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Financial Highlights b o

Yeur #nded December 31

tin millions, except per share amounts)
PO it <P b R 5 S N s RO 3L S S R I PN |
1985 1984 1983
NetSales . . ... ... ... A . $2.470.1 $2,605.3 $2,607.6
Earnings From Continuing Operahons
Before Taxes . . . . . .. SR 224.3 274.1 243.2
Taxes on Earnings - 96.1 122.2 108.3
Net Earnings From Contmumg ()per.mons SLTI 128.2 151.9 134.9
Discontinued Operations:
Earnings, Net of Taxes . . IR 34.9 29.8 38.0
Loss on Disposal, including Taxes . ........ (223.0) - -
' Net (Loss) Earnings . . .. . .. L (59.9) 181.7 172.9
Per Share of Common Stock:
Continuing Operations e $ 161 $ 180 $ 1861
Discontinued Operations:
Earnings . . B A4 36 45
Loss on Dt;posal ; : (2.81) - -
Net (Loss) Earnings Fiyn b . $ _(76) § 2.16 $ 206
Cash Dividends . o e $ 200 $ 200 8 200
Average Shares Outstanding - . 79.35 83.84 83.58
Cash and Short-Term Investments . $ 86.1 $ 1185 $ 194.7
Inventonies . o - ST 374.5 356.1 349.5
Working Capltal o 352.3 284.9 365.9
Long-Term Debt . . gl 617.8 412.8 301.2
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Avon's annual report for 1985 is pre-
sented in two documents. This review
of operations is accompanied by a
separate report that includes the
company s tinancial statements.
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To Our Shareholders

n 1985, we restructured your
company into a new and stronger
Avon,

Fundamental to this reposition-
ing was the sale of our Mallinckrodt
Division. Because of a one-time charge
of $223.0 million in connection with
the sale — involving the write-off of
goodwill and resulting capital gains
and other taxes — the company reported
a loss ot $59.9 mullion for the year.

With part of the $675.0 million we
will receive for Mallinckrodt, we wall
purchase another health care services
company, turther transtormng Avon.

To develop a full appreciation ot
the change, compare the Avon of 1984
with the Avon of today. In 1984, Avon
had Tiffany & Co., a slow-growth, low-
profit, asset-intensive retailer, a busi-
ness in which we had little expertise.

We also owned Mailinckrodt, a slow-
growing specialty chemicals and
medical products operation, ill-suitea
to Avon because of its nonconsumer
businesses, We also had a beauty prod-
ucts business with some basic problems
and a Direct Resnonse Division with
three struggling new businesses.

Today, Avon has a beauty business
that has stabilized. The new direct-
response ventures have grown rapidly
and will become profitable in 1986,
Foster Medical was ncquired in mid-
1984 and its growth in home health
care has been phenomenal. We have
sold Tiffany, and we are selling
Mallinckrodt

Late in 1985 we acquired a chain of
retirement inns. and now we are
acquiring a diversified heaith care
services company. In the health care
field, we are positioned in six inter-
related segments that are growing
rapidly. We have become a leader in
home health care services

T Y —

We have redeployved our assets. trad-
ing slow-growth, low-profit businesses
tor rupid-growth, high-profit busi-
nesses. And we have concentrated on
consumer businesses that reflect our
expertise and our hertage of canng.

Avon Products moves into its second
century in a stronger position than it's
enjoyed in years. Avon's continuing
operations are healthy and profitable.
[t has clearly defined strategies that are
working. Its balance sheet is strong.

We're on the strategy we laid out
for ourselves two vears ago. We said
then that 1984 was to be the vear
of planning, 1985 the vear of execution
of the plan, and 1986 the year ot
AvOon's renaissance.

We re on schedule. Although sales
of continuing operations declined 5 per-
cent and earnings per share declined
11 percent for the tull vear, sales
increased 10 percent and earnings per
share increased | percent in the
fourth quarter.

Shareholders have already begun
to benetit trom the company s
strategic actions. Total retur™ 7 Avon
shareholders in 1985 outpertormed
the Standard & Poor’s Index of 400
compames.,

Let’s look at a scorecard of 1985
plans and performance.

As we told you last year, our objec-
tive is to increase shareholder value,
That has happened. And we believe
our strategies will result in the con-
tinuing growth of shareholder value.

Last vear we established that im-
proving the performance of the U.5.
heauty business was “clearly the most
important short-term priority of the
company.” The business rebounded
late in the year.

Domestic beauty products sales in-
creased 12 percent and operating
profit increased 10 percent during the
tourth quarter.

The improvement did not come
exactly as we d planned. We d expected
our domestic beauty business to
decline in the first quarter as a result
of the restructuring of the sales force.
That happened. We expected business
to improve in the second quarter. That
didn t happen.

Our domestic beauty business be-
gan to stabilize in the third quarter
and turned up strongly in the tourth
quarter.

We dont teel absolutely comiortable
vel in asserting a turnaround. Turn-
arounds are clear only in retrospect,
But at the very least, we believe we
have stubilized the domestic beauty
business.

Further, we were not as adept as we
should have been in managing the
changes we made. Not only did we
restructure the sales force, but we also
aggrnvated that change by simultane-
ously decentralizing. That was too
much, too fast, In hindsight it’s clear
that we could have done a better job
ot phasing in the changes and of pro-
viding counsel and training.

The sales organization, to its great
credit, rose to the challenge with a
heroic performance. It has established
a momentum that's carrying into 1986

Our second strategy for 1985 was to
expand consumer health care services.

Our Foster Medical home heaith care
operation grew dramatically: Its sales
more than doubled and its profit rose
comumensurately. It became the largest
and most profitable home health care
company in the nation.

Demand for home health care
continues to increase as medical cost-
containment programs are moving
people from high-cost hospitals to low-
cost homes. Helping patients — and
the nation — save on medical expenses
will be a powertul factor in the tuture
growth of the business.

Foster Medical strengthened its posi-
tion as the low-cost provider in the
industry, even as it acquired 57 com-
panies that had to be integrated into
its svstem. At the same time, Foster
Medical also broadened its line.

At the time of the Foster Medical
acquisition in May 1984, we were
challenged on the price we'd paid.
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and Chief Executive Officer
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Adjunct Professor
Mathematics and Science
Education

New York University;
Lecturer and Educational
Consultant

Hicks B. Waidron
Chairman and

Chief Executive Officer
*Audit Committee Member

R. Manning Brown, Jr., a director
of Avon Products Inc. for 21 years,
died in the fail of 1985. The board,
management and employees wish
to acknowledge his many conini-
butions to the company during
his long tenure on the board.

Mr. Brown was an executive of
great integnity. We are proud to
have been associated with him.

Stephen F Nagy
Executive Vice President
James E. Preston
Executive Yice President
William H. Willett
Executive Vice President

John E Cox

Group Vice President,
Communications
William R. Henn
Gmup Vice President,
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Management Changes
Avon Products strengthened man-  ment also provides for succession The company recruited Cam All four officers are members
agement during 1985. and continuity of top management  Hoak to be group vice president of the corporate management

John S. Chamberlin was re- in the longer term. of human resources, and Willam  committee.

cruited to be the company s presi- Stephen F Nagy was promoted  R. Henn was named group vice Ceneral management, market
dent and chief operating officer. to executive vice president of the president of strategic plansing ing, planning and operations
He is providing the support company and president of Foster and development. talent was added in all three
needed by the chairman and chief =~ Medical. He has directed Foster divisions.

exreutive officer. His appont-

Medical’s growth to a position of
national leadership in home
health care.

Independent Accountants Transfer Agent and Registrar
KMC Main Hurdman Morgan Guaranty Trust Co,
Park Avenue Plaza 30 West Broadway

35 East 52nd Street New York, N.Y. 10015
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Item 1. Business

INTRODUCTION

Company Profile

International Minerals s Chemical Corporation was incorporated in New York
in 1909. 1In June, 1986, IMC signed letters of intent to sell its gas and
0il segment and substantially all the net assets of its industrial products
segment. These transactions are expected to close later in calendar year
1986. Certain smaller operations of the industrial products segment have
been retained and combined with the animal products and fert.iizers
segments; prior year amounts for the latter segments have been restated to
reflect this change. The gas and oil segment related principally to the
exploration, development and production of natural gas and oil, primarily
in Louisiana. The industrial products segmen* included mining, refining and
resale of carbon products, ferroalloys, quar : products and industrial
minerals and chemicals. See "Discontinued Operations® in Notes to
Consolidated Financial Statements for results of these discontinued
operations and the anticipated net losses on their ultimate disposals. The
discontinued operations have been excluded from the following discussion of
continuing operations.

IMC's principal continuing businesses ate the production and sale of (i)

fertilizer materials, (ii) through its acguisition in 1986 of the
Mallinckrodt Division of Avon Products, Inc. (*Mallinckrodt®), medical

products, specialty chemicals, and flavors and fragrances, and (iii) animal
preducts.

Corporate headquarters are at 2315 Sanders Road, Northbrook, Illinois
60062 (telephone number (312) 564-8600).

Three Reminders

In this report:

International Minerals & Chemical Corporation and its subsidiaries are

called the *Company,* the "Corporation,® or "IMC," unless otherwise
indicated by the context.

The term “operating earnings (loss)® means the revenues of a business
segment, including sales to other IMC business segments, less all operating

expenses. Generally, operating expenses do not include interest expense,
corporate income and expense, oOr taxes on income.

Also, unless otherwise noted, years referred to are years ended June 30.
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FERTILIZERS

The Products

The Company believes that it is the world's largest private-enterprise
miner of phosphate rock and potash. These products are two of the tnree

basic raw materials for fertilizer production. The third basic raw

material--nitrogen--is produced by IMC in the form of anhydrous ammonia.

Phosphate chemicals, mixed fertilizers, and uranium oxide complete the
product lines. Phosphate chemicals are fertilizer materials, and mixed

fertilizers are finished goods ready for application by the farmer.

Uranium

oxide, also called yellow cake, is a raw material that IMC extracts from

phosphoric acid and which IMC sells for upgrading into fuel for nuclear

power plants. Phosphate rock is IMC's source of uranium, with the uranium

content varying from one reserve area to another.

The table below shows fertilizer sales by product line and operating
earnings (loss) in millions of dollars for each of the past five years.

1986 1985 1984 1983 1982

Net sales:
Phosphate rock $101.9 $139.3 $147.4 $124.3 $143.2
Phosphate chemicals 340.6 392.2 339.4 326.4 270.1
Potash 140.8 191.6 210.6 182.4 198.6
Ammonia 63.1 72.0 29.1 34.1 74.0
Mixed fertilizers 124.0 159.8 175.8 142.9 141.0
Uranium 80.0 87.0 64.3 77 .4 04.3
Other 15.6 19.0 17.6 24.0 25.5
$866.0 $1,060.9 $984.2 §911.5 $916.7
Operating earnings (loss) $(61.0) $136.5 $144.9 $116.5 $135.1

In 1986, the Company changed its method of determining cost for certain

domestic inventories. Financial statements for prior years have been
restated to reflect this change. See Notes to Conscolidated Financial

Statements.

See "Management's Discussion and Analysis of Financial Condition and

Results of Operations” on page 28 for information on nonrecurring items and
a change in accounting estimate included in the above results that amounted
to a net charge of $66.1 million in 1986 and a net credit of $7.7 million in

1984.

Phosphate Rock

As reported by the U.S. Bureau of Mines, there are 21 miners of phosphate

rock in the United States, with production principally going into the

manufacture of fertilizer. The major outlets for IMC rock arte fertilizer



manufacturers in the United States, foreign distributors and manufacturers,
and internal use. Most rock is treated with sulphuric acid to produce
phosphate chemicals for fertilizers.

Production and Reserves

IMC's phosphate mining operations and production plants are located in
Polk and Hillsborough Counties in Central Florida.

The ore is extracted through surfac® mining after removal of a top layer
of earth called overburden. The Company then processes the cre at one of
four plants to produce phosphate rock.

IMC's Florida production capacity is approximately 12.5 million tons of
product a year (excluding IMC's share of capacity at the IMC/Grace joint
venture discussed below). Low domand curtailed production in all years,

The following five-year table compares IMC production (including IMC's share
of production since January, 1985, at the IMC/Grace joint venture) in
millions of tons with total U.S. production, as reported by the U.S.
Department of the Interior.

1986 1985 1984 1983 1982
IMC 9.5 11.8 11.0 9.2 9.6
Total U.S.(1986 preliminary) 49.6 51,3 51.0 40.7 50,2

In fiscal 1986, IMC added about B8 million tons to its Central Florida
phosphate rock reserves (acquisitions of about 1 million tons and an upward
revaluation of about 7 million tons) and mined 8 million tons, IMC's
Central Florida phosphate reserves mineable from present operations are an
estimated 102 million tons at June 30, 1986. Central Florida reserves are
¢ontained in 20,600 unmined acres that IMC owns or controls through
long-term lease or royalty agreements. Reserve grades range from 58 percent
to 78 percent BPL (bone phosphate of lime), with an average grade of 68
percent BPL., (Bone phosphate of lime is a standard industry term used to
grade phosphate rock.) The rock mined by IMC in the last three years
averaged 69 percent BPL.

In addition to the reserves described above, IMC owns or controls about
18,000 acres that contain an estimated 90 million tons of reserves in the
southeastern portion of Hillsborough County. Reserve grades range from 58
percent to 78 percent BPL, These reserves could support a new phosphate
mine, although a target date for its construction has not been established.
The Little Manatee River, which flows through the reserve area, has been
designated as an OQutstanding Florida Water which could result in increased
mining costs for these reserves, although mining cperations will not occur
for a number of years.

IMC and W.R. Grace & Co., ("Grace®") have a 50-50 mining joint venture to

produce phosphate rock. IMC's investment in this joint venture was
approximately $153 million at June 30, 1986, The mine and related




facilities cost approximately $640 milliion and were completed in December,
1984. Mining operations began in January, 1985. Operations were shut down
temporarily in February, 1986 due to market conditions and are expected to
resume in early calendar 1988. This mine has an annual capacity of S
million tons a year. Production in 1986 totaled 2.9 million tons with an
average grade of 67 BPL., The joint venture has financed a substantial
portion of the total project cost through project financing arrangements
secured by long-term take-or-pay contracts with IMC and Grace, each contract
covering 50 percent of the facilities' output. Proven reserves for this
mine are estimated to be about 98 million tons. Reserve grades range from
58 percent to 74 percent BPL, with an average grade of 66 BPL. (See
*Phosphate Chemicals.®)

In addition to the reserves discussed above, IMC owns or controls 30,230
acres of phosphate deposits in !"anatee, DeSoto, and Hardee Counties, about
40 miles soutt of current mining cperations, which are called the South
Florida deposits. (Reserves are ore bodies which are believed to be
economically recoverable at current costs and prices. Deposits are ore
bodies which require additional economic and mining feasibility studies
before they can be classified as reserves.) These deposits differ
substantially in physical and chemical characteristics from the reserves now
being mined in Polk and Hillsborough Counties. The South Florida deposits
contain estimated recoverable phosphate rock of approximately 239 million
tons at about 65 percent BPL. The 575 acres and 5 million ton increase over
1985 estimated deposits resulted from a conveyance of certain acreage as a
partial payment under a long-term phosphate rock supply contract. Some of
these depusits may be located in what may be classified as unmineable
wetland areas under standards set forth in a U.S. Environmental Protection
Agency environmental impact statement completed in November, 1978.

For a description of litigation involving alleged mineral rights in
Central Florida, see "Item I--Legal Proceedings."

The Market

The Company sells its rock on long~term contracts and in the spot market.
It also consumes a significant portion in the production of phosphate
chemicals at its New Wales facility.

shipments in millions of tons for 1986 and 1985 were as follows:

1986 1985
Tons % Tons % |
Domestic:
Major long-term contracts into 2004 2,5 26% P9 | 27%
Other .8 8 1.6 14
Export % 12 1.6 14
Captive (principally New Wales) 5.2 54 5.3 45
9.7 100% 11.7 100%

Overall, rock prices averaged about $20 a ton in 1986 and 1985.
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Most of IMC's export sales of phosphate rock are made through the
Phosphate Rock Export Association, fcrmed under the Webb-Pomerene Act by IMC
and certain other Plorida rock producers., Under the Act, members of an
industry may form associations to negotiate prices and other terms for the
export sales of their products and thus compete more effectively in foreign

mackrts. Export markets for phosphate rock are highly competitive, with the
nationally controlled mines of Morocco and other governments being
significant factors in terms of supply and price.

Unit Production Costs

Unit production costs increased 5 percent in 1986 after a 6 percent
increase in 1985, The 1986 increase is primarily attributable to reduced
production,

Proposed Acquisition

IMC proposes to acquire the Brewster Phosphate properties from American
Cyanamid and Kerr-McGee, consisting principally of two phosphate rock
processing plants., IMC also proposes to lease related phosphate rock

reserves. The properties are adjacent to IMC reserves and would extend the
life of existing mines.

Phosphate Chemicals

IMC produces phosphate chemicals at its New Wales facility near Mulberry,
Florida. The estimated annual capacity of this facility is 1.7 million tons
of phosphoric acid P05 equivalent. (P05 equivalent is an industry
term indicating a product's phosphate content measured chemically in units
of phosphorous pentoxide.)

These products are sold under highly competitive ronditions. IMC believes
it and four other large companies accounted for about nalf of total U,.S.

capacity. New Wales' 1986 share of total U.S. production capacity amounted
to about 14 percent.

New Wales

New Wales produced 1,312,000 tons of phosphoric acid (P,0g equivalent)
in 1986, a 5 percent decrease compared with 19835,




IMC sells its phosphbate chemicals on long-term contracts and in the spot
market. The table below shows 1986 and 1985 shipments in thousands of tons
of Py0g equivalent.

1986 1985
Tons % Tons .
Domestic:
Long-term contracts from 1988 to 1990 323 24% 337 23%
Spot market 499 37 345 23
Captive* 268 20 329 22
1,090 81 1,011 68
Export 252 19 480 32
1,342 100% 1,491 100%

*See "Animal Products--Feed Ingredients® on page 18 for a discussion of
IMC's use of phosphate chemicals in the production of animal feed
ingredients.

The buyers under the long~term contracts furnished contractual support to
the initial financing of the New Wales facility in 1975, Sales to these
buyers are generally at prices that are sufficient to recover cash
production ceosts and a proportionate share of IMC's capital requirements and
debt service.

Phosphate rock, ammonia, and sulfur are the principal raw materials for
the production of phosphate chemicals. The New Wales operation receives
most of its rock from IMC's nearby Florida mines and, prior to its shutdown,
the joint-venture phosphate rock mine with Grace and most of its ammonia
from IMC's Louisiana production. Sulfur is obtained primarily from domestic
suppliers under long-term contracts.

The Market

IMC's worldwide phosphate chemicals market prices decreased by about 8
percent in 1986 after a decrease of 5 percent in 1985, Virtually all of
IMC's export sales are marketed through the Phosphate Chemicals Export
Association, a Webb-Pomerene Act organization.

Florida Environmental Matters

As previously reported, the U. §. Environmental Protection Agency (EPA) is
in the fifth year of studies to determine whether mine wastes such as
overburden, clay slimes, and tailings from phosphate rock mining and waste
gypsum from phosphoric acid production should be considered "hazardous
wastes." Adequate funding has been approved for EPA to complete its
evaluation of the potential hazard. The studies are expected to be
complieted in late calendar year 1986,






The reserves in this acreage are estimated to be about 8 feet thick,
containing 1.3 billion tons of recoverable ore at an average grade of 25.0
percent KzO--enough to support current operations for more than a

century. The total estimated yield would be 420 million tons of product
with a grade of about 61 percent K;0.

Government Potash Operations

The Saskatchewan government, through its potash company, Potash
Corporation of Saskatchewan (PCS), has several potash-producing properties
in the province. The mining operations associated with these properties
give PCS control of about 45 percent of Saskatchewan's potash production
capacity.

One of the properties consists of reserves that are in the vicinity of
IMC-Canada's potash operations. PCS conveyed its rights under a long-term
contract with IMC-Canada to Potash Corporation of Saskatchewan Mining
Limited (PCS Mining) that obligates IMC-Canada to mine and refine these
reserves for PCS Mining for a fee plus a pro rata share of production
costs. The specified quantities of potash to be produced for PCS Mining
may, at PCS Mining's option, amount to an annual maximum of about one-fourth
of the tons produced by IMC (not to exceed 1,050,000 tons).,

The third five-year period of the contract commenced July 1, 1986, and, at
the option of PCS Mining, the agreement can be renewed con the same terms for
seven additional five-year periods.

Production

The total annual production capacity of IMC-Canada's refinery facilities
in Saskatchewan is estimated to be 4.2 million tons of product. The table
below shows IMC-Canada's ore and product output in thousands of tons for
each of the past five years, plus average K;0 content.

1986 1985 1984 1983 1982
Tons of sylvinite uvre mined 8,603 10,685 10,561 9,095 8,306
Average K,0 content of ore mined 25.1% ig.it 7i.5l ig.ll 5§.§l

Tons of potash produced:

IMC 2,617 2,982 2,932 2,569 2,283
PCS 638 1,025 877 821 767

3,255 4,007 3,909 3,390 3,050
Average K0 content of product 61.1% 61.0% 61.0% 61.0% 61.3%
Carlsbad

IMC's Carlsbad operations mine and refine potash from 38,600 acres of
reserves which the Company controls under long-term leases., These reserves

-9
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The Products

IMC's shipments of prem.um brand fertilizers accounted for about 42
percent of the Company's total 1986 mixed fertilizer sales. They are
formulated for specific kinds of crops, soils, and soil conditions, and, in
addition to the three major plant nutrients, may contain as many as 7
secondary elements and micronutrients.

IMC also sells phosphate rock, phosphate chemicals, potash, and nitrogen
prvducts for direct application to the soil.

The Markets

IMC's total mixed fertilizer shipments in 1986 approximated 645,000 tons,
a decrease of 17 percent from 1985's 779,000 tons. Weakness in the general
agricultural econcmy and effects of government farm programs were principal
factors in this deciine.

The Company's mixed fertilizers are marketed in the U.S. and sold
principally to independent dealers, distributors, and farmers, with some
sales made directly to other fertilizer manufacturers. Sales are largely
concentrated in the spring planting season. Weather has some impact on the
timing and length of the planting season and can have a significant effect
on mixed fertilizer prices.

IMC believes its share of the total domestic market in 1986 was about 3
percent. The competition consists of many relatively small enterprises and
other large mixed fertilizer companies.

Uranium Oxide

IMC has four plants in Central Florida to extract and process uranium
oxide (U30g) as a by-product from phosphoric acid. Three of these
plants are primary recovery units and the fourth is a final processing
refinery.

Phosphate rock is a source of uranium, with the uranium content varying
from deposit to deposit. When Central Florida rock is converted into
phosphoric acid, there is about a pound of uranium oxide in each ton of the
acid (P,0g equivalent).

One of the primary recovery units and the final processing refinery adjoin
the Company's New Wales phosphate chemicals plant., The primary recovery
unit produced 1,149,000 pounds of uranium oxide in 1986, compared with
1,127,000 pounds in 1985, The uranium oxide is extracted from phosphoric
acid manufactured at the New Wales plant.

T
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Two other primary recovery units are adjacent to phosphate chemicals
plants owned and operated by two subsidiaries of CF Industries ("CF")
located at Bartow and Plant City, Florida. These two recovery units have a
combined design capacity of 1,250,000 pounds of uranium oxide per year and
extract uranium oxide from CF's phosphoric acid production at thbse plants,
The oxide {s then transported to IMC's refinery for final processing., IMC
extracts and purchases CF's uranium oxide under a contract that runs to
fiscal 1993. Production from the Plant City unit totalled 769,000 pounds of
uranium oxide in 198§, compared with 733,000 pounds in 1985. 1In July, 1985,
CF shut down its phosphate chemical operation at Bartow for an indefinite
period because of, in CF's opinion, poor P,0g market conditions and
this, in turn, necessitated the shut-down of the U30g unit.

Most of the production is sold under eight contracts expiring in fiscal
1992 to supply uranium oxide for nuclear power plants. Prices are generally
determined as the higher of (a) the market price less a defined discount or
(b) a floor price subject to defined annual cost escalations. Shipments

under the contracts were delivered generally at the escalated floor price in
1986,

MALLINCKRODT

The Products

Mallinckrodt, founded in 1867 and acquired by the Company on February 28,
1986, is engaged in the development , manufacture, distribution and marketing
of specialty products, which are used principally in the health care,
chemical, flavor and fragrance industries,

Mallinckrodt's products require a high degree of technology, are produced
and distributed under strict regulation by various government agencies,
principally the Food and Drug Administration, and are of a "specialty”
nature as opposed to high-volume bulk or commodity products,

The table below shows Mallinckrodt sales by product line in millions of
dollars for the four months ended June 30, 1986,

Medical products $ 99.5
Specialty chemical 84,1
Plavor and fragrance 2742

$210.8
Operating loss $(20.9)

See "Management's Discussion and Analysis of Financial Condition and
Results of Operations® on page 28 for information on nonrecurring items that
amounted to a charge of $50.6 million included in the above results,
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Medical Products

Medical products are those products which are jnstrumental in the delivery
of health care services. These products are sold to hospitals, clinical
laboratories, and other customers in the United States and foreign
countries. They are related by a high degree of innovation and technology,
by common regulation from such ageacies as the Food and Drug Administration,
and by markets served. They are significantly affected by conditions within

the health care industry.

Principal products included in this product line are x-ray contrast media
and radiopharmaceuticals for medical diagnostic procedures, and disposable
medical devices for use in surgical procedures and critical care.

X-ray contrast media products include formulations of barium sulfate used
for visualizing the gastrointestinal tract and iodinated compounds for the
visualization of the blood vessels of the head, chest, arms, legs, and
urinary tract. Radiopharmaceutical prodicts are used in imaging the brain,
bones, and heart and in the evaluation of thyroid gland function.

Radiopharmaceutical products are scld directly or through radiopharmacies
to hospitals and clinics by a specialized sales force; x-ray contrast media
products are sold both directly and through distributors,

Disposable medical devices include endotracheal tubes, tracheostomy tubes,
suction catheters, connective and conductive tubing, esophageal stethoscopes
and thoracic and angiographic catheters which are used in hospitals for
anesthesia, critical care and respiratory therapy, and for diagnostic
purposes. These products are marketed principally through hospital supply
distributors.,

Laboratory equipment is sold directly and through manufacturers'
representatives to laboratories in hospitals, clinics, educational
institutions, industrial firms, government agencies, and to physicians,

The medical products domestic production and distribution facilities are
located at St. Louis and Maryland Heights, Missouri; Raleigh, North
Carolina; Paris, Kentucky; Marietta, Ohio; Argyle and Glens Falls, New York;
Angleton, Texas; and Carlsbad and Costa Mesa, California. Foreign
facilities are located in Australia, Austria, Belgium, Canada, France, Hong
Kong, Ireland, Japan, Mexico, The Netherlands, Puerto Rico, Spain, the
United Kingdom, and West Germany.

Specialty Chemical Products

Specialty chemical products are "specialty® products (as opposed to bulk
or commodity chemicals) which are processed by Mallinckrodt and sold to a
variety of markets. These products are related by a high degree of chemical

technology and multi-process manufacturing. Generally they are sold as
intermediates which are used by customers in the United States and foreign
countries as components, ingredients or reagents, rather than being sold as
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final consumer products. Many of Mallinckrodt's specialty chemical products
are processed in common manufacturing facilities. These products are also
subject to government regulation and industry standards, but generally not
to the same degree as medical products. They are affected by market
conditions within the particular markets served.

Principal products in this product line are high-purity chemicals,
industrial chemicals, catalysts, cosmetic chemicals, drug chemicals, and
laboratory and electronic chemicals. Products are sold to the
pharmaceutical industry for use in the manufacture of dosage form drugs; to
plastic, rubber, petrochemical, paper, textile, food and beverage, paint and
cosmetic industrisn; and to hospitals, golf courses, and commercial
nurseries. Mallinckrodt sells specialty chemical products through
distributors and its sales force.

High-purity chemicals sold to other manufacturers include such products as
metallic stearates for use as lubricants in molded and extruded plastics,
calcium stearates for coating high-quality printing papers, tannins used in
clarifying wines and malt beverages, and potassium chloride used as a
sodium substitute in low-sodium diets. Turf fungicides used for control of
plant root disease are marketed through distributors.

Catalysts are sold to the petrochemical, textile, and food industries and
include such products as maleic anhydride, 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.

Drug chemical products include analgesics such as codeine salts and other

arium-based narcotics used to treat pain and cough, and APAP (acetamincphen)
usea vo control pain and reduce fever. Other products include Toleron brand

of ferrous fumarate, a hematinic, or agent which stimulates the formation of
red blood cells, used in multivitamins with irom, in the iron fortification
of foods, and in the treatment of certain anemias. These products are
marketed by Mallinckrodt's sales force,

Cosmetic chemical products are sold directly and through agents to the
personal care industry and include sunscreens used in tanning lotions,

surfactants such as emollients and emulsifiers used in hair care and skin
care products, and pigmente used in the manufacture of a variety of cosmetic

products.

Laboratory chemical products include high-purity specialty chemicals which
are sold through distributors and a line of prescription chemicals which are
sold to wholesalers. High-purity chemical products consist of hundreds of
reagent chemicals which are sold to medical, industrial, educational, and

governmental laboratories in small containers,

Electronic chemical products include high-purity acids, solvents, and
reagent chemicals which are sold direct and through distributors for use
principally in the semiconductor industry.
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The specialty chemicals products domestic production and distribution
facilities are located at St. Louis, Missouri; Erie, Pennsylvania;
Belleville, New Jersey; Raleigh, North Carolina; and Paris, Kentucky.
Foreign facilities are located in Switzerland and West Germany.

Flavor and Pragrance Products

Flavor and fragrance products are comprised of ingredients produced for
the food, beverage, cosmetic, industrial, and household product industries.
Markets include cosmetic and toiletry manufacturers, food, pharmaceutical
and tobacco processors, and beverage producers. Production and distribution
of these products are subject to regulation by such agencies as the Food and
Drug Administration and the Bureau of Alcohol, Tobacco and Firearms. These
products require a high level of expertise in the art of formulation and are
subject to highly competitive marketing conditions. Distribution of
products is accomplished primarily through direct sales and distributors.

Mallinckrodt produces liguid and powdered flavors, which are sold to the
food, beverage, pharmaceutical, and tobacco industries. The flavors are
used in such items as convenience foods and beverages; dry and ligquid
beverage mixes; cordials, cocktails, and wines; ice cream, cheese, and other
dairy products; pharmaceutical products; cake and cookie mixes and other
bakery products.

Mallinckrodt manufactures and distributes formulated fragrances to the
cosmetic and toiletry industries and to industrial and household packaged
goods manufacturers. Formulated fragrance products include fragrances for
perfumes, colognes, shampoos, hair sprays, facial make-ups, cleansing
creams, and men's aftershaves, fabric softeners, furniture polishes,
household cleaners and paper products, and germicides.

The flavor and fragrance products domestic production facilities are
located at Woodside, New York and Cincinnati, Ohi»., Foreign facilities are
located in Brazil, France, Mexico, Switzerland, the United Kingdom, and West
Germany.

Raw Materials

The ability to make timely shipments is an important aspect of
Mallinckrodt's business; therefore, most shipments of finished products are
made from inventories maintained by Mallinckrodt. The availability of raw
materials necessary to maintain adeguate inventory levels was generally
satisfactory during 1986, Mallinckrodt believes it can continue to obtain
sufficient raw materials and supplies to manufacture and supply its product.
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The phosphate feed ingredients, principally calcium and ammonia
phosphates, are the most important to IMC. Production is at two Florida
plants adjacent to IMC's New Wales phosphate chemicals operation, and they
draw phosphoric acid from that operation. Phosphate rock, ammonia, and
limestone are the principal raw materials for these feed ingredjents.

IMC's Florida feed phosphate plants have the capacity to produce
approximately 580,000 tons of product. Total phosphate feed ingredients
produced were 495,000 tons in 1966 and 510,000 tons in 1985.

Imglants

A substance called zeranol is the active ingredient in IMC's
growt h-promoting biochemical implant. Zerancl has an anabolic effect--that
is, it accelerates the animal's natural growth with the resultant effect of
improving total feed conversion.

The implant is marketed in pellet form under the brand name Ralgro. The
pellets are used in cow-calf operations and in feedlots for beef cattle and
lambs. Production is at an IMC plant in Terre Haute, Indiana. IMC's
present research and development efforts include the development of new and
improved anaboclic agents.

The European Economic Community (*EEC®") has issued a Directive, to be
effective January 1, 1988, which will have the effect of prchibiting the use
of hormonal growth promotants in livestock farming. This Directive also
prohibits the importation of meat from animals that have been treated with
hormonal growth promotants. Efforts to overturn this Directive are being
vigorously pursued by members of the industry and the scientific community.
Ralgro shipments which could have been affected by this Directive amounted
to approximately 12 percent in 1986,

Biologicals

Sterwin Laboratories Inc., a wholly owned subsidiary acquired by IMC in
April, 1984, is a producer and marketer of poultry biologicals (vaccines)
and vaccinating equipment. Production is at the company's plant in

Millsboro, Delaware. In addition, Sterwin markets a feed grade antibiotic
and a line of sanitation products for use in the poultry industry.

The Markq&g

The markets for feed ingredients, growth promotants, and poultry
biologicals are highly competitive. IMC estimates its North American market
share to be approximately 40 percent for phosphate-based feed ingredients,
60 percent for its growth-promoting implant, and 16 percent for poultry
biologicals, FPeed ingredients are sold primarily to animal feed
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manufacturers and producers of feed supplements. The Ralgro brand implant
is purchased by domestic and foreign range and feedlot operators.
Biological products are sold directly to the poultry producer.

All of these products are marketed by IMC's own sales organization, which
operates through a system of offices and warehouses, and through agents and
distributors. Competition comes from similar products at home and abroad.

This business segment is not dependent upon any single customer or group

of related or affiliated customers whose loss would have a material effect
on the segment's sales and operating results,

INTERNATIONAL OPERATIONS

Foreign operations and investments may be affected by exchange controls,
currency fluctuations, and nationalistic laws or policies of particular
countries, as well as by laws and policies of the United States affecting
foreign trade and investment. For further information concerning
fertilizers foreign operations and business, see the following captionsg in
Item 1:

Heading Matter
Fertilizers--Phosphate Rock Export sales of phosphate rock.
Fertilizers--Potash Potash mining operations.

Foreign operations of Mallinckrodt represented 4 percent of sales in
1986. Products are manufactured and marketed through a variety of

subsidiaries, affiliates, and joint ventures around the world, none of which
is significant to Mallinckrodt.

See also "Operations by Geographic Area" and "Geographic Information® in
Notes to Consolidated Financial Statements for additional information.

WORKING CAPITAL

Business Segment Reguirements

The working capital requirements for inventory in each of IMC's three
bugsiness segments are not materially affected by seasonal or other factors
except for mixed fertilizers in the fertilizers segment. Sales of that
product are largely concentrated in the spring season, requiring in early
spring a relatively high level of inventory to meet anticipated customers'
demand for the product.
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be incurred on account of these laws and regulations, the Company does not
believe they hav. had or will have a material adverse effect on its

business. However, the Company cannot predict the impact of new or changed
laws or regulations.

(See also "Fertilizers--Florida Environmental Matters® on page 7 and the
last five paragraphs beginning on page 23 under I“em 3--Legal Proceedings.)

Most of IMC's environmental capital expenditures are in response to
provisions of the U,S. Clean Air Act, the U.S. wWater Pollution Control Act,
the U.S. Resource Conservation and Recovery Act, and the land use, air, and
water protection regulations of the various localities, ®tates, and Canadian
provinces in which IMC operates.

The expenditures are primarily for air emission cuatrol, wastewater
purification, land reclamation, and solid waste disposal. These
expenditures amounted to about $11 million in 1986. The Company expects
that environmental capital expenditures over the next three years will
average about $19 million per year.

Various federal, state, municipal, and foreign laws and regulations,
including regulations of the Food and Drug Administration, govern the
production, packaging, labeling, and distribution of a number of
Mallinckrodt's products. Fungicides and herbicides are regulated under the
Pederal Insecticide, Fungicide and Roudenticide Act, ard similar state and
local laws and regulations. Mallinckrodt's medicinal narcotics business is
rigidly controlled by regulation at various levels of government., Many
other products, intermediates, and by-products are subject to the provisions
of the Toxic Substances Control Act.

§mglqyees

IMC had 13,900 employees at June 30, 1986, compared with 8,700 at June 30,
1985. The acquisition of Mallinckrodt accounts for the increase.
Approximately 1,500 of the employees are involved in gas and oil and
industrial products operations. The workforce at June 30, 1986, was
comprised of 6,500 salaried, 6,400 hourly, and 1,000 temporary or other
types of employees.

Labor Relations

The Company has 34 ccllective bargaining agreements with 14 internaticnal
unions or their affiliated locals. Twelve agreements covering 34 percent of
the hourly work force were negotiated during 1986, Resulting wage and
benefit increases were consistent with competitive industry and community
patterns. Eighteen agreements covering 41 percent of the hourly workers
will expire in 1986,
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Item 2. Properties

Information regarding the plant and properties of I14C is
included in Item 1 - Business.

Item 3. Legal Proceedings

In respect of the previously reported action by Coastal Petroleum Company
in the Federal District Court in Tallahassee, Florida, against IMC, seeking
$3.5 billion in damages, for allegedly mining phosphate and uranium from
lands on which Coastal claims to hold mineral rignhts under a lease from the
State of Florida, the Florida Supreme Court on May 15, 1936, ruled agaiast
other phosphate mining companies in appeals from judgments obtained Dy those
companies in quiet title actions against the State and Coastal, holding
prior conveyances by the State did not include lands under navigaole waters
and the Florida Marketable Record Title Act does not apply to the State's
claims to these lands. The implications of this ruling are as yet not known
in respect of the ultimate outcome of the guiet title actions involved in
the appeals as well as in respect cf the judgments obtained by IMC in 12383
in similar guiet title actions brought against Coastal in the state court
that were not appealed by Coastal and 4id not involve the State because the
State has already determined it has no conversion claims against IMC. Egven
should the decision of the Florida Supreme Court be interpreted as adversely
affecting some of IMC's defenses to Coastal's claims in the Federal case,
IMC's outside legal counsel continues to ope of the opinion that, on tne law
and the facts, as presently understood, IMC has other meritorious defenses
and is entitled to prevail. Trial has been set to begin Pebruary 2, 1%37.

As previously reported, in January, 1979, Coastal sued IMC and Mooil Oil
Corporation in the aforesaid District Court, claiming that I[MC and Mooil
violated Sections 1 and 2 of the Sherman Act pursuant to an alleged
combination or conspiracy between themselves and with other phospnate
companies to allocate the acquisit’ » and use of, and to attempt to

monopolize, land areas in Flor’ U ..08phate mining. Coastal seeks to
recover three times the value -~ (nmined phosphate underlying the lands
allegedly subject to the lease '" .5 when Coastal relinguished its working

interest in these lands pursuan co an agreement with the State., This case
is also still in the discovery stage. Little of significance has occurred
since the last annual report, and IMC is contesting Coastal's claims and nhas
no reason to believe that they have any merit.

Maryland Heights Leasing v. Mallinckrodt, Inc., and Bennett, et al, v.
Mallinckrodt, Inc. were filed in January, 1983, and are still pending, in
the St. Louis County Circuit Court by a neighboring property owner and by
eight individuals requesting class action status, seekiny damages for
alleged injury to persons and property due to alleged radiation emissions
from Mallinckrodt's radiopharmaceutical facility in Maryland deignts,
Missouri. The plaintiffs sought approximately $510 million in compensatory
damages, $505 million in punitive damages, an injunction ajainst the alleged
activities, and other relief. The trial court dismissed both cases on the
grounds that subje - matter jurisdiction was lacking and the petitions
failed to state claims upon which relief could be granted. Plaintiffs
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appealed and the Missouri Court of Appeals reversed the trial court, except i
the dismissal of the claim for injunctive relief was upheld, and remanded
the cases. They are presently back in the trial court in the discovery
stage, and the alleged class action status has not yet been resolved, IMC
acquired the facility from Avon Products, Inc. on February 28, 1986, Under
terms of the acquisition agreement, Avon is obligated to indemnify IMC
against liapility for defined contingencies to the extent they exceed $5
million, and these cases are within the defined contingencies. 1In addition,
IMC believes there are substantial defenses to the claims.

As previously reported, the EPA has notified IMC that it is a potentially
responsible party contributing to the pollution of Fieldbrook, a small
tributary stream near IMC's former Ashtabula, Ohio, electrochemical plant,
EPA has recently concluded a study of contaminants found in the stream. No
suit has yet been filed. Since at least ten other chemical plants in the
area could have contributed to any pollution and would likely be required to
participate in any cleanup, it is considered unlikely that IMC will be found
to have any sign.ficant liability. However, the EPA has proposed a cleanup
project which may cost as much as $36 million, to be split in some fashion
among all responsible parties.

The State of Michigan has filed suit against Great Lakes Container
Corporation and all former owners, including IMC, of a drum reconditioning
plant at Pontiac, Michigan, alleging damage resulting from pollution at that
facility. Ceolumbus Steel Drum Company, which recently purchased the
facility from Great Lakes, has brought its own suit against the same former
owners, claiming that Columbus 4id not contribute to the pollution and was
unaware of it when it purchased the property. It is too early to estimate
the cost of any cleanup and IMC's potential responsibility, if any, to share
in that cost. IMC has filed third party complaints against numerous
companies which sent drums to the plant for cleaning.

EPA has recently investigated possible pollution problems at IMC's Terre

Haute East Plant in Terre Haute, Indiana, particularly as they pertain to
benzene hexachloride. IMC has agreed to conduct an environmental study

estimated to cost $120,000. Further evaluation must await the outcome of
that study.

The Wisconsin Department of Natural Resources has conducted tests which
allegedly indicate that the ground and drinking water well. aear an IMC Farm
Center &t Edmund, Wisconsin, have been contaminated by herbicides. ©No
connection between the contamination and the IMC Farm Center has been
established, but the DNR has requested IMC to agree to bear the expense of
an environmental study estimated to cost $250,000, IMC has notified other
nearby property owners that they may be responsible for the contamination
and has requested them to participate in the study. The likelihood or
magnitude of IMC's liability, if any, has not yet been evaluated.

As previous.y reported, IMC is a defendant in a suit in the U.S. District
Court in Concord, New Hampshire, brought by the United States EPA, the State
of New Hampshire, and the Town of Kingston, alleging that there was a
release or threatened release of hazardous substances into the environment
at the Kingston site of a drum reconditioning plant owned and operated by
IMC from May of 1973 to May of 1976. The liability phase of the trial has
been concluded, and the court has found IMC liable for contributing to
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pollution of ground water at the Kingston site. The damages phase of the
trial ie scheduled to begin February 2, 1987. With consent of the court,
IMC has voluntarily cleaned up the surface 2nd subsurface of the site at a
cost of approximately #3 million. A feasibility study for the cleanup of
the site was completed in August, 1986, and estimated costs range from #500
thousand to $35 million, with the cost to be split in some fashion among the
responsible parties.

Item 4, Submission of Matters to a Vote of Security Holders
There were no matters submitted to a vote of security holders, through the

solicitation of proxies or otherwise, during the three months ended June 30,
1986.

EXECUTIVE QOFFICERS OF THE REGISTRANT

The ages and five-year employment history of IMC's cfficers at June 30,
1986, were as follows:

George D. Kennedy

Age 60, Chairman and Chief Executive Officer since August 1986; Chief
Executive Officer since October, 1983; President from May, 1978 to August,
1986; Director since October, 1975,

Billie B. Turner
Age 55, Senior Vice President since April, 1983; Vice President from April,

1976 to March, 1983,

Kenneth J, Burns, Jr.
Age 59, Vice President and General Counsel since March, 1979.

Nic¢olaus Bruns, Jr.
Age 59. Vice President, Secretary, and Associate General Counsel since
March, 1979%.

James C, Bryan
Age 59, Vice President since February, 1986; Corporate Staff Vice President

from Dctober, 1978 to February, 1986,

Darrell L. Feaker
Age 49, Vice President and Treasurer since March, 1978,

Elizabeth M. Higashi

Age 34. Vice President since February, 1986; Corporate Staff Vice President
from August, 1985 to FPebruary, 1986; Vice President for SFN Companies, Inc.,
April, 1984 to August, 1985; Director, Corporate and Investor
Communications, Times Mirrcr Company, August, 1979 to April, 1984,

~25-




Morton B, Ingle

Age 44, Vice President since May, 1980,

I. David Paley
Age 46. Vice President since January, 1981,

Donald E. Phillips
Age 54, Vice President since February, 1974,

John F. Sonderegger
Age 55. Vice President and Controller since December, 1974,

John M. Stapleton
Age 47. Vice President since April, 1977,

All of IMC's officers are elected annually, with the terms of “he officers
listed above to expire in October, 1986. No "family relationships,” as that
term is defined, exist among any of the listed officers.

Part II.

Item 5., Market for the Registrant's Common Stock and Related
Stockholder Matters

Common Stock Prices and Dividends

Quarter Firsc Second Third Fourth

Fiscal 1986
Dividends per common share $ .65 $ .65 $ .25 § 28
Common stock prices |

High 44 | 40-3/8 36-1/4 35-1/4

Low 38-1/2 34-1/4 29-3/4 30-1/2
Fiscal 1985
Dividends per common share $ .65 $ .65 $ .65 $ .65
Common stock prices

High 42-5/8 40-7/8 43-3/4 42-1/4

Low 33 34 35-3/4 38

The principal market on which IMC's common stock is traded is the New York
Stock Exchange. Common stock prices are from the composite tape for New
York Stock Exchange issues as reported in The Wall Street Journal.

As of July 31, 1986, the number of registered holders of common stock as
reported by the Company's re-istrar was 13,761. see “Long-Term Debt” in
Notes to Consolidated Financial Statements for information on dividend
restrictions.
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Item 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations

Continuing Operations

1986 vs. 1985

In 1986, the Company changed its method of determining cost for certain
domestic inventories to a cumulative annual average basis from LIFO.
Financial results for prior years have been restated to reflect this

change. The effect of this change on 1986 and 1985 operating results was
immaterial.

A change in estimated depreciable lives of certain assets decreased 1986
depreciation expense by $18.6 million ($10.9 million after taxes, or $.40 a
share). Operating results in 1986 included nonrecurring items that
represented a net charge of $82.7 million ($43.6 million after taxes, or
$1.61 a share) in the fertilizer segment and a charge of $50.6 million
($29.5 million a’ter taxes, or $1.09 a share) in the Mallinckrodt segment,
Earnings in 1985 included $20.9 million, or $.77 a share, from nonrecurring
gains (reductions in the provision for income taxes as a result of changes
in Federal tax laws regarding Domestic International Sales Corporations,
$7.5 million, or $.28 a share, and a U.S. Tax Court ruling that became

final, $7.1 million, or $.26 a share, and a nontaxable exchange of common
stock and cash for debentures, $6.3 million, or $.23 a share).

Excluding those nonrecurring items from the results of operations for both
years and the effect of a change in the estimated depreciable lives of
certain assets in 1986, continuing operations produced a2 net loss of $15.8

million, or $.60 a share, in 1986, compared with net earnings of $70.9
million, or $2.59 a share, in 1985,

The fertilizer segment's operating results declined #131.4 million,
excluding nonrecurring items and a $16.6 million decrease in depreciation.
The nonrecurring items consisted of settlements of certain contracts, the
write-off of an investment, and planned dispositions of facilities angd are
included in the Consolidated Statement of Operations under ®*Interest earned
and other income (expense), net". That decline resulted from significantly
lower selling prices for phosphate chemicals, potash, and ammonia and lower
volumes for principal products. This segment's uranium extraction
operations' earnings, excluding nonrecurring charges, were relatively flat
compared with 1985,

Animal products operating earnings for 1986 decreased $8.2 million,
excluding $2.0 million of the decrease in depreciation. That decrease is
primarily due to reduced volumes of Ralgro, the Company's growth promotant
for cattle and lambs, partially offset by higher selling prices for feed
phosphates.
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The effective tax rate in 1985 was 15,3 percent, compared with 33.6
percent on earnings from continuing operations in 1984. Excluding the
nonrecurring gains included in 1985 earnings, the effective tax rate in 1985
was 30.6 percent. Higher investment tax credits and a lower foreign
effective tax rate were the principal factors that caused the lower rate.

Discontinued Operations

The Company's 1986 financial results included a net charge of $137.4
million, or $5.08 a share, related to its discontinued gas and oil and
industrial products segments. That net charge consisted of a net loss of
$9.4 million from 1986 operations and a loss of $128.0 million, with no
income tax effects, for the anticipated net loss on the ultimate disposal of
these segments,

In 1984, discontinued operations included a ptovision for an after-tax

loss of $25.9 million on the planned disposal of the Company's joint-venture
methancl operations,

Capital Resources and Liguidity

IMC's financial condition at June 30, 1986, reflects the effects of the
recent acquisition of Mallinckrodt, the anticipated disposals of the gas and
oil and industrial products segments, and lower sales volumes and prices for
certain of the Company's products. Since June 30, 1985, cash and short-term
investments less short-term notes payable decreased $24.7 million (excluding
Mallinckrodt's short-term notes payable of $15.8 million at March 1, 1986).
Long-term notes payable aggregating approximately #160.0 million are
affected by various interest rate swap agreements that result in an average
effective interest rate of 8.55 percent at June 30, 1986. The current ratio
was 2.3:1, a small improvement from last year. The ratio of cash and
short-term investments plus receivables to current liabilities was 1:1 at
June 30, 1986, compared with 1,1:1 at June 30, 1985. Total debt as a
percentage of invested capital increased to 49 percent from 23 percent at
June 30, 1985,

Punds provided by operations amounted to approximately *86 million in
fiscal 1986, Those funds were sufficient for most of IMC's capital
expenditures in 1986. In March, 1986, the Company issued *150 million of
9-7/8 percent Sinking Fund Debentures due March 15, 2011, and, in June,
1986, issued approximately $140 million of $3.75 Convertible Exchangeable
Preferred Stock, Series A. These issuances were part of the Company's
financing plan for the Mallinckrodt acquisition. As of June 30, 1986, the
bpalance of the debt initially incurred to finance the Mallinckrodt
acquisition consisted of short-term notes backed by long~-term lines of
credit. Accordingly, such notes are classified as long-term debt as of June
30, 1986,
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puring the year, the Company obtained commitments under various revolving
credit and other similar agreements totaling #800 million with terms up to
eight years., There were no borrowings under any of these arrangements. In
addition, the Company filed a shelf registration statement covering ¢150
million of debt securities.

Capital expenditures for fiscal 1987 are estimated to be approximately tBO
million before new products and a proposed acquisition of certain
properties, The Company expects to finance these capital expenditures and
other corporate requirements from internally generated funds, although some
short-term borrowings could be necessary to meet seasonal working capital

requirements.

Inflation's Impact

See page 57 for information concerning the impact of chauging prices on
historical cost-based financial reporting.
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Report of Independent Accountants

To the Shareholders and Directors of
International Minerals & Chemical Corporation

We have examined the accompanying consolidated balance sheets of
International Minerals & Chemical Corporation at June 30, 1986 and 1985, and
the related consolidated statements of operations, changes in shareholders'
equity and changes in financial position for each of the three vears in the
period ended June 30, 1986. Our examinations were made in accordance with
generally accepted auditing standards and, accordingly, included such tests
of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

In our opinion, the statements mentioned above present fairly the
consolidated financial position of International Mirierals & Chemical
Corporation at June 30, 1966 and 1985, and the consolidated results of
operations and changes in financial position for each of the three years in
the period ended June 30, 1986, in conformity with generally accepted
accounting principles applied on a consistent basis during the period, after
restatement of the financial Statements for 1985 and 1984 to give
retroactive effect to the change, with which we concur, in the method of
accounting for certain domestic product inventories as described in Notes to
the Consolidated Financial Statements.

Arthur Young & Company
Chicago, Illinois

August 1, 1986




Consolidated Balance Sheet

Assets (In miliions)

At June 30

Current assets
Cash and short-term investments
Receivables, net
Inventories
Products (principally finished)
Operating materials and supplies

Prepaid expenses
Net assets of discontinued
operations held for sale

Investments and long-term receivables, net
Property, plant, and equipment
Accumulated depreciation and depletion

Net property, plant, and equipment
Intangible assets, net

1986 1985
$ 114.1 $§ 140.8
206.7 176.4
274.0 255.1
45,0 46,4
319.0 301.5
10.8 10.9
117.5
768, 1 629.6
205.1 205.2
2,170,7 2,144.3
918.7 1,022.1
1,252.0 1,122.2
201.9 27.2

$2,427.0

$1,984,2

Liabilities and Shareholders' BEquity (In millions)

Current ljabilities
Notes payable

Accounts payable
Accrued liabilities

Income taxes
Current maturities of long-term debt

Long-term debt, less current maturities
Deferred income taxes
Net noncurrent liabilities of
discontinued operations
Other noncurrent liabilities and deferred credits
Shareholders’' egquity

(See Notes to Consolidated Financial Statements)

“33=

$ 3.8
122.9 154.8
122,3 93.5
29.9 31.5
38.2 22.1
“337.1 301.9
922.6 342.1
38.2 127.7
28.7 28,8
106.2 75.1
994,3 1,108.6

$1.984,2



Consolidated Statement of Operations

(In millions except per share amounts)

Years ended June 30 1986 1985 1984
Revenues
Net sales $1,177.7 $ 1,165.7 § 1,081.4
Interest earned and other
income (expense), net (72.0) 21.0 34.6
1,105.7 1,186.7 1,116.0
Costs and expenses
Cost of goods sold 1,047.4 945.8 863.2
Selling, administrative, and
general expenses 160.8 104.5 88.0
Interest charges 63.4 28.0 30.9
1,271.6 1,078.3 982.1
Earnings (loss) from continuing
operations before income taxes (165.9) 108.4 133.9
Provision (credit) for income taxes (86.3) 16.6 45,0
Earnings (loss) from continuing
operations {79.6) 91.8 88.9

Discontinued operations !
Barnings (loss) from operations,

net of income tax effects (9.4) 29.5 17,3

Provision for loss on disposals,
net of income tax effects (128.0) (25,9)
(137.4) 29,5 (B.6)

Net earnings (loss) t (217.0) t 121.3 ﬁ 80,3

Earnings (loss) per common share
Continuing operations $ (2.96) § 3.36 3.31
Discontinued operations (5.08) 1.09 {:32)

Net earnings (loss) $§ _(8,04) § .45 % 2292

(See Notes to Consolidated Financial Statements)
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Consoclidated Statement of Changes in Financial Position

(In millions) Years ended June 30 1986 1985 1984

FPunds provided (used' by operation:
Earnings (loss) from continuing operations § (79.6) § 91.8 § 88.9

Depreciation and depletion 88.3 98.6 99.8

peferred income taxes (31.4) 4.3 10.9
Other (1986, principally

fertilizers nonrecurring items) 91.7 16.5 15.0

9.0 2112 214.6

Discontinued operations (68.7) 62.2 31.5

(59.7) 273.4 246,1

Changes in components of operating
working capital

Receivables 43.6 30.1 (27.0)
Inventories 60.5 (31.1) 9.3
Prepaid expenses 1.9 .8 (5.6)
Accounts payable, accrued
liabilities, and income taxes 39.7 (8.8) 16,7
86.0 264 .4 239.5
Funds provided (used) by investing activities
Net assets of business acquired
Working capital, excluding cash (175, 7)
Property, plant, and equipment (374.3)
Other noncurrent assets (202.6)
Long~term debt 32.0
Other noncurrent liabilities 8.1
Liabilities incurred in acquisition 373
Capital expenditures (93.9) 1116.0) (104.8)
Sale of property, plant, and equipment 5.4 11.0 7.0
Increase in investments and
long-term receivables {1.1) (25.1) (31.7)
Other net changes in financial position (13.8) (19.3) (8.2)
(778.4) ~(149.4) ~(137.7)
Funds used for dividends (49.2) {71.2) (69.8)
Funds provided (used) before
financing activities (741.6) 43.8 32.0
Funds provided (used) by financing activities
Issuance of common stock 6.2 22.4 6.3
Issuance of preferred stock 139.5
Increase in long-term debt 691.9 4 247
Decrease in long-term debt £1317.:3) (61.9) (35.4)
Decrease in notes payable {1:5)
Purchases of treasury common stock {7.3) (13.3) (1.3)
Sale of treasury common stock 3.4
714.9 (52.4) (28,.7)

Increase (decrease) in cash and

short-term investments $ (26.7) $ (8.6) § 3.3

(See Notes to Consolidated Financial Statements)
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Consc| idated Statement of Changes [n Sharehoiders' Equlty

|
TTR miTTTons) Tapi¥al Forelgn Warketable 1
Pre= In Excess Currency Secur!tles S

Common ferred of Par Retained Trans~ Valuation Treasury |

Stock  Stock Value Earnings lation Allowance Stock Total |

Balance, |
June 30, 1983, as ‘
previcusly reported §137.9 510.0 § 17.5 § 894.9 B(2.1) $(34,1) b 1,024, |

Cumuiative effect |
of change In
method of account=
Ing for Inventory 16,3

Balance,

June 30, (982,

as restated 131.9 10,0 (5 g% | 911.2 o (34. 1) 1,040,4
Net earnings 80,3 80,3
Dividends paid (69,8) (69.8)
Conversion of

4% debentures N A
Stock optlons

exerc | sed N 3.3 3.9
Contribution to

omp loyee stock

ownership plan

(ESOP) . .1 i3
Awards of

restricted shares 1
Purchases of shares
Transiation adjustment (1.9)
Balance,

June 30, 1984 138,53 10,0 21,1 921.7 {4.0) (33.3) 1,054,
Net earnings 1213 121.3
Dividends pald (71.2) {71.2) |
Convarsion of I

4% debentures o o
Stock optlons

exerc | sed . | 2.5 1
Contribution to ESOP 3
Awards of

restricted shares e
Purchases of shares (i
Debenture exchangs (1.86) i
Transiation adustment (1.8)

Market value adjustment ] (2.8)

Balance,

June 30, |90% 139.0 10.0 2.4 971.8 (5.8) (2.8) (26.0) I, 08,6
Net loss (217.0) (217.0)
Dividends pald 149,2) (49.2)
| ssuance of Serles

A Preferred Stock 2.9 136.6 139.5
Converslon of

4% debentures A N
Stock optlons

exerc | sed A 1.9 - |
Contr ibutlon to ESOP 3
Awards of

restricted shares .1
Sale of shares (.4)
Purchases of shares
Translation adjustment

Discontinued

operations 6.8 6.8

Gther "] .|
Market vaiye adjustment 2.8 2,8
Balance,

June 30, |986 §135.4 8129 $160,5 § 1026 $ 1.5 § $23.6) § P40

{See Notes 1o Consclldated Financial Statements)
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Income Taxes

Investment tax credits are applied as a reduction of income tax expense in
the year the credit is earned. U.S. income and foreign withholding taxes
are provided on the earnings of foreign subsidiaries that are expected to be
remitted to the extent that taxes on the distribution of such earnings would
not be offset by foreign tax credits.

Acguisition

As of Pebruary 28, 1986, IMC purchased Mallinckrodt for $67S million in
cash plus approximately $27.5 million of acquisition-related liabilities.
Mallinckrodt is composed of a number of businesses which operate in three
major areas: medical products, specialty chemicals, and flavors and
fragrances.

-5

Based on estimated fair values, $531.8 million of the purchase price was
allocated to net tangible assets. The remainder of the purchase price,
$180.7 million, will be allocated to identifiable intangible assets upon
completion of an appraisal during fiscal 1987. Pending completion of that
appraisal, the excess attributable to intangible assets is being amortized
on a straight-line basis primarily over 15 years.

The results of operations of Mallinckrodt from March 1, 1986, were
included in the consolidated financial statements. Unaudited pro forma
combined information for continuing operations assuming a July 1, 1984,
acquisition is as follows:

- 1986 1985
Net sales $1,568.5 $1,715.9
Earnings (loss) from continuing operations (65.1) 65.6
Earnings (loss) from continuing

operations per common share $§ . 12.727) £ 2.4

Thie information does not necessarily indicate either what would have
occurred had the acquisition been consummated on July 1, 1984, or what
future operating results of the combined operations might be.

Discontinued Operations

In June, 1986, IMC signed letters of intent to sell its gas and oil
segment and substantially all the net aseets of its industrial products
segment. These actions resulted in a charge of #128.0 miliion, or #4.73 a
share. The charge had no income tax effects because the Company had a net
operating loss carryforward for wnich no income tax benefits were provided.
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In 1984, IMC determined that its investment in a methanol joint venture
was permanently impaired and provided for its shutdown and disposal. That
provision resulted in a pretax loss of $43.8 million, reduced by income tax
benefits (primarily deferred) of $17.9 million, for a net loss of #25.9
million, or $.97 a share.

Results of operations of these discontinued businesses are included in the
accompanying Consclidated Statement of Operations under "Discontinued
operations." Summarized operating results for each of the three years in
the period ended June 30, 1986, for discontinued operations were as follows:

1986 1985 1984
Revenues $ 524.9 § 465.6 § 466.5
Costs and expenses 534.5 419.6 438.9
Earnings (loss) before income taxes {9.6) 46,0 27.6
Provision (credit) for income taxes
Current 4.5 11.4 8.4
Deferred (4.7) 5.1 1.9
{.2) 16.5 10.3

Earnings (loss) from

discontinued operations £ (5.4 $ 295 § 1123

Earnings (loss) from

discontinued operations per common share t (2335) ‘ 1.09 t 183

A summary of net assets of discontinued operations held for sale at June
30, 1986, was as follows:

Wworking capital deficit $ (22.0)
Property, plant, and equipment, net 142.1
Other assets 10.5
Noncurrent liabilities {13.1)

Net assets ‘ 117.5




A summary of assets and liabilities of discontinued operations of the gas
and oil and industrial products segments included in the Consolidated
Balance Sheet at June 30, 1985, was as follows:

Current assets

Receivables, net $ 68.5
Inventories, net 92.9
Other (1.7)

159.7

Property, plant, and equipment, net 180.8
Other assets 11.3
R ¢~

Current liabilities 100.7

Noncurrent liabilities 42.9

143.6

Net assets ‘ 22!.2

Net noncurrent liabjlities of discontinued operations in the Consolidated
Balance Sheet at June 30, 1986 and 1985, related to the discontinued
methanol joint venture and consisted primarily of accrued lease obligations.

Earnings Per Common Share

Earnings (loss) per common share have been computed by dividing earnings

(loss) from continuing operations, discontinued operations, and net earnings
(loss), minus preferred stock dividend requirements, by the weighted average

number of common shares outstanding. Shares used in the computation were
27,077,649 in 1986; 27,173,296 in 1985; and 26,723,067 in 1984.

Cash and Short-Term Investments

Cash and time depcsits

Certificates of deposit
Bankers' acceptances

Other short-term investments
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Current Receivables

1986 1985

Trade accounts $ 185.5 $ 170.3
Nontrade receivables 26.2 10.9
2317 181.2

Less allowances 5.0 4.8

$.206.7, £ 76,4

Product Inventories

In the fourth quarter of 1986, IMC changed its method of determining cost
of certain domestic product inventories from the LIFO cost method to a
cumulative annual average cost method. Management believes this cost method
will result in a fairer presentation of inventories while maintaining an
appropriate matching of costs with revenues,

Financial statements of prior years have been restated to reflect this
change. As a result, retained earnings have been increased by #16.3 million
ags of July 1, 1984, The effect of the restatement was to increase
(decrease) operating results and per common share amounts as follows:

1986 1985 1984
Per Common Per Common Per Common
Adjustment Share Adjustment Share Adjustment Share
Continuing
operations § 1.5 $ .05 $ 1.2 $ .04 $(1.5) $(.05)
Discontinued
operations {1.3) (.04) %] .02 ol

T W T ¢ O T P $ .06 __$(1.4) $(.05)

Product inventories consisted of the following:

1986 1985
Animal products $aa o
Fertilizers 130.8 144.0
Mallinckrodt 122.2
Discontinued operaticns 87.2
Intergroup eliminations (.2) {en)

el 1=




Investments and Long-Term Receivables

1986 1985

Investments in and advances to partially
owned companies and joint ventures $ 177.9 $ 165.7
Long-term receivables and other investments 30,9 32.9
Marketable equity securities, at cost 13,5
208.8 212.1
Less allowances 3.7 6.9

Marketable equity securities held as long-term investments were stated at
the lower of cost or market. Allowances include $2.8 million established by
reducing shareholders' equity for the excess of cost over market value of
these securities at June 30, 1985, Such securities were sold in the year
ended June 30, 1986, for a small gain based on cost.

Property, Plant, and Equipment

1986 1985

Land § 69.5 § 3209
Mineral, gas, and oil properties and rights 214.7 416.7
Buildings and leasehold improvements 384.5 309.6
Machinery and equipment 1,428.5 1,345.6
Construction in progress 12.5% 48,5
2,170.1 2,144.3

Accumulated depreciation B887.5 869.5
Accumulated depletion 31.2 152.6

918.7  1,022.1

Net property, plant, and equipnent ‘1‘321‘2_ ‘1‘122‘2_

In 1986, the Company extended the estimated useful lives of certain
assets, primarily in the fertilizer segment, because a study indicated that
most of these assets continue in service significantly beyond previously

estimated depreciable lives. As a result of extending these lives,
depreciation expense decreased approximately #18.6 million ($10.9 million

after taxes, or $.40 a share).

In 1984, IMC sold a small portion of its phosphate reserves for a gain of
$16.0 million ($8.9 million after taxes, or $.33 a share) included in the
Consolidated Staiement of Operations under "Interest earned and other income
(expense), net."
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Income Taxes

At June 30, 1946, the Company had a net operating loss carryforward of
approximstely $50 million and investment tax credits of $10 million
available to offset future taxable income for financial reporting purposes.
For Feceral income tax purposes, the net operating loss carryforward,
expiring in 2001, was approximately $140 million and the investment tax
credit carryforward, expiring in 1998 through 2001, was $20 million. The
net operaving 10ss and investment tax credit carryforwards for financial
reporting purposes are less than those for Federal income tax purposes
because a portion of them have already been given benefit to in the
financial statements, primarily through a reversal of deferred income taxes,

The provision (credit) for income taxes on earnings (loss) from continuing
operations consisted of the following:

1986 1985 1984
Current

Federal $ (11.7) $ (11.1) § (.6)
State and local 4.2 3.2 1.8
Foreian 12.6 20,2 32.9
sl 1243 34,1

Deferred
Federal (85.9) P | 10.9
State and local (5.4) 1.0 o9
Foreign {.1) 2.2 {.9)
(91.4) 4.3 10.9

The components of earnings (loss) from continuing operaticons before income
taxes were as follows:

1986 1985 1984
Domestic $ (187.4) § 65.5 § 79.8
Foreign 21.5 42.9 54.1

$.0065.9) § . 208.4 £ _133.9

In July, 1984, the Tax Reform Act of 1984 was enacted., Among its
provisions, the act provided that urtaxed income previously earned by
Domestic International Sales Corporations (DISC) was not subject to Federal
income taxes. Accordingly, the 1985 provision for income taxes was reduced
by a reversal of $7.5 million, or $.28 a share, of deferred income taxes
previously provided. The 1985 provision was also reduced by $7.1 million,
or $.26 a share, as a result of a U.S. Tax Court ruling that became final.
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Deferred income tax provisions (credits) result from timing differences in
the recognition of income and expenses for financial reporting and tax
purposes. The following summarizes principal components of the nrovision
(credit) for deferred income taxes from continuing operations:

1986 1985 1984

Adjustment of net deferred tax

credits through application

of net operating losses $ (91.3)
Depreciation differences $ % T | 2.3
Capitalized interest 8.4 8.2
Investment tax credits (1.8) 7.2
DISC deferred tax reversal {7.:5)
Other {.1) (2.0) (6.8)

fLe) §. 4.3 § 0.9

A reconciliation of taxes computed at the Federal statutory rate and the
consolidated effective tax rate for earnings (loss) from continuing
operations follows:

1986 1985 1984

Computed tax at Federal

statutory rate $(76.3) 46.0% § 49.9 46.0% § 61.6 46,0%
Investment tax credits {9.3) 5.6 (5.1) (4.7) (4.3) (3.2)
Percentage depletion (3.9) 2:3 (17.6) (16.2) (20.4) (15.2)
Foreign income and

withholding taxes 3.4 (2.0) 1.5 1.4 Ead 1.3
Minimum tax 2.0 (1.2) 5.5 $.1 6.2 4.6
DISC deferred tax reversal (7.5) 1(6.9)
Favorable Tax Court ruling (7.1) (6.8)
Other items (none in excess

of 5¢ of computed tax) (2.2) 1.3 {3.0) (2:8) »3 il

Consolidated effective tax tggs,;; 52.0% t 16.6 15.3% f 45.0 33.6%

hecrued Liabilities

19886 198%
Salaries, wages, and bonuses $ 15.2 §$ 1.2
Taxes other than income taxes 173 1%.1
Interest 18.9 10.4
Other 70,9 54,8

$ 122,23 £ _93.5
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Research and Development Expenses

Research and development expenses for continuing operations amounted to
$33.2 million in 1986, $23.0 million in 1985, and $18.0 million in 1984,

Long~Term Debt

1986 1985
Notes payable, with interest rates averaging 6.98% $453.1
9.875% debentures due in 2011 in annual
installments of §15.0 million, beginning in 2002 147.6

B,75% promissory notes due in 2000 in annual

installments of $10.3 million, with

final payment of $10.7 million in 2000 144.0 § 154.2
11.875% debentures due in 2005 in annual

installments of $6.0 million, beginning in 1990,

with final payment of $10.0 million in 2005 67.4 72.4
9.35% debentures due in 2001 in annual

installments of $6.5 million, beginning in 1991,

with final payment of $6.7 million in 2001 52.9 52.9
8.258% promissory notes due in 1989, with
guarterly payments averaging $2.3 million 16.3 23,8
4% convertible subordinated debentures due in 1991 9 1.0
4.5% subordinated debentures due in 1992 25 243
Other (5% to 12%) due in 1986 to 2013 76.1 $7.4
960.8 364.2
Less current maturities 38.2 2241

$ 922,86 § 342.1

During 1985, IMC reacquired $27.6 million of ite 11.875 percent debentures
and $12.3 million of its 9.35 percent debentures upon issuance of 539,582
shares of IMC common stock and a principal payment of #15.8 million. The
exchange resulted in a nontaxable gain of $6.3 million, or $.23 a share,
included in the Consolidated Statement of Operations under "Interest earned
and other income {expense)}, net." IMC intends to utilize these debentures
for sinking fund requirements.

Notes payable outstanding at June 30, 1986, consirt of short-term notes
backed by long-term lines of credit. See "Lines of Credit." Accordingly,
such notes have been classified as long-term debt, Notes payable
aggregating #160.0 millicn are affected by various interest rate swap
agreements that extend from 1989 to 1996 and that result in an effective
average interest rate for these notes of 8.55 percent at June 30, 1986,

The 9.87% percent debentures were sold in March, 1986, The debentures are
redeemable at the option of IMC at 100 percent in 2001 and thereafter.
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The 11.875 percent debentures are redeemable at the option of IMC at
prices ranging from 107.613 percent at June 30, 1986, to 100 percent in 2000
and thereafter,

The 9.3%5 percent debentures are redeemable at the option of IMC at prices
ranging from 104.675 percent at June 30, 1986, to 100 percent in 1995 and
thereafter,

The 4 percent convertible subordinated debentures are currently
convertible into common stock at $25.32 a share and are redeemable at 100

percent.

The 4.5 percent subordinated debentures may be exchanged for cash at any
time at the rate of $662 per $1,000 principal amount of debentures.

Maturities of long-term debt for the next five years, assuming application
of acquired debentures to the earliest sinking fund requirements, are (in
millions of dollars): 1987--§38,.2; 1988--524.6; 1989~-§13.5; 1990--§12.4;
1991--$11.6. short-term notes backed by long-term lines of credit are
excluded from these amounts because a sufficient amount of lines expire
after 1991.

Certain debt agreements require maintenance of $175 million of
consolidated working capital and restrict the payment of dividends and
purchase, retirement, or redemption of capital stock. Consolidated retained
earnings not restricted under these provisions amounted to $28.2 million at
June 30, 1986,

Interest Charges

1986 1985 1984
Total interest charges $§ ©65.6 § 40.1 § 43,9
Less interest capitalized 2.2 28x 1 13.0

Lines of Credit

IMC had unused commitments from groupe of banks under revolving credit and
similar agreements totaling 5525.0 million with an eight-year term extending
to September 30, 1993, and $275.0 million with & five-year term extending to
November 8, 1990, Interest rates on borrowings under these agreements may,
in general, be the banks' prime rate, various LIBOR and certificate of

deposit rates, or combinations thereof. Commitment fees averaging .19
percent are payable on the unused portions.
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Operations by Geographic Area (See table on page 51.)

Net earnings of corsolidated foreign subsidiaries, excluding discontinued
operations and before consolidation eliminations, amounted to $2.6 million
in 1986, $27.1 miilion in 1985, and $24.0 million in 1984. Net assets of
such subsidiaries were $143.8 million at June 30, 1986 ($141.5 million at
June 30, 1985), including retained earnings of #129.3 million at June 30,
1986, a substantial portion of which is considered to be permanently
invested.

sales from continuing operations from the United States to unaffiliated
customers in other geographic areas were as follows:

1986 1985 1984
La* in Amer‘ca § 33.0 § 42.0 § 43.6
Europe 27.4 40.4 26.3
Far East 64.2 125.1 111.4
Other 4.6 2,2 2.5

$_J129.2 § 209.7 83.8

Transfers of product between geographic areas are at prices approximating
those charged to unaffiliated customers.

segment Information (See table on page 52.)

IMC's continuing worldwide operations are organized in three segmente as
follows:

Business Segment Operations

Animal products Production and sale of feed ingredients from phosphate
and potash, Ralgro, a growth-promoting implant for
livestock, and poultry vaccines.,

Pertilizers Mining, processing, production, and sale of phosphate
rock, phosphate chemicals, potash, and ammonia for
inorganic fertilizers; production and sale of mixed
fertilizers; production and sale of uranium oxide.

Mallinckrodt Production and sale of: medical products used by
hospitals, laboratories, and pharmaceutical c¢ompanies;
specialty chemical products used by industrial companies
as catalysts, components, and ingredients; and products
for processed food, beverage, perfume, and personal care
industries.
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Stock Plans

A non-gqualified stock opticn and award plan adopted in 1973, as amended,
provides for granting options to purchase up to 1,800,000 shares of common
stock at prices not less than 100 percent of market price at the date of
grant. A second plan was adopted in October, 1982, for granting options for
up to 500,000 shares intended to gqualify as "incentive stock options®" under
provisions of the Internal Revenue Code. Options under both plans are
exercisable over 10 years beginning one year after the date of grant and are
limited to 50 percent during the second year. A total of 1,953,161 shares
was granted under these plans through June 30, 1986, The plans permit
employees to tender shares to IMC in lieu of cash for the exercise of stock
options., During 1986, 1985, and 1984, 58,800, 55,500, and 51,193 options
with an aggregate market value of $2.4 million, $2.2 million, and $2.4
million were exercised by the tendering of 42,554, 37,186, and 27,741 shares
with a market value of $1.7 million, $1.5 million, and $1.3 million,
respectively. These tendered shares have been accounted for as a purchase
of treasury shares at market value.

The plans also provide for granting stock appreciation rights in
conjunction with options granted. Upon exercise of a stock appreciation
right, the holder is entitled to receive the excess of the fair market value
of the shares for which the right is exercised over the option price under
the related option. IMC may elect to pay such amounts in cash, IMC common
stock, or a combination therensf. The stock appreciation right is
exercisable only to the extent the related stock option is exercisable.

Upon exercise of the right, the related stock option must be surrendered and
the related common shares are not available for future option grants.

Information on options and rights follows:

Price

Number of Options RAnge 1986 1985 1984
Outstanding at beginning of year $15-42 920,725 900,700 773,052
Granted 31-42 144,300 157,000 315,400
Cancelled 27-42 83,750 50,250 74,988
Exercised 15-37 67,700 86,725 112,764
Outstanding at end of year 26-42 313,575 920,725 900,700
At June 30

Exercisable 708,425 608,775 545,950

Reserved for future option grants 130,231 329,256 520,306
Number of Rights
Outstanding at beginning of year $19-34 79,400 132,400 200,288
Cancelled 19-27 5,000 800
Exercised 19-34 40,400 48,000 67,088
Outstanding at end of year 26-34 39,000 79,400 2,400
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The average purchase price of outstanding stock options at June 30, 1986,
was #36.0( a4 share, based on an aggregate purchase price of $32.9 million.
Outstanding stock options and appreciation rights will expire over 3 pariod
from no later than Pebruary 2, 1987, to no later than June 18, 1996,

The non-qualified stock option and award plan provides for the award of
restricted shares of IMC's common stock. Under the plan, the grantee makes
no cash payment for the award, the shares are held in escrow until vested,

and the grantee cannot dispose of the restricted shares until vested. Upon
forfeiture of any share of restricted stock in accordance with the stock
option and award plan, or the terms and conditions of the award, the shares
would automatically be transferred to and reacquired by IMC at no cost., In
1986, 1985. and 1984, IMC issued from its treasury 98,075, 36,300, and
29,071 restricted shares, respectively, in connection with incentive
compensation plans, Awards in 1984, 1985, and 1986 become vested generally
on June 30, 1987, 1988, and 1989, respectively.

Commitments

IMC leases railroad cars, office space, data processing equipment, and
machinery and equipment. Some, principally railrocad car leases, have been
classified as capital leases. Rent expense for continuing operations in
1986, 1985, and 1984 related to operating leases was $20.7 million, $18.,0
miliion, and $16.3 million, respectively (net of related mileage credits of
$2.2 million in 1986, $1.8 million in 1985, and $1.6 million in 1984).

Minimum rent commitments for continuing operations at June 30, 1986, under

operating leases with a remaining noncancellable period exceeding one year
are set forth below, These commitments have not been reduced for potential

mileage credits.

Years ending June 30 '

1987 $ 16.0
1988 13.9 i
1989 11.4 :
1990 10.4
1991 8.9
Later years 73.5

$134.1

ey ek R

IMC is committed under a service agreement with Potash Corporation of
Saskatchewan Mining Limited (PCS Mining) to produce annually from mineral }
reserves specified quantities of potash for a fixed fee and a pro rata share .
of production costs. The term of the agreement presently extends through :
June 30, 1987, and is renewable (on the same terms) at the option of PCS ;
Mining for eight additional five-year periods. Potash produced for PCS
Mining may, at PCS Mining's option, amount to an annual maximum of about
one-four.h of the tons produced. During 1986, production of potash for PCS
Mining amounted to 638,00C tons, or 20 percent of tons produced,
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inflation-Adjusted Supplemental Statement of Operations

{In millions of dollars As Specific

except per share amounts) Reported Prices

(Bistorical (Current

Year ended June 30, 1986 Cost) Cost)
Revenues

Net sales $1,178 1,178

(72) (72)
1,106 1,106

Interest earned and other income {expense) , net

Costs and expenses

Cost of goods sold* 963 963
selling, administrative, and general expenses? 158 158
pepreciation and depletion 88 130
Interest charges 63 63
1,272 1,314

Loss from continuing operations before income taxes (166) (208)
Income tax credit (B€) (86)

Loss from continuing operations

Loss from continuing operations per common share

Purchasing power gain on net amounts owed

t (80) ﬁ (122)
“2'26) ‘§4.§3!

-

Effect of increase in general inflation on inventories and

property, plant, and equipment held during the year $ 56
Increase in specific prices (current cost) ** 58
Excess of increase in specific prices over general inflation £ (2)

*Exclusive of depreciation and depletion.
#*At June 30, 1986, current cost of inventories was $322 million and current

cost of property, plant, and equipment, net of accumulated depreciation
and depletion, was $1,787 million.
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Five-Year Comparison of Selected Supplementary Financial Data
{In millions of dollars except per share amounts)

Years = :ded June 30 1986 1985 1964 1983 1982
Net sales

Historical dollars $1,178 1,166 1,081 1,027 1,033

Average 1986 dollars 1,178 1,199 1,15% 1,137 1,194
Earnings (loss) from continuing operations

Historical dollars $ (80) 92 89 67 107

Current cost* (122) 33 30 22 66
Net assets

Historical dollars $ 994 1,109 1,054 1,040 1,036

Current cost* 1,540 1,777 1,688 1,790 1,874
General inflation over

(under) specific prices $ (2) 16 32 1 28
Purchasing power gain

on net amounts owed $ 13 30 22 7 43
Earnings (loss) from continuing

operations per common share

Historical dollars $(2.96) 3.36 3.31 2.50 3.98

Current cost* (4.53) 1.20 1,11 .81 2,46
Dividends per common share

Historical dollars $ 1.80 2,60 2,60 2,60 2.60

Average 1986 dollars 1.80 2.67 2.78 2.88 3,00
Market price per common share (at year end)

Historical dollars $33.13 40.75 36.00 40,13 26.50

Average 1986 dollars 33,17 41.89 38.46 44,44 30.62
Average Consumer Price Index 225,7 316.8 304.9 294.1 281.9

*Stated in average 1986 dollars.
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Mineral Reserves and Operating Statistics

Information relating to the Company's major proved mineral reserves,
mining production, and representative product prices follows:

(Millions of tons) 1986 1985 1984 1983 1982
Pnosphate (Florida)
Reserves at year end 192 192 194 20 188
Bone phosphate of lime 68% 68% 68% 6. 69%
Reserves acquired 1 12 17 12
Reserves sold 4
Reserve revaluation 7 9 {5) 6
Phosphate rock mined 8 11 11 9 10
Bone phosphate of lime 69%  69% 69% 69% 69%
Potash (Canada)
Reserves at year end 1,331 1,338 1,346 1,354 1,361
Average K30 content 25% 25% 25% 25% 25%
Ore mined 7 8 8 7 6
Average K;0 content 25% 25% 25% 25% 25%
Muriate of potash produced 3 3 3 3 2
Potash (New Mexico)
Reserves at year end 182 187 192 198 203
Average combined K30 content 10% 10% 10% 11% 11%
Ore mined 5 5 6 5 5
Average combined K0 content 12% 11% 10% 10% 10%
Potash produced 1 /| 1 1 1
Average Realized Prices
Phosphate rock per ton $20 20 19 20 23
Potash per ton 43 53 S8 60 70

In addition to the phosphate reserves shown ‘n the table, IMC's share of
the IMC/Grace joint venture's phosphate reserves in west central FPlorida at
June 30, 1986, amounted to about 49 million tons, with estimated bone
phosphate of lime content of 66 percent.

revaluations produced a net increase in IMC's share of estimated reserves of
IMC's share of production that began in 1985 amounted to

7 million tons.

puring 1986 and 1985, reserve

approximately 1 million tons in both 1986 and 1985,

IMC also owns or controls phosphate deposits about 40 miles from current

mining operations.

These deposits are estimated to contain approximately

239 million tons with bone phosphate of lime content about 65 percent.

Changes in these deposits during the five years ended June 30, 1986, consist

of acquisitions of about 11 million tons during the three years ended June

30, 1986,

{Deposits are ore bodies which require additional economic and

mining feas’'bility studies before they can be classified as reserves.)
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Item 5. Disagreements on Accounting and Financial Disclosure

Not applicable.

Part II1I.

Item 10, Directors and Executive Officers of the Registrant

Por information concerning directors of the Registrant, see pages 4
through 8, incorporated herein by reference, of IMC's definitive Proxy
Statement for the Annual Meeting of Stockholders to be held on October 15,
1986. Information concerning executive officers of the Registrant is
included in Part I of this report,

Item 1i. Executive Compensation

For information concerning management remuneration, see pages 14 through
28, incorporated herein by referer.c, of IMC's definitive Proxy Statement
for the Annual Meeting of Stockholders to be held on October 15, 1986.

Item 12, Security Ownership of Certain Beneficial Owners and Management

For information concerning security ownership of certain peneficial owners
and management, see pages 9 through 11, incorporated herein by reference, of
IMC's definitive Proxy Statement for the Annual Meeting of Stockholders to
be held on October 15, 1586,

Item 13. Certain Relationships and Related Transactions

For information concerning certain relationships and related transactions,
see pages 11 through 14, incorporated herein oy reference, of IMC's
definitive Proxy Statement for the Annual Meeting ©f Stockholders to be held
on October 15, 1986,
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Part IV.

Item 14.

Exhibits, Financial Statement Schedules, and Reports on Form 8-K

(a) FINANCIAL STATEMENTS

(1) See index on page 31 for a listing of financial statements and
schedules filed with this report.

(2) Exhibits

Exhibit Incorporated Herein Filed
No. Description by Reference to Herewith
2,1 Amendment toc June 7, 1984, Exhibit 2.1 to

Exchange Agreement between 1984 10-K.
Lazard Freres & Co. and IMC,
p Purchase Agreement dated as of Exhibit 2.3 to
December 19, 1985, between Avon Form B-K filed
Products, Inc., et al and IMC. February 28, 1986,
3.1 Restated Certificate of Exhibit 3.1 to
Incorporation of IMC. 1981 10-kK.
32 Amendment to Certificate Exhibit 3.2 to
of Incorporation of IMC 1965 10-K,
dated September 9, 1982,
33 Amendment to Certificate Exhibit 3.3 to
of Incorporation of IMC 1985 10-K.
dated January 8, 1985,
3.4 Amendment to Certificate X(1}
of Incorporation of IMC
dated October 23, 1985.
> Amendment to Certificate X(1)
of Incorporation of IMC,
dated June 11, 1986,
3.6 By-Lawse of IMC as amended Exhibit 3.4 to
through February 20, 1985, 1985 10-K.
3.7 Amendments to By-Laws of X(1)

IMC dated August 20, 1986,

- 2=




Exhibit Incorporated Berein Filed
No . Description by Reference to Herewith
$.1 Indenture dated as of January 1, Exhibit 4(a)(1) to

1966, between IMC and The First Amendment No. 3,
National Bank of Chicago for 4% Form S-1 Registration
convertible subordinated debentures Statement No. 2~24261.
due January 1, 1999.

4.2 Indenture dated as of Ncvember 1, Exhibit 2.2 to
1975, between IMC and Morgan Amendment No. 1,
Guaranty Trust Company of New York Form S-7 Registration
(*Morgan*) for $100 million 9.35% Statement No. 2-54834,
Sinking Fund Debentures due
November 1, 2000.

4.3 Indenture dated as of July 1, 1966, Exhibit 4(c)(1l) to
between Commercial Solvents Amendment No. 1,
Corporation and The Chase Manhattan Form S-1 Registration
Bank for 4.5% convertible Statement No. 2-25045
subordinated debentures due filed by Commercial
July 1, 1999 (*CsC Indenture®)., Sclvents Corporation,

4.4 First Supplemental Indenture Exhibit 3, Item 4, to
dated as of May 12, 1975, Form 8-K Current
under CSC Indenture. Report for May, 1975,

filed by Commercial
Solvents Corporation,

4.5 Second Supplemental Indenture Exhibit A to
dated as of June 30, 1978, Form 10-Q for gquarter
under CSC Indenture. ended December 31, 1978,

4.6 Indenture dated as of May 1, 1980, Exhibit B to
between IMC and The First National 1980 10-K.

Bank of Chicago for $100 million
11.875% Sinking Fund Debentures
due May 1, 2005,

$47 Instrument defining the rights Form 8-A Registration
of holders of IMC's 4% Cumulative Statement under
Preferred Stock and Common Stock. Section 12 of the

Securities Exchange

Act of 1934, dated

February 25, 1942.
4.8 Instrument describing a dividend Form B-A Registration

distribution of cne non-voting
common Stock purchase right for
each cutstanding common share

to holders of IMC's Common Stock.

-63~

Statement under
Section 12 of the
Securities Exchange
Act of 1934, filed
March 21, 1986,



Exhibit Incorporated Herein Filed
NO . Description by Reference to Herewith
4.1 Indenture dated as of January 1, Exhibit 4(a)(1l) to

1966, between IMC and The First Amendment No. 3,
National Bank of Chicago for 4% Form S-1 Registration
convertible subordinated debentures Statement No. 2-24261.
due January 1, 1999.

4,2 Indenture dated as of November 1, Exhibit 2.2 to
1975, between IMC and Morgan Amendment No. 1,
Guaranty Trust Company of New York Form 8~7 Registraticn
(*Morgan®) for $100 million 9.35% Statement No., 2-54&34.
Sinking Fund Debentures due
November 1, 2000.

4.3 Indenture dated as of July 1, 1966, Exhibit 4(c)(1) to
between Commercial Solvents Amendment No. 1,
Corporation and The Chase Manhattan Form S-1 Registration
Bank for 4.5% convertible Statement No. 2-25045
subordinated debentures due filed by Commercial
July 1, 1999 (*CsC Indenture®). Solvents Corporation.

4.4 Pirst Supplemental Indenture Exhibit 3, Item 4, to
dated as of May 12, 1975, Form 8~K Current
under CSC Indenture. Report for May, 1975,

filed by Commercial
Solvents Corporation.

4.5 Second Supplemental Indenture Exhibit A to
dated as of June 30, 1978, Form 10-Q for quarter
under CS8C Indenture. ended December 31, 1978.

4.6 Indenture dated as of May 1, 1980, Exhibit 8 to
between IMC and The Firs* lational 1980 10-K.

Bank of Chicago for $100 million
11.875% Sinking Fund Debentures
due May 1, 2005,

4.7 Instrument defining the rights Form 8~A Registration
of holders of IMC's 4% Cumulative Statement under
Preferred Stock and Common Stock. Section 12 of the

Securities Exchange

Act of 1934, dated

February 25, 1942.
4.8 Instrument describing a dividend Form B8-A Registration

distribution of one non-voting
common stock purchase right for
each outstanding common share

to holders of IMC's Common Stock,

w3~

Statement under
Section 12 of the
Securities Exchange
Act of 1934, filed
March 21, 1986.






Exhibit Incorporated Herein Piled
NG . Description by Reference to Herewith
10.6 Amendment dated May 19, 1982, Exhivit 10.6 to
to Employment Agreement with 1983 10-K.
Ceorge D. Kennedy.
10.6a Amendment dated September 19, 1984, Exhibit 10,6a to
to Employment Agreement with 1985 10-K.
George D. Kennedy.
10,6b Amendment dated July 24, 1986, X(1)
to Employment Agreement with
George D. Kennedy.
10.7 Deferred Compensation Plan Exhibit 10.7 to
for Directors as amended 1983 10-K.
through August 17, 1983,
10.7a Amendment dated September 18, 1985, Exhibit 10.7a to
to Deferred Compensation Plan 1985 10-K.
for Directors.
10.8 Supplemental Benefit Plan for Exhibit 10.8 to
Participants in the Retirement 1983 10-K.
Plan for Salaried Employees of
IMC as amended and restated
effective January 1, 1980,
10.9 IMC Supplemental Executive Exhibit 10.9 to
Retirement Plan as amended 1984 10-K.
through December 1, 1983,
10.9a Amendment No.3 dated January 23, Exhibit 10.9%9a to
1984, to Supplemental Executive 1985 10-K.
Retirement Plan.
10.9b Amendment No.4 dated February 27, Exhibit 10.9b to
1985, to Supplemental Executive to 1985 10-K.
Retirement Plan.
10.9¢ Amendment No.5 dated December 18, X(1)
1985, to Supplemental Executive
Retirement Plan.
10,94 Supplement No. 1 dated February 21, X(1)
1986, to Supplemental Executive
Retirement Plan.
10.10 IMC Long~Term Performance Incentive Exhibit 10,10 to

Plan as amended March 17, 1982,
and May 19, 1982,

«55-

1983 10-K.



Exhibit
NO .

Description

Incorperated Herein
by Reference to

Filed
Herewith

10.11

10,22

10.13

10.14

10.16

10.18

10,19

10.20

10,21

10.22

10.23

IMC Management Incentive
Compensation Program as amended
effective January 1, 1984,

IMC 1973 Stock Option and Award Plan
as amended through October 19, 1983,

IMC Directors Retirement Services
Plan effective July 1, 1984,

IMC 1981 Incentive Stock Option Plan
as amended through October 19, 1983,

Agreement dated June 27, 1985,
supplementing, amending and
continuing Potash Resource Payment
Agreement dated October 15, 1879,
between IMC and the Province

of Saskatchewan.

Restated Articles of Partnership
made and adopted as of September 15,
1981, between IMC and Ridgewood

Phosphate Corporation, a wholly owned

subsidiary of W.R. Grace & Co., with
Amendment made as of July 26, 1984,

Amended and Restated Credit
Agreement dated as of November 28,
1983, among Four Corners Mine, the
listed banks and Morgan as agent
for the banks.

Security Agreement dated as of
January 15, 1981, between Four
Corners Mine and Morgan.

First Amendment dated as of
November 28, 1983, to Security
Agreement betwean Four Corners
Mine and Morgan.

Support Agreement dated as of
January 15, 1981, between IMC
and Morgan.

First Amendment dated as of

November 28, 1983, to Support
Agreement between IMC and Morgan.

L

Exhibit 10.11 to
1983 10-K.

Exhibit 10.12 to
1984 10-K.

Exhibit 10,13 to
1984 10~-K.

Exhibit 10.14 to
1984 10-K.

Exhibit 10,16 to
1984 10-K.

Exhibit 10.18 to
1984 10-K.

Exhibit 10.19 to
1984 10-K.

Exhibit 10.3 to
1981 10-K.

Exhibit 10.21 to
193‘ 10“!.

Exhibit 10.4 to
1981 10-K.

Exhibit 10.23 to
1984 10-K.
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Exhibit Incorporated Herein Filed
No . Description by Reference to Herewith

10.24 Note Agreement with The Prudential Exhibit 6 to
Insurance Company of America 1980 10-K.
dated as of February 1, 1980.

10.25 Agreement dated June 3, 1981, Exhibit 10.21 to
conscolidating obligation in Loan 1983 10-K.
Agreement dated April 18, 1973,

(Exhibit 7 to 1973 10-K} under Note
Agreement dated as of February 1,
1980, (Exhibit 6 to 1980 10-K).

10.26 Credit Agreement dated as of X(1)

October 15, 1985, among IMC,
the signatory banks and

Citibani, N.A., individually
and as agent for the banks.

10.27 Amendment dated as of February 28, X(1)
1986, to Credit Agreement dated
as of October 15, 1985.

10.28 Second Amendment dated June 3, X(1)

1986, to Credit Agreement dated
as of October 15, 1985.

10.29 Facility Agreement dated as of X(1)
November 8, 1985, among IMC, the
signatory banks and Morgan Guaranty
Trust Company of New York, London
Branch, as agent for the banks.

10.30 Amendment dated as of Pebruary 21, X(1)
1986, to Facility Agreement dated
as of November 8, 1985.

10,31 Amendment dated as of June 3, X(1)

1986, to Facility Agreement dated
as of November 8, 1985.

10.32 Credit Agreement dated as of X(1)
February 28, 1986, among IMC, the
signatory banks and Bank of Montreal,
individually and as agent for the banks.

10.33 Amendment dated as of June 10, Xx(1)

1986, to Credit Agreement dated
as of February 28, 1986,

s
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Exhibit Incorporated Herein Filed
NO . Description by Reference to Herewith
18 Letter from Arthur Young & Company X(2)

to IMC dated August 1, 1986,
concerning a change in accounting

vy g — v ——— i

principles.
22 Subsidiaries of the Registrant. X(2)
24.1 Consent of Arthur Young & Company. X(2)
24.2 Consent of Holland & Knight. X(2) i
28.1 Registrant's definitive proxy X(1)

statement for the annual meeting
of stockholders on October 15, 1986.

{1) Exhibit filed with Form SE incorporated herein by reference.
{2) Exhibit filed with electronic submission.

{(b) REPORTS ON FORM 8-K

The following reports on Form 8-K were filed during the three months
ended June 30, 1986:

© A report under Item 5 dated April 15, 1986;
o A report under Item 5 dated June 5, 1986; and
o A report under Item 5 dated June 9, 1986.
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INDEX TO FINANCIAL STATEMENTS, SUPPLEMENTARY DATA,
AND FINANCIAL STATEMENT SCHEDULES

Page References

Consolidated balance cheets at June 30, 1986 and 1985 33

For the years ended June 30, 1986, 1985, and 1984:

Consolidated statement of operations 34
Consolidated statement of changes in financial position 35
Consolidated statement of changes in shareholders' equity 36
Notes to consolidated financial statements 37-54
Supplementary data (unaudited) 55-60

Consolidated Schedules for years ended June 30, 1986, 1985, and 1984:

I1 - Amounts receivable from related parties
and underwriters, promoters, and employees

other than related parties 72
V - Property, plant, and equipment 73-74
V1 - Accumulated depreciation, depletion, and

amortization of property, plant, and equipment 75-76
IX - Short-term borrowings 77
X =~ Supplementary income statement information 78

All other schedules are omitted as the required information is not present

in sufficient amounts or the reguired information is included in the
consolidated financial statements or notes thereto.

Pinancial statements and schedules and summarized financial information of
the nonconsolidated subsidiaries and 50 percent or less owned persons are
omitted as none of such subsidiaries or persons are individually or in the

aggregate significant under the tests specified in Regulation S~X under
Article 3.09 of general instructions to the financial statements.
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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.

Date:

INTERNATIONAL MINERALS & CHEMICAL CORPORATION

September 17, 1986

(Registrant)

By JOHN F. SONDEREGGER

John F. Sonderegger
Vice President and Controller

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

GEORGE D. KENNEDY

George D. Kennedy

JOHN F.

SONDEREGGER

John F. Sonderegger

WARREN L. BATTS

Warren L. Batts

FRANK W, CONSIDINE

Frank W. Considine

Title

Chairman

(Chief Executive Officer)

Vice President and Controller
(Principal Accounting Officer)

Director

Director

=70~

Date

September 17, 1986

September 17, 1986

September 17, 1986

September 17, 1986
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Schedule II

AMOUNTS RECEIVABLE FROM RELATED PARTIES AND UNDERWRITERS, PROMOTERS,
AND EMPLOYEES OTHER THAN RELATED PARTIES
AND PRINCIPAL HOLDERS (OTHER THAN AFFILIATES)
Years Ended June 30, 1984, 1985, and 1986
($ in thousands)

Balance at End
Deductions of Period
Balance
at
Beginning Additions Amounts Not
Name of Debtor of Period (D) Collected Current Current
1984:
U.S. employee relocation loans{(A) $239 $658 $552 §345
Number of loans 13 24 22 15
Canadian emplcoyee housing loans(B) 757 87 22 $648
Number of loans 36 1 35 35
1985:
U.S. employee relocation loans(A) $345 §435 $498 b2s82
Number of locans 15 20 22 13
Canadian employee housing loans(B) 670 95 151 24 $590
Number of loans 35 2 2 35 35
1986
U.S. employee relocation loans(A) $282 §681 $678 p28s
Number of loans 13 21 28 16
Canadian employee housing loans(B) 614 67 26 $521
Number of loans 35 4 3l 31
Other employee loans(C) 152 36 51 § 65
Number of loans 102 12 90 11

(A) Generally non-interest bearing and repayable upon the sale of the
employee's former residence.

(B) Interect at rates ranging from 6 percent to 15 percent per annum and
repayable over 8 to 25 years.

(C) Generally interest at a rate of approximately 6 percent per annum and
repayable over 1 to 1l years.

(D) In 1986, includes Mallinckrodt amounts receivable as of date of

acguisition by the Company.
-] 2~



Schedule V

(Page | of 2)
PROPERTY, PLANT, AND EQUIPMENT
Years Ended June 30, 1984, (985, and 1986
{($ Inmilliions)
Balance
at Other Balance
Beginning Additions Changes~- st End
of Period st Cost Retirements Add (Deduct) of Period
1984 :
Land $ 32.6 $ 8 $ 1.1 $ D (W) B 32.4
2 )
Mineral, oll, and gas
properties and rights 327.8 71.9 a¥ A4 (A 396.8
(1.4) (E)
(.2 B
Bulldings and leasehold
improvements 288.2 14,6 3.7 .1 (L)
{1.0) (D) 299.2
Machinery and equlpment t,264.9 35.9 16.5 (.4) (A)
(.4) (D)
1.9 (C) 1,285.4
Constructlon In progress 70.2 (18.4) 2.1 (2.3) (E)
I €
4 (A) 47,6
$:,983.7 $104.8 $ 25,1 £ (2.0) $2,061.4
1985
Land $ 32.4 $ ® 3 | $ S A B 32.9
Minerai, oll, and gas
properties and rights (.4) (A)
(.3) (D)
396.8 20.4 lo 1 1.3 (F) 416.7
Buildings and leesehold
improvements 299.2 6.6 4.0 (1.2) (D) 300.6
Machinery and equlpment 1,285,.4 83.7 22.9 (.6 (D) 1,345.,6
Construction in progress 47.6 4.8 3.9 48.5
$2,061.4 $116.0 $ 5.2 g (.9 $2,144.3
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Schedule V

(Page 2 of 2)
PROPERTY, PLANT, AND EQUIPMENT
Years Ended June 30, 1984, 1985, and 1986
($ Inmillilons)
Balance
at Other Balance
Beginning Addltions Changes~~ at End
of Period at Cost Retirements Add (Deduct) of Perlod
1986 :
Land § 32,9 $ 1.7 $ 1.8 $ 40,6 (O g 69.5
(3.9 (B)
Mineral, oil, and ges
properties and rights 416.7 23.1 20.4 2 (A) 2147
t.1) (D)
(204.8) (G)
Buildings and leasehold
improvements 300.6 7.3 3.3 106,0 (C) 384.5 :
(.3 (D) {
(25.8) (&) !
Machinery and equipment |,345.6 21.5 20, 1 (.5) (A) 1,428,5
204.2 ()
«2 {0
(1.9) (E)
(150.6) (G)
Construction in progress 48,5 10.2 8.1 +2 §A) 739
23.% (©)
(.9 (6)
$£2,144.3 § 93.9 $ 53.7 £ (13.8) $2,170.7

Notes:

(A) Transfers between accounts.

(8) Amortlization of excess consideration.

(C) Acquisition of a subsidlary.
(D) Forelgn currency adjustment.
(E) Reclassification from other balance sheet accounts.

(F) Property exchange.

(G) Reclassification of property, plant, and equipment of discont!nued cperations held for szle to

current assets.
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Schedule Vi

(Page | of 2)
ACCUMULATED DEPRECIATION, DEPLETION, AND AMORTIZATION

OF PROPERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1984, 1985, and 1986
(§ inmitilons)

Balance Additions

at Charged to Other Balance
Beginning Cost and Changes-~ at End
of Perlod Expenses Retlrements Add (Deduct) of Period

1984 ;

Mineral, oil, and ges
propertles and rights 6B 113.9 $ 22.3 3 (.6) $ J (B8
(.73 (F) $ 136,2
Bulidings and |easehold

Improvements 132.0 15.0 .4 5 ()
t.3) D) 146.8
Machinery and equlpment 552.0 87.1 10.5% (.1} (B)
.1 ()
(.2) (0 £29.4
Al lowance for
plant closings (A) 3.0 2 .8 Sl XES 2.9
$ 800.9 $124.6 11,1 $§ 39 $ 917.9
1985
Mineral, oll, and gas
propertles and rights B 136.2 $ 17.0 $ .1 § (. (F) B 152.6
Bulldings and leasehold
improvements 146,8 17.4 1.6 (.3 (D) 162.0
Machinery and equlipment £29.4 89.5 16,4 (.4) (D) 02,1
Al lowance for
plant closings (A) 5.9 b 1.0 {2 4B 5.4
$ 917.9 $124.7 § 18.9 $ (1.6) $1,022,1
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Schedule VI

(Page 2 of 2) ‘
ACCUMULATED DEPRECIATION, DEPLETION, AND AMORT|ZATION :
OF PROPERTY, PLANT, AND EQU!PMENT
Years Ended June 30, 1984, 1985, and 1986
(B In millions)
Balance Add|tions
at Charged to Other Balance
Beglinning Cost and Changes~-~ at End
of Period Expenses Retlrements Add (Deduct) of Period
1986 :
Mineral, oll, and yas
properties and rights B 152.6 $ 19.1 $ 18,2 $ S8 - -31.2
(.3) (F)
{122,1) (6)
Bulldings and leasehold
Improvements 162,0 17.6 2.3 (.1 (D) 163.8
(13,2) (©G)
Machinery and equlpment 702, 1 81.3 17.4 (.1) (B) 689.4
(76.5) (G)
Alilowance for
plant closings (A) 5.4 61.7 (H) o7 (32,1) (6) 34,3
$1,022,1 $179.7 $ 38.8 $0244.3) $ 918.7

Notes:

(27 This sccount |s used to provide for losses on disposais of property, plant, and equipment.
Charges to the account consist of losses, net of gains, on such disposals .
(8) Transfers between accounts.
(C) Acquisition of a subsidlary.,
(D) Foreign currency adjustment.
(E) Reclass!ification from other balance sheet accounts.
(F) Difference between aversge and actual dopl!etion rates on certain Florida phosphate ore
reserves which has been offset against deferred charges In the consolldated balance sheet.
(G) Reclassification of property, plant, and equipment of discontinued cperations held for sale +o

current assets.

(H) Includes $34.0 milllon classified In the Statement of Operations under "Interest earned and
ather [ncome (expense), net",

=78=




Schedule IX

SHORT-TERM BORROWINGS
Years ended June 30, 1986, 1985, and 1984
($ in millions)

Maximum Average weighted
Balance Weighted Amount Amount Average
at End Average Outstanding OQutstanding Interest
of Interest During the During the Rate During
Period Rate Period Period the Period
Notes pavable to banks (A):
1986 $ 13.8 7.1% $ 22.7 $§ 7.9 7.3%
1985 None -- $ 3.1 $ 2.4 6.5%
1984 None -- $ 4.2 $ 3.1 5.9%
Commercial paper:
1986 $453.1 (B) 7.5%(C) §895.8 $240.5 6.9%(C)
1985 None -~ $ 25.5 $ 1.8 8.7%
1984 None - $ 61.9 $ 13.1 10.4%

The average amount outstanding for each period was computed by averaging
the daily balances during the year. The weighted average interest rate for
each period was computed by dividing interest on short-term borrowings by
the average amount cutstanding during the year.

(A) All from overseas banks.

{(B) Backed by long-term lines of credit and. accordingly, classified as
long-term debt.

(C) Includes the effect of various interest rate swap agreements.
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Schedule X

SUPPLEMENTARY INCOME STATEMENT INFORMATION
Years ended June 30, 1986, 1985, and 1984

($ in millions)

Charged to Costs and Expenses
of Continuing Operations

1986 1985 1984

Maintenance and repairs 7.0 S 28,1 ! 97.9

|
\
|
|
Taxes, other than income taxes: ‘
|

Severance taxes $ 21.4 $ 39.1 $ 38.9

Other taxes and fees 31.9 29.9 P 5

|
|

s 3 : . !
53,3 69.0 66,6 |
|
\
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fiscal 1990, Mallinckrodt Medical introduced Ultraject*, a patented |
innovation in contrast media agent administration. The prefilled, plastic T
syringe gives radiologists a more efficient, convenient and safer me@hod of |
delivering contrast agents. Mallinckrodt is the only company supplying this

unique product.

The cardiology business is dedicated exclusively to helping cardiologists
to visualize the coronary arteries and chambers of the heart to diagnose
heart disease or to aid in performing therapy. The business offers both
ionic and nonionic x-ray contrast media, along with interventional cardiology
catheters. These products are sold directly to hospitals. During 1989,
Mallinckrodt Medical acquired a minority equity position in Molecular
Biosystems, Inc. of San Diego, California, and obtained exclusive marketing
rights in the Western Hemisphere for Albunex*, a new ultrasound :
image-enhancing agent. The pre-market approval filing with the FDA is
expected in the fall of 1990.

Nuclear Medicine

Nuclear medicine includes radiopharmaceuticals used to provide images of
numerous body organs and diagnose and treat diseases. Consulting services
are also provided. In 1990, Mallinckrodt Medical introduced Technescan*
MAG3* to the U.S. market for improved imaging of kidneys and renal system.
Unlike x-rays, a nuclear medicine scan utilizing MAG3* can accurately assess
renal tubular function. Additionally, the Company has an agreement with
NeoRx of Seattle to develop radiopharmaceuticals with monoclonal antibodies
for detection of cancer. Two diagnostic products for melanoma and small-cell
lung cancer are awaiting FDA approval Nuclear medicine products are sold
directly or through a nationwide network of nuclear pharmacies to hospitals
and clinics in the U.S., and internationally through direct-sales forces and
distributors.

Anesthesia Products, Critical Care and Other

Anesthesia products include continuous core temperature monitoring systems,
tracheal tubes, and other airway management products. Continuous core
temperature monitoring systems are utilized in surgical procedures and are
marketed directly and through distributors in the U.S. Airway management
products consist of basic and specialty tracheal tubes used in hospitals for
maintaining a secure airway during anesthesia. Airway products are marketed
principally through hospital supply distributors in the U.S.

Internationally, airway and temperature monitoring systems are marketed
directly and through distributors.

In critical care, Mallinckrodt Medical provides instruments and systems to
monitor blood gases and electrolytes in the operating room and intensive care
unit. Mallinckrodt Medical also markets the world’s first bedside blood gas
and electrolyte monitors, GEM-STAT*, for use in intensive care units,
emergency rooms and operating suites and GEM-6*, for use in open heart
surgery. These products are sold directly to hospitals in the U.S. and
through direct sales forces and distributors in international markets.







blood cells; and various salts and excipients. These products are marketed !
by Mallinckrodt Specialty Chemicals drug sales force. They are sold to the ;
pharmaceutical industry for use in the manufacture of dosage-form drugs. |
Tannins used in clarifying wines and malt beverages are also produced and

sold.

Cosmetic chemical products are sold directly and through agents to the
personal care industry. These products include sunscreens used in tanning
lotions, surfactants used as emollients and emulsifiers in hair care and skin
care products, and pearlescent pigments used in the manufacture of a variety
of cosmetic products.

Catalyst & Performance Chemicals

nigh-purity performance chemicals sold to industrial consumers include such
producis as calcium stearates and other metal soaps for use as lubricants in
molded and extruded plastics; high performance monomers and several plastic |
additives for use as processing aids in the production of polymers; and
potassium chloride used as a "salt substitute" in low-sodium diets.
Mallinckrodt Specialty Chemicals sells these products through distributors
and its sales force.

Catalysts produced in Erie, Pennsylvania, are sold to the petrochemical and
food industries. They include such products as platinum and palladium on
carbon or alumina substrates; copper chromite; tableted, flaked, and droplet
shapes of nickel catalyst; and a variety of custom cataiysts. Catalysts are
used to manufacture plasticizers, detergents, rubber products, insecticides,
synthetic motor oil, and edible fats and oils. Catalysts are marketed by
Mallinckrodt Specialty Chemicals sales force under the registered trademark
Calsicat.

During 1990, Mallinckrodt Specialty Chemicals has developed a leading
position in aromatic fluorine intermediate chemicals, exceeding the rated
capacity of its state-of-the-art manufacturing facility in St. Louis. The
plant produces basic aromatic fluorine intermediates for use in the
manufacture of pharmaceuticals, pesticides, and engineering plastics. These
products are marketed by Mallinckrodt Specialty Chemicals sales forces.
Additionally, during 1990 Mallinckrodt Specialty Chemicals broke ground on an
$11 million development center which will provide facilities needed to
support the development of more advanced fluoroaromatic chemical compounds.

Science Products

Laboratory chemical products include high-purity reagent chemicals used in
research and development and analytical laboratories. These high-purity ‘
products consist of hundreds of reagent chemicals sold through distributors
Lo medical, industrial, educational, and governmental laboratories. Also
included are a 1ine of prescription chemicals, largely narcotic-based, which
are sold to drug wholesalers.

Electronic chemical products include high-purity acids, solvents, and
reagent chemicals which are sold directly and through distributors
principally for use in the semiconductor industry for processing integrated
circuits.
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The worldwide animal health market served is currently estimated at about
$6 billion, and is expanding at a rate of about 2 to 4 percent per year.
Pitman-Moore’s growth should be accomplished through increased leverage of a
worldwide structure, development of new products from internally generatec
research, and access to technology from organizations such as Janssen
Pharmaceutica, Synbiotics Corporation, Johnson & Johnson, Glaxo, Du Pont and
other major companies.

Pitman-Moore divides the world market into six strategic business units:
animal productivity, antimicrobials. biologicals, parasiticides, veterinary
specialties and feed ingredients.

Pitman-Moore sales in millions of dollars were:

Years ended June 30 1990! 1989 1988
{Inmillions)
Net sales
Ongoing operations
Animal Productivity $ 49.4 § 33,9 § 373
Antimicrobials 62.0 12.5 5.9
Biologicals 100.3 24.2 21.3
Parasiticides 132.9 21.7 19.7
Veterinary Specialties and Other €9.7 ___ 30.9 24.9
Total Animal Health 414.3 123.2 109.1
Feed Ingredients . 5 126.2
580.4 254.4 235.3
Divested operations 8.2 9.2
$ 580.4 § 262.6 § 244.5

1 Coopers Animal Health was acquired on July 5, 1989, and its results were
consolidated after that date.

Animal Productivity

Two of Pitman-Moore’s most consistent performers are Ralgro, the leading
growth prometant for cattie and feedlot sheep, and Baciferm*, a feed additive
for poultry. Growth potential beyond North American markets for these
established products exists in Eastern Europe, the Soviet Union and Third
World countries.

In March 1990, Pitman-Moore filed a New Animal Drug Application (NADA) with
the Food and Drug Administration (FDA) for Grolene*, a product that improves
average daily gain, feed efficiency and carcass leanness of hogs. Grolene, a
brand of porcine somatotropin (PST), is a protein produced by biotechnology.
Clinical trials and published reports on the effectiveness of the product
show that pork from PST-treated hogs is 25 percent leaner than pork from hogs
without PST. The market is estimated to be approximately $550 million
worldwide.

Clinacox*, a new pharmaceutical developed by Janssen Pharmaceutica, is an
anticoccidial for chickens and turkeys. It is the most active compound known
at this time with virtually no toxicity. NADA filings should be completed by
December 1990. The U.S. market potential is estimated to be $120 million,







Parasjticides

The worldwide market for parasiticides is greater than $500 million.
Pitman-Moore has several products in development or recently registered.
Autoworm is a patented, pulsed-release system for deworming cattle.
Flubenol, a chewable tablet for deworming cats and dogs, is in development.

In North America, a new insecticide eartag for cattle, Saber*, was launched
in January 1990.

Several new products which have been introduced in the Australian and New
lealand market are Scanda*, a combination anthelmintic for sheep; Strike*
insecticide and Blitz* insecticide for blowfly control in sheep; and
Stampede* insecticide for control of cattle lice.

Veterinar j ie

Veterinary specialties is a large world market characterized by many
products, each with annual sales of $5 to $10 million. Pitman-Moore’s
extensive marketing system enables it to sell products developeu by Janssen,
Johnson & Johnson, Imperial Chemical Industries, the Wellcome Group and other
major companies into animal health channels.

Pitman-Moore has a respected line of Ethicon* brand surgical products
1icensed from Johnson & Johnson. Anesthetics, such as Metofane* are also
U.S. leaders,

Another product is Rapinovet*, a short-acting intravenous anesthetic for
dogs and cats. It has been approved in the U.K., Ireland and France.
Registration is progressing in other regions.

Feed Ingredients

The largest sales of the six units are feed ingredients. Pitman-Moore is
the world’s largest supplier of feed-grade phosphate and potassium products.
The acquisition of Coopers gave Pitman-Moore the opportunity to expand its
worldwide feed ingredients distribution channels.

These products are derived from basic phosphate and potassium. Leading
Pitman-Moore brand feed ingredients include Monofos*, Biofos*, Dynafos*,
Multifos*, Dyna-K* and Dynamate*. These feed ingredients are safe, effective
and economical for livestock, including dairy and beef cattle, sheep, swine,
poultry, and horses.

These products are made from phosphoric acid and potash purchased from IMC
Fertilizer. The phosphate feed ingredients, principally calcium phosphates,
are the most important to Pitman-Moore. These phosphate products are
produced at Pitman-Moore’s two Florida plants adjacent to IMC Fertilizer's
New Wales phosphate chemicals operation, and phosphoric acid needs are
purchased from that operation. Phosphoric acid, phosphate rock, ammonia, and
Timestone are the principal raw materials for these feed ingredients.
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Mallinckrodt Specialty Cheiicals research and development are organized
within the segment’s operating divisions to focus technical resources on the
development of new and improved products meeting defined market and customer
needs. Additionally, Mallinckrodt Specialty Chemicals maintains a core group
of technical personnel to provide key skills to the operating divisions and
develop technologies that reach out across multiple businesses or provide
access to new business areas. Technical personnel for process support are
located at each manufacturing location.

Pitman-Moore research and development programs focus on four areas: animal
nutrition (such as mineral feed supplements and vitamins); disease
prevention; diagnosis and treatment of disease; and growth promotion. To
supplement its own research, Pitman-Moore has technical agreements with
companies involved in the health care and biotechnology industries.

IMCERA’s businesses also perform applied research in poliution monitoring
and control.

Patents, Trademarks, and Licenses

IMCERA owns a number of patents and trademarks, has pending a substantial
number of patent applications, and is licensed under patents owned by
others. No single patent is considered to be essential to the businesses as
a whole, but in the aggregate, the patents are of material importance to its
business.

Environmental Matters

IMCERA is subject to various environmental laws and regulations in the
United States and foreign countries in which it operates. IMCERA has
handled, and will continue to handle, materials and wastes classified as
hazardous or toxic by one or more regulatory agencies. Although significant
capital expenditures, as well as operating costs, have been incurred and will
continue to be incurred on account of the laws and regulations governing the
handling of these materials, and although there are inherent and
unquantifiable risks in mishandling, or potential accidents involving,
hazardous or toxic materials and wastes, IMCERA does not believe they have
had or will have a material adverse effect. However, IMCERA cannot predict
the impact of new or changed laws or regulations. (See also Item 3. Legal
Proceedings.)

Most of the Company’s environmental capital expenditures are in response to
provisions of the U.S. Clean Air Act, the U.S. Water Pollution Control Act,
the U.S. Resource Conservation and Recovery Act, the Comprehensive
Environmental Response Compensation and Liability Act, and the land use, air,
and water protection regulations of the various localities and states.

Capital expenditures worldwide related to air emission control, wastewater
purification, land reclamation, and solid waste disposal totaled
approximately $6 million in 1990. IMCERA expects that environmental capital
expenditures over the next two years will average about $10 million per year.
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IMCERA is named as a potentially responsible party (PRP) in connection with
a number of waste disposal sites and with several allegedly polluted former
plant operations of now-discontinued operations. These have been previously
reported as matters in which IMCERA has not yet been involved in litigation
and have been identified at a Newark, New Jersey, site; the Midco sites and
Ninth Avenue Dump in Gary, Indiana; a Carpentersville, I1linois, site; and a
U.S. Scrap site in Chicago, I11inois. Mallinckrodt’s businesses have also
been named PRPs at the Maxey Flats Nuclear Disposal Site at Moorehead,
Kentucky. Both IMCERA and Mallinckrodt have been named PRPs at the American
Chemical Services site in Griffin, Indiana.

As previously reported, Hanlin Group, Inc. (formerly LCP Chemical) filed
suit against IMCERA in the U.S. District Court in Bangor, Maine, in April
1989, alleging breach of contract and other claims, all in respect of alleged
environmental matters at IMCERA’s former chlor-alkali piants located in
Orrington, Maine, and Ashtabula, Ohio, which IMCERA sold to LCP in 1982. The
allegations by Hanlin relating to the Ashtabula plant have recently been
transferred to the U.S. District Court in Cleveland, Ohio. Hanlin is asking
for damages and an order for IMCERA to clean up the sites. It is too early
to estimate the cost of any cleanup or liability, if any.

In the previously reported litigation brought by the State of Michigan in
the U.S. District Court in Detroit involving environmental matters at a drum
reconditioning plant at Pontiac, Michigan, which IMCERA sold in 1976, there
has been nc significant change.

In the previously reported appeal to the U.S. Court of Appeals for the
First Circuit from the U.S. District Court in Concord, New Hampshire,
concerning a drum reconditioning plant in Kingston, New Hampshire, which the
Company sold in 1976, the appellate court issued an opinion affirming the
opinion of the District Court except for the issues of cleanup of volatile
organic compounds in the soil and the denial of all of the Environmental
Protection Agency’s (EPA) indirect costs as a sanction, which issues were
remanded to the District Court for further proceedings. IMCERA cannot
predict the outcome 'pon remand but continues to believe that the outcome
will not be material.

As previously reported, in March 1989, the California Department of Health
Services issued an Order to IMCERA and other parties to remediate a
chemically contaminated site near San Jose, California, sold by the Company
in 1980. The remediation is being undertaken by the present owners, Lick
Mill Creek Apts. and Prometheus Development Co., who have filed suit against
IMCERA and other parties in the United States District Court, Northern
District of California, to recover all of their remediation costs. A related
action by the Plaintiffs against Kimball Small, to whom IMCERA sold the
property, was filed in the California Superior Court in Santa Clara,
California and Kimball Small has brought IMCERA into the State court action.
Although IMCERA cannot predict the outcome of this litigation, the costs to
IMCERA should not be material.

IMCERA and other companies have been named as PRPs by the United States EPA
concerning alleged pollution of a stream near Ashtabula, Ohio designated as
“Fields Brook." On September 29, 1989, the United States of America filed
suit in the U.S. District Court for the Northern District of Ohio against
IMCERA and ten other PRPs to recover approximately $1 million dollars that
the U.S. EPA has spent in investigating contamination. EPA has also issued
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an Order for these PRPs to perform a Remedial Design/Remedial Action study
estimated to cost about $8C million. IMCERA and other defendants have filed
answers and counterclaims against the U.S. EPA and claims for contribution
against approximately 20 other PRPs who were not named in the U.S.
complaint. It is too early to determine potential costs or liability.

As previously reported, the Department of Interior, Office of Surface
Mining, notified the Company that certain of the coal-mining areas near
Pikeville, Kentucky, which IMCERA mined in coal operations that were sold in
1981, reguire reclamation. IMCERA is proceeding with the required
reclamation at costs that are not expected to be material, and this matter
will not be further reported.

Item 4. Submission of Matters to a Vote of Security Holders
(a) A Special Meeting of Shareholders was held June 14, 1990.
(c) Matters voted upon at the Special Meeting of Shareholders were:

(1) An amendment to the Corporation’s Restated Certificate of
Incorporation to change the Corporation’s name to IMCERA Group Inc.
was ratified by the affirmative vote of an aggregate of 18,305,075
shares of Common and 4% Cumulative Preferred Stock. A total of
185,394 shares of Common and 4% Cumulative Preferred Stock was voted
against the amendment. Holders of 100,178 shares of Common and 4%
Cumulative Preferred Stock abstained from voting.

(2) Amendments of the 1973 Stock Option and Award Plan to enlarge the
eligibility to participate under the Plan by including all employees
of the Corporation or its subsidiaries and to eliminate the concept
that grants and awards will be limited to "key" employees or managers
were ratified by the affirmative vote of an aggregate 17,884,847
shares of Common and 4% Cumulative Preferred Stock. A total of
613,662 shares of Common and 4% Cumulative Preferred Stock was voted
against the amendment. Holders of 92,138 shares of Common and 4%
Cumuiative Preferred Stock abstained from voting.

EXECUTIVE OFFICERS OF THE REGISTRANT

The ages and five-year employment history of IMCERA’s executive officers at
June 30, 1990, were as follows:

George D. Kennedy

Age 64, Chairman and Chief Executive Officer since August 1986; Chief
Executive Officer since October 1983; President from May 1978 to August 1986;
Director since October 1975,




M. Blakeman Ingle

Age 48. President and Chief Operating Officer since July 1990; Executive
Vice President from March 1989; President of Pitman-Moore, Inc. from July
1988 to August 1990; Senior Vice President and Chief Administrative and
Technical Officer from July 1987 to March 1989; Vice President from May 1980
to July 1987.

F
Age 53. Executive Vice President since March 1989; Senior Vice President
from October 1986 to March 1989; Chief Executive Officer of Mallinckrodt,
Inc. since 1981; President of Mallinckrodt, Inc. since December 1978.

James C. Bryan
Age 63. Vice President since February 1986; Corporate Staff Vice President
from October 1978 to February 1986.

r.
Age 63. Vice President and Genmeral Counsel since March 1979. Secretary
since March 1988.

Elizabeth M. Higashi

Age 38. Vice President since February 1986; Corporate Staff Vice President
from August 1985 to February 1986; Vice President for SFN Companies, Inc.,
April 1984 to August 1985.

John F. Sonderegger
Age 59. Vice President and Controller since December 1974.

John M. Stapleton
Age 51. Vice President since April 1977.

A. Jacqueline Dout

Age 35. Acting Treasurer since June 1990; Assistant Treasurer and Corporate
Staff Vice President since June 1988; Assistant Treasurer for Koppers
Company, Inc., April 1981 to June 1988.

rdson (Resigned effective July 6, 1990.)
Age 41. Executive Vice President and Chief Financial and Administrative
Officer since March 1989; Senior Vice President and Chief Financial and
Administrative Officer since October 1988; Executive Vice President and Chief
Financial Officer, Northwest Airlines from August 1986 to October 1988; Vice
President, Finance and Chief Financial Officer, Northwest Airlines from
February 1985 to August 1986; Senior Vice President Financial Services Group
and Director, Ferrell Companies, Inc., prior thereto.

A1l of IMCERA’s officers are elected annually, with the terms of the
officers Tisted above to expire in October 1990. No “family relationships,"
as that term is defined, exist among any of the listed officers.
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Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations

QVERVIEW

IMCERA recorded significant increases in sales and operating earnings for
the year ended June 30, 1990. Net sales for 1990 were $1,424.6 million,
compared with $982.9 million in 1989. Operating earnings were $§112.6 million
in 1990, more than double the $55.7 million in 1989.

Net earnings for 1990 were $56.5 million, or $2.42 a share, compared with
$117.0 million, or $4.49 a share, from 1989 results. These results included
IMCERA’s after-tax equity in the net earnings of IMC Fertilizer Group, Inc.
(IMC Fertilizer) that amounted to $22.8 million, or $1.05 a share, in 1990,
compared with $48.9 million, or $2.14 a share, in 1989,

The comparisons of 1990 vs. 1989 and 1989 vs. 1988 were affected by a
number of unusual and nonrecurring items.

In 1990, earnings from continuing operations included favorable adjustments
from the conclusion of income tax audits that amounted to $11.9 million, or
$.55 a share, from lower income taxes and higher interest income. That
benefit was almost entirely offset by (1) the dividend received deduction
benefits no longer expected to be realized on the Company’s equity in the
unremitted earnings of IMC Fertilizer that caused an increase in income taxes
of $6.1 million, or $.28 a share, (2) restructuring charges of $3.0 million,
or $.14 a share, and (3) charges for compensation plans tied to the price of
IMCERA’s common stock that amounted to $2.4 million, or $.11 a share.

In 1989, earnings from continuing operations included favorable adjustments
from the conclusion of income tax audits that amounted to $16.6 million, or
$.73 a share, from lower income taxes and related interest charges. Such
earnings also included a gain from IMC Fertilizer’s nublic stock offering in
July 1988 that amounted to $21.5 million, or $.89 a share, as well as a gain
from the sale of a business, $2.4 million, or $.10 a share.

In 1988, earnings from continuing operations included the following unusual
or nonrecurring items:
$ In Millions Per Share

Gains from disposals of businesses $ 34.2 § 1.27
IMC Fertilizer IPO loss (32.5) (1.22)
Restructuring costs (12.6) (.47)
Loss on settlement of litigation (3.1) (.12)

Such earnings in that year also included 100 percent of the earnings of IMC
Fertilizer prior to the initial public offering (IPO) in February 1988.

Fiscal 1989 and 1988 sales and operating earnings have been restated to
reflect the reclassification of certain Mallinckrodt Specialty Chemicals
foreign operations previously included under Mallinckrodt Medical.

In the following discussions of operating results reference is made to
ongoing operations, divested operations, and nonrecurring gains and iosses.
Except for the 1990 gain from the sale of a fragrance business, these
elements of operating results are included in results from continuing
operations in the Consolidated Statement of Earnings.
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MALLINCKRODT MEDICAL

Years ended June 30 1990} 19891 1988!
(In millions)
Net sales
Ongoing operations
Radiology & Cardiology $ 163.4 § 110.2 § 95.4
Nuclear Medicine 101.8 91.2 81.0

Anesthesia Products,

Critical Care and Other 119.2 105.3
399.8 320.6 281.7
_Divested operations 32.8

$ 399.8 5 320.5 § 314.5

Operating earnings

Ongoing operations $ 50.3 § 39.2 § 35.0
Divested operations 9.6
Nonrecurring gains, net 44.3

$ 50.3 § 39.2 § 88.9

1 Reflects the reclassification of certain Mallinckrodt Specialty Chemicals
foreign operations previously included under Mallinckrodt Medical.

90 v

Ongoing operating results in 1990 improved significantly over those of the

prior year. Sales increased 25 percent to $399.8 million, primarily due to
volume growth.

Sales of radiology and cardiology products increased 48 percent to $163.4
million. Most of the growth came in the U.S. The significantly higher sales
were mainly attributable to the first full year of sales of the nonionic
x-ray contrast media agent, Optiray. A $42 million manufacturing plant

expansion is underway which is expected to double capacitv when completed in
late calendar year 1991.

Nuclear medicine product sales increased 12 percent to $101.8 million in
1990 from $91.2 million in 1989. Sales growth, primarily in the U.S. and
furope, was attributable to U.S. radiopharmicies and strong European volume.
The performance of nuclear medicine was impaired during the first half of
1990 by production problems in the U.S., subsequently corrected.

Sales of anesthesia, critical care and other products increased 13 percent,
from $119.2 million in 1989 to $134.6 million in 1990. The sales growth was
due to volume increases, shared equally between the U.S. and Europe.

Operating earnings increased 28 percent to $50.3 million in 1990. The
higher operating earnings were mainly attributable to the significant
improvement in sales performance. Costs associated with selling and
marketing organizations increased in 1990 to support new and existing product

lines. Additional 'y, higher levels of spending were devoted to development
of new products.
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