 to the Company's Annual Report on Form 10-K for the year ended
December 31, 1984).

—Purchase Agreement, dated as of May 30, 1984, between the Company,
Foster Medical Corporation and Stephen F. Nagy (incorporated by
reference to Exhibit 10.15 to the Company s Annual Report on Form

10-K for the year ended December 31, 1984).

—Promissory Note, dated as of May 30, 1984, between Foster Medical
Corporation and Stephen F. Na%{y (incorporated by reference to Exhibit
10.16 to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1984).

—Agreement, dated as of January 25, 1985, among the Company, Foster

Medica! Corporation and Stephen F. Nagy (incorporated by reference 10

Exhibit 10.17 to the Company's Annual Report on Form 10-K for the
year ended December 31, 1984)

——Form of Employment Agreement, between the Company and each of the

members of its Corporate Management Committee {incorporated by

reference to Exhibit 10.18 t0 the Company’s Annual Report on Form 10-
K for the year ended December 31, 1984).

— Letter Agreement, dated as of May 1, 1984, between the Company and
John F. Cox.

—Supplemental Bxecutive Retirement Plan and Supplemental Life Plan of
the Company, effective as of January 1, 1982.

—Avon Products, Inc. Performance Unit Plan (incorporated by reference
to Exhibit 10.14 to the Com ny's Annual Report on Form 10-K for the
year ended December 31, 1983).

—Letter Agreement, dated as of January 17. 1985, among the Company,
Foster Medical Corporation and Stephen F. Nagy.

—Stock Option Agreement, dated as of March 27, 1984, between the Com-

ny and Foster Medical Corporation (incorporated herein by reference

1o Exhibit C to the Company's Schedule 13D dated April 3, 1984 relat-
ing to Foster Medical Corporation).
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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 PropucTs, INC.

By W, TuoMas KNIGHT

W. Thomas Knight
Group Vice President, General Counsel
und Secretary

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on - half of the registrant and in the capacities and on the dates
indicated.

Signature Title Date
Chairman of the Board
and Chief Executive Officer—
o Principal Executive Officer March 13, 1986
Hicks B. Waldron

Group Vice President,
Finance—Principal
i Financial Officer March 13, 1986
Jules Zimmerman

Vice President and Controller-—
» Principal Accounting Officer March 13, 1986

Norman H. Werthwein

RutH BLock

JOuN S, CHAMBERLIN
Hays CLARK

DoNALD S. FREDRICKSON
Stancey C. GAuLT
Davip W. MITCHELL .

Mg gy o ! Directors March 13, 1986
MeruN E, NELSON
James E. PRESTON
ErnesTA G. PrOCOPE
JoserH A. RiCE
CeciLy C. SeLsy

*By  W. THOMAS KNIGHT
W. Thomas Knight, Attorney-in-fact March 13, 1986




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 sharehoiders for the year ended December 31,
1985, in the following Registration Statements of Avon Producis, Inc.: Pest-Effective Amendment No.
| 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. | on Form S-8 to Form S-14 (Reg. No. 2-
75969), Post-Effective Amendment No. | 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 HURDMAN

New York, New York
March 13, 1986
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AVON PRODUCTS, INC. AND SUBSIDIARIES

SCHEDULE 11--AMOUNTS RECEIVABLE FROM EMPLOYEES

Year Ended December 31, 1985

Fritz Walber(a)

John H. Foster(b}
Stephen F. Nagy(b)
Juffrey S. Levitt(b)
Edward D. Arioli(b} .
(Gary Goltz(c)

Year Ended December 31, 1984

Fritz Walber{a) . .
John H. Foster(b)
Stephen F. Nagy(b)
Jeffrey S. Leviti(b)
Edward D). Arioli(b)

Year Ended December 31, 1983
Eduardo Rafael Mendez Rubello(d)
(a} The loan bears no interest.

(b1 11% and 15% notes receivable.

(¢) Current portion bears no interest; non-current portion is 6% note receivable.

{(d) 16% note receivable.

(In Thousands)
Deductions Balance at end
Balance at Amounts of period
beginning written Not
of period Additions off Current current
.3 151 8 = $— $ — § —
4,549 e - 77 -
1,480 — . - 40
2,422 — - -
1,311 s -t i
79 42 — 63 50
$11,998 § 42 $— § 140 § 90
= s e
.8 — 5 137 $— $ 157 § —
— 4,549 - 4,472 77
40 3,440 — 2,250 1,230
~ 2,422 - — 2,422
= _1J3u — = 7 1311
§ 40 $11.879 $— $6,879 $5,040
s _208 5 14 b i e
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AVON

SCHEDULE Vi~

Year Ended December 31, 1985

Buildings and improvements

Equipment

Year Ended December 31, 1984

Buildings and improvements

Equipment

Year Ended December 31, 1983

Buildings and improvements

Equipment

}

)

Ail amour (s have been r

Transiation adjusiments,

PRODUCTS, INC. AND SUBSIDIARIES

ACCUMULATED DEPRECIATION AND AMORTIZATION
PROPERTY, PLANT AND EQUIPMENT(x)

In Millions)

Additions
Baiance at  charged to Balanc: at
beginmn costs and Other end
of pery expenses  Retirements  ciangesb) of period

§118.0  $14.3 €53 § 65 $133.6
1529 _4L. 3.6 41 189.4

$107.6 $13.7 $ 1.7 $ (4.5) S§115.1
121.3 27.5 8.6 (4.7) 135.5
$228.9 $41.2 $ (9.2) $250.6

estated to reflect Mallinckrodt, Inc. as a discontinued operation.

transfers and reclassifications.
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