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Headquarters Office
9 West 57th Street
New York, N.Y.10019

,

1

(212)540-6015

Annual Meeting
The 1986 Annualhieetingof Share-

i

holders will be held on April 11,1986. II
Formal notice of the meeting, proxy 1i
statement and proxy are being mailed

'

to shareholders with this annual report.

Form 10-K 4

Upon written request to Shareholder'

Relations, Avon Products Inc.,9 West
57th Street, New York, N.Y,10019, any
shareholder may obtain, without
charge, a copy of the company's 1985 j

annual report (Form 10-K) as filed
'

with the Securities and Exchange
Commission..
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Fmancial Highlights j' "

Year ended December 31
- tin millions, except per share amounts)
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1985 1984 1983 |

Net Sales 82,470.1 82,605.3 S2,607.6. ..

Earnings From Continuing Operations
Before Taxes 224.3 274.1 243.2-..

Taxes on Earnings . . 96.1 122.2 108.3 ,

Net Earnings From Continuing Operations 128.2 151.9 '134.9
'

.

Discontinued Operations: 1

Earnings, Net of Taxes . 34.9 29.8 38.0
Loss on Disposal, including Taxes (223.0) - -

Net (Loss) Earnings. . (50.9) 181.7 172.9'

Per Share of Common Stock:
Continuing Operations s 1.61 8 1.30 S 1.61
Discontinued Operations:

Earnings .44 .36 .45'.. .

Loss on Disposal (2.S1) - -

Net (Loss) Earnings . S (.76) $ 2.16 $ 2.06

Cash Dividends . s 2.00 $ 2.00 $ 2.00

Average Shares Outstanding 79.35 83.84 83.58.

*

Cash and Short-Term Investments . s 86.1 $ 118.5 $ 194.7
. . 374.5 356.1 349.5Inventories

Working Capital 352.3 284.9-- 365.9 '

Long-Tenn Debt 617.S' 412.8 ~ .301.2. .

i

Contents
1 Financial Highlights
2 Letter to Shareholders
4 Beauty Products

10 Health Care
14 Direct Response

,

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 1

Icompany's financial statements.
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To Our Shareholders . we b"ve redentored our u88ets irad- wedon'tfeel"b'ototelycomfortable
ma slowgrowth, low-prof.it businesses yet m asserting a turnaroimd.lurn-
for rapid growth, high-profit busi- arounds are clear only in retrospect.
nesses. And we have concentrated on But at the very least we believe we

Icompan, we restructured your
n 1985 consumer businesses that reflect our have stabilized the domestic beauty

y into a new and stronger expertise and our heritage of caring. business.
Avon. Avon Products moves into its second Further, we were not as adept as we

Fundamental to this reposition- century in a stronger position than it's should have been in managing the
ing was the sale of our Mallinckrodt enjoyed in years. Avon's continuing changes we made. Not only did we
Division. Because of a one-time charge operations are healthy and profitable. restructure the sales force, but we also
of $223.0 million in connection with It has clearly def:ned strategies that are aggravated that change by simultane-
the sale-involving the write-off of working. Its balance sheet is strong. ously decentralizing.That was too
goodwill and resulting capital gains We're on the strategy we laid out much, too fast. In hindsight it's clear
and other taxes-the company reported for ourselves two years ago.We said that we could have done a better job
a loss of $59.9 million for the year. then that 1984 was to be the year of phasingin the changes and of pro-

With part of the $675.0 million we of planning,1985 the year of execution viding counsel and training.
will receive for Mallinckrodt, we will of the plan, and 1980 the year of The sales organization, to its great
purchase another health care services Avon's renaissance. credit, rose to the challenge with a
company, further transforming Avon. We're on schedule. Although sales heroic performance. It has established

To develop a full appreciation of of continuing operations declined 5 per- a momentum that's carrying into 1986.
the change, compare the Avon of 1984 cent and earnings per share declined
with the Avon of today. In 1984, Avon 11 percent for the full year. sales Our second strategy for 1985 was to
had Tiffany & Co., a slow-growth, low- increased 10 percent and earnings per expand consumer health care services,
profit, asset intensive retailer, a busi- share increased 1 percent in the Our Foster Medical home health care
ness in which we had little expertise. fourth quarter. operation grew dramatically: Its sales

We also owned Mallinckrodt, a slow- Shareholders have already begun more than doubled and its profit rose
growing specialty chemicals and to benefit from the company's commensurately. It became the largest
medical products operation, ill-suiten strategic actions. Total returr M Avon and most pmfitable home health care
to Avon because of its nonconsumer shareholders in 1985 outperformed company in the nation.
businesses.We also had a beauty prod- the Standard & Poor's Index of 400 Demand for home health care
acts business with some basic problems companies. continues to increase as medical cost-
and a Direct Resoonse Division with Let's look at a scorecard of 1985's containment programs are moving
three struggling new businesses. plans and performance. people from high-cost hospitals to low.

Today, Avon has a beauty business As we told you last year, our objec- cost homes. Helping patients-and
that has stabilized.The new direct- tive is to increase shareholder value. the nation-save on medical expenses
response ventures have grown rapidly That has happened. And we believe will be a powerful factor in the future
and will become profitable in 1986. our strategies will result in the con- growth of the business.
Foster Medical was acquired in mid- tinuing growth of shareholder value. Foster Medical strengthened its posi-

1984 and its gmwth in home health tion as the low-cost provider in the
care has been phenomenal. We have Last year we established that im- industry, even as it acquired 57 com-

sold Tif fany, and we are selling proving the performance of the U.S. panies that had to be integrated into

Mallinckrodt. heauty business was " clearly the most its system. At the same time, Foster
Late in 1985 we acquired a chain of important short-term priority of the Medical also broadened its line,

retirement inns. and now we are company." The business rebounded At the time of the Foster Medical
acquiring a diversified health care late in the year, acquisition in May 1984, we were
services company. In the health care Domestic beauty products sales in- challenged on the price we'd paid.

field, we are positioned in six inter- creased 12 percent and operating
related segments that are growing profit increased 13 percent during the
rapidly. We have become a leader in fourth quarter.
home health care 3ervices. 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 restructuringof 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 stronaly in the tourth
quarter.

2
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Some observers objected to the dilu. Mediplex offers us business platforms As you read through this report,
tion of earnings. which we said would in live areas-nursing homes, alcohol / you'll sense that we have a new Avon.
last less than two yearsThati the way substance abuse treatment. psychiatric It's different. It's stronger. It's been
it turned out. Foster Medical will be- treatment. management of retirement restructured for growth.We hope you
come a contributor in the first quarter facilities, and development of retire- sense a feeling of energy and change,,

of1986. ment and health care facilities for The change has been difficult, but

The success of Foster Medical rein- ourselves or others. Ason's employees have responded

forced our conviction that health care We expect to complete the Mediplex well.They care about the company
services is a growth business of special acquisition shortly after the end of the and are embracing change to assure its
interest to Avon. Further, the graying first quarter of 1986. An aggressive growth. They are an outstanding group

,

of America will ensure a growing three-year expansion program for of people who care about their cus-'

market for health care and other ser- Mediplex has already been developed, tomers and each other.
vices to senior citizens well into the next Late in 1985. Avon acquired Retire- A special acknowledgment is also

! century.This demographic trend will ment Inns of America, which operates in order for our representatives around
take on a growing importance in the 11 facilities for healthy senior citizens. the world, the women and men who'

development of the corporation's strat- This, too. is a platform acquisition that have made us the world's leading
egies in the future. we plan to expand nationally. beauty products company. And we i

it complements both Foster Medical thank our customers, whose confidence,

The company's third strategy was and Mediplex, allowing us to offer a we continually work to justify.

to concentrate its resources-to divest range of mutually supporting services We want to formally acknowledge |1

operations that aren't profitable to an aging America. All three of these the counsel, support and assistance i

| enough or don't fit strategically. operations fit Avon's culture of caring, provided by the board of directors. I

j Certainly the sale of Mallinckrodt, which has been a hallmark of the During the year, two new outside
negotiat"d at year-end, is a bold company since its founding in 1886. directors were added: Stanley C. Cault, |
execution of that strategy. Avon also has plans for another chairman and chief executive officer,

'

Mallinckrodt had not met our expec- acquisition-a portion of itself.We of Rubbermaid Inc., and Ruth Block, j

j tations for growth, and its products plan to buy up to 10 million shares of executive vice president and chief i

j are far afield from our consumer Avon common stock.We'll use part of insurance officer of The Equitable !

orientation. the cash we get from the Mallinckrodt Life Assurance Society of the I

While Mallinckrodt didn't fit our sale to buy our own stock. United States.
portfolio, it's a fine company, and there For Avon Products Inc.,1985 was a

were many suitors.The sale of critical year. And it was a successful
,

Mallinckrodt for A a.0 milhon m, veur. %,e executed our strategies, and i
i

' hey are working. !cash is expected to be consummated $. , $,$l|f y3 l"
t

, ,,,

As we move through 1986,we shouldin the first quarter of 1986. emaire ogicerj

With the sale of Mallinckrodt, we de/n. and see them pay off at an increasing rate.
will have substantially completed our Mn S Chamberlin.' '

divestiture program. I"W&ru and chief |
operatinq officer

The fourth strategy was to acquire
! health care or consumer businesses Hicks B.Waldron

that have the potential fm rapid Chairman and Chief Executiec Officer'

growth in sales and profits.,

We're doing this, too. Shortly after'

, year-end we completed negotiations to h f
acquire The Mediplex Group Inc., an p [ ~

integrated and diversified provider C U
, "

: of health care services. John S. Chamberlin
Mediplex is growing rapidiv. Since Y President and Chief Operating Officer

I1981 its sales have increased at a
''

i 9-| compound annual rate of 32 percent
and its profits have grown at a com- February 10.1986'

;

pound annual rate of 60 percent.>

"
Because of its projected growth, it is
expected to be virtually nondilutive

~
'

to Avon in 193E
,
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| ~ ineteen eightv-five was a Overseas, local-currency sales and i

Beauty Products, pivoiai yca, r;, ,nc ,oga., opc,,,;ng p,ori, inc,cusca in 1933,7ac
-

'

leading heauty company as United Kingdom's outstanding per-
;

its consumer-oriented strate- formance led the European region toi -

| Aron Dirtsion gies began to work. an 18 percent increase in operating
I James E. Preston in the fourth quarter, new U.S. sales profit when translated into U.S. dollars.
: President and marketing programs generated a International profits in dollars would

13 percent increase in operating profit have risen except for the maxi-devalua-Executwe vice Pmsiden,'

and a 12 percent gain in sales, while tion of the Mexican peso last summer.
Paul IL Markovits positioning the domestic business for The smaller number of domestic
Senior Vice Pmident improved results in 1980. re$csentatives and the peso's declin.

For much of 1985. U.S. performance ing value depressed the division's full-
I Robert W. Pratt. Jr. had declined because of a drop in the year performance. Worldwide net sales

cmug vice Presidents number of domestic representatives. were $2.00 billion, down 8 percent
i Raymond A. Baliahco Manoel A. Lima But the division slashed the tepre- from 1984. Operating profit was

Philip C. Cmsland Stuart A.Ochiltree sentative staff deficit by 80 percent $234.6 million, down 20 percent.
,

Phyllis B. Davis L Robert Pfund at year-end, as the direct-selling
Philip B. Evans enthusiasm of its sales organization U.S. Performance and Direction

! Vice Presidents improved markedly. In 1985, the division substantially
strengthened its direct-selling system

Call Blanke Thomas A. Rasmovich
i Louis V. Conudio Joyce M. Roche Domestic Strategies Drive Performance and made important strides in devel-

Charles IL Cooge Cordon D. Skcoch New sales management approaches, oping new distribution channels that'

Jo-Anne C. Jaener Andrew J. Sventy combined with a product line specially do not compete with representatives.
James J. Klein George J. Szybill designed for Avon's best customers, For the year, however, domestic;

increased representatives' sales pro- sales were $1.12 billion, an 8 percent
PL tn I vid D sery

Jeff rey J. Leon James C. Willcox ductwity. Meanwhile, management decrease. Operatmg profit was $95.4

1 Timothy J, Musios John J. Woiie is testing new distribution channels million, down 35 percent largely due
Thomas L Mutach E Kenneth Wolfe to supplement the Avon direct-selling to two factors:
Diane F. Perlmutter Ronald C. Wolfe system and is preparing to start two,

Robert J. Pines Marc a L Worthing
new ventures.
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1 U S. beauty sales mse The late-year upturn (oppositeland an ating profit increased
in the fourth quarter in the U S. beauty busi. improved U S. pmduct 13 percent and sales
because oflarger orders ness was sparked by line (belowh designed increased 12 percent.,

by representalwes district managers like for regular Avon cus-
,

b and a smaller deficit Anne Tatnal!of Detmit tomers. Dudng the
in the number of fourth quarter. the divi,
representatiers. sinn's domes;ic oper-

Aremee Siu af Orders by
'

Domestic Representatives
~
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* Lower sales, caused by the smaller Growing Consumer Orientation Direct-selling in the workplace is

number of representatives, did not in 1985, the disision became more expected to complement Avon's home
cover overhead costs adequately. " market driven" dirouzh a better under- directuelling system.
* Expanded marketing and test pro- standing of its consumers' needs and But no consumer group is more

grams were conducted to strengthen competitors' strategies. And consumers important than the division's middle-
the division's long-term growth responded. income, family-oriented " core custom-'

opportunities. Sales of the Imariline were higher ers." New marketing approaches will
Full-year results were below expec- than those of any other new fragrance encourage them to make more " cross-

' tations, but the double-digit increases in Avon's history-more than $32 mil- category" purchases -buying jewehy,
in sales and operating profit during lion at retail price during the first three for example, at the same time they

' the fourth quarter indicated that the months it was on the market.The buy Avon makeup. Other efforts are
plans are working. Management is reason: Iman stands out in a com- expected to strengthen brand loyalty
executing the following strategies to petitive marketplace. among core customers.4

maintain the momentum: Management understands that dif-
| * Impmve marketing elfectiveness by ferent consumers have different needs Standing in the Marketplace

tailoring the product line to the needs and expectations -that one marketing Largely because the division increased
of major consumer groups. strategy cannot reach all consumers. its advertising by 40 percent, Avon's
= increase representatives' produc- Increasingly, the division is targeting image among consumers began to
tivity and earnings, specific consumer groups defined by stabilize in 1985 after several years of
* Develop distribution channels to such factors as age, income, lifestyle decline. Advertising expenditures

4

, supplement the traditional direct-selling and geography. will increase substantially in 1986, as
, system. The greatest challenge-as well as the division rebuilds its reputation as a
| * And, as an important element of the greatest opportunity-for the divi- beauty authority and a convenient,

all three strategies, improve profit sion is to reach working women, personalized source of quality beauty
margins. who comprise a majority of all women products.

in the United States.The division is Fragrance sales increased despite the
studying" business direct-selling" smaller representative staff in 1985,
concepts that will help representatives
sell to women where they work.

;

. .
.

, Sales of Nurtura slan 1b strengthen its posi- has made skin carc Barbara Nielsen
| care products row :0 tion in skm care, the a research and decciop. tstanding). a leading

percent; the nete Pure fastest grotving beauty ment priorsty. district manager.!

Care line offers cus- category. Avon plans to teaches representatives
tomers nonallergenic expand its tvide selec- in Salt Lake City hote
skin care and makenp. I1on of products and to sell more ej{cctively.

reetmens. The dithinn
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| and the division maintained its market During the important fourth quarter. Decentralization enables local sales |

share in this major category. Although however, sales rose, compared with management to respond more quickly |'

,. its market shares declined in the other 1984, as pricing and design were to changing market conditions. i

beauty categories, Amn remains the better targeted at core customer:,. Unfortunately, the abrupt changes in'

number-one U.S. company in both fra- For example, sales of the 7Nhh/ ear management structure and philosophyB'

grance and jewelry, and one of the top Ornament Collection were more caused morale to plummet. By July,
,

five in makeup and skin care. than $15 million at retail price, the the number of active representatives
Total sales of cosmetics, fragrances most ever for an Avon gif t and- had fallen by 25 percent from 1984.

and toiletries decreased 5 percent. Yet decorative product. The sales organization responded 1

several established brands-such as Cosmetics, fragrances and toiletries quickly and effectively. District and i
'

; Soft Musk women's fragrance products represent about 60 percent of the division managers adopted a formal,

and the Nurtura skin care line - division's domestic revenue.The planning process to better manage
>

achieved strong sales in 1985. jewelry and the gift-and-decorative their grassroots recruiting efforts.
<

i The new Pure Care line of makeup categories each account for about Nationwide incentive programs also
and skin care products was well re- 20 percent. spurred recruiting. And special com-'

ceived by Avon customers. It brings munications efforts motivated top-
them high technology, nonallergenic Stronger Representative System performing representatives.
products at prices they can afford. In 1985, the sales management organi- By year-end, the active represen-

,

Sales of jewelry and accessories zation achieved a dramatic upturn in tative staff had rebounded to 375,000

fell 10 percent. But the division's the size and morale of its represen- -95 percent of the levelin 1984.
growing emphasis on fashionability tative staff. This recruiting momentum continued
was re0ccted by successful jewelry In the first half, the number of into 1986.

,

introductions such as the Pearlized representatives declined sharply fol-|
and Summer Sands Collections. lowing the reorganization and decen- Sales Productivity'

Sales of the gif t and-decorative cate- tralization of the sales management Improving representatives' sales pro-
gory decreased 15 percent for the year. staff.The new organization better bal- ductivity is the most crucial U.S.

ances the number of managers with strategy for the division. Productivity
;

the likely number of representatives.,

i

g- . p 4.de @gg i , i . ; ;.h s 2 p%;.e,n%vg 7 N + b . : .e n ; . " . 6 f . . . . > . . . s- . ,. f ,a

The &>n Mood imari. Acon's most Imari stands out m a Zone Manager Sue

Cit anons electmmc succeuful women's fra- crowded mar katplace Whrte 1lejtI hetved

enetron mental fra. gmnce intmductwrt because ofits distinc. Avon! Unned Kingdom

gmncer pmduced n~ ecer. genemted retad tive scent, as elegant achieve a sigmficant

tadsales of $39 mullion sales of $32 million packaging and ts increase in its opemting
during 19% after it tras launched exc1 ting itnage. pmfit.*

xn the fourth quarter.
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These gains were achieved before rate, led by a strong performance in the|

| increased at an accelerating rate the introduction of other approaches to United Kinedom, the region's largest
l throughout the year. In the tourth

increase productivity An expanded market. Avon also began selling in
! quarter,it surpassed 1984 levels by

.

Austria and Ireland during 1985.training program planned for 1985 was
j more than 15 percent. delayed because the division needed Because management reduced costs
! Because the number of representa-
I tives is expected to rise slowly, future

to focus on recruiting. But training will and ch) sed unprofitable businesses in

sales growth depends on further pn>- be a priority in 1986. Meanwhile, Belgium and the Netherlands, operat-

' ductivity improvements. the division is testing other ways to ing profit in Europe increased 18

The productivity gains in 1985 came increase productivity,
percent in 1985 to $32.8 million.
Sales declined 13 percent to $2903

from several sources. On average,
representatives achieved higher sales Supplemental Distribution Channels million, partly because the two opera-

! of major beauty categories,such as fra- Management is exploring other dis-
tions were closed.

, grances and skin care products. Also, tribution channels that reach high- Avon/U.K. improved its profit mar-

the sales organization included more income consumers not served by gins by reducing costs and selectively

high-producing representatives. And representatives. Included are two raising prices.This important subsidi-

many representatives who previously tests of direct-mail catalogs. ary is executing the following strategies:

covered only one 100 home territory Avon and Liz Claiborne Inc. have
* Build brand loyalty and identi-

began selling in two or three territories formed a joint venture to develop and fication by reducing the size of the
'

manufacture higher priced fragrances product line.
during 1985.

and cosmetics for sale in stores that offer
* Improve the Avon image with more

As productivity rose, so did repre-
| sentatives' earnings, which reached the Liz Claiborne fashions. Separately, an

advertising..

highest levelin recent years. Higher Avon subsidiary was established in * Develop direct-selling approaches

earnings help the division retain estab- France to develop a luxury-priced fra-
to reach women in the workplace.

'

lished representatives and recruit more grance.The subsidiary will market the * Target marketing and sales
people with high potential for direct- fragrance Dencuee through direct- strategies to well-defined groups of

response advertising in magazines, consumers and representatives.
selling success. Most other Avon companies in

Operating Profit increase in Europe Europe are pursuing similar strategies,

The division's operating profit in in their mature markets.
Europe increased at a double-digit

-

a
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Maior new men's pmd. The Pearlustre neck. Aroundthe world. Avon overseas markets. More
,

1

ucts launched an i985
lace and the Lapis Blue offers the widest range often U.S. concepts

were Acthe Fitness Reflections Collection of quality beauty prod- are adapted to local

System bady and skin were among Avon's ucts available from needs and expectations.

; care pmducts and successful tewelry any one source. Some

Aures fragmnce. intmductions. are specially designed
for consumers in large.
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Avon/ Japan Leads the Pacific sive representatives who sell to many Avonalexico's results, translated into
The division's largest company in the peopic. New training and incentive dollars, fell in the second half when
Pacific. Avon/ Japan, reported higher programs are encouragine more Japa- the peso's value decreased.The peso is ;-

sales and operating profit. Avon/ Canada nese representatives to sell to people expected to decline further in 1986. In<

: achieved substantially higher operat- outside their immediate social circles. this difficult environment Avone Mexico
'

ing profit after restructuring its opera- is emphasizing two primary strategies:
tions. But companies in several other Peso Impacts Latin American Results * Protect the dollar value ofits assetsi

Pacific markets were affected by Avon's earning opportunity, product and operating profit from future
slowing economic growth rates. quality and shopping convenience are declines in the peso's value.

The operating profit of the Pacific distinct competitive advantages in the * Proceed cautiously with plans to
| region decreased 6 percent in 1985 developing beauty markets of Latin generate locabcunency profit growth to '

to $48.2 million. Sales fell 5 percent America. Several of these markets help offset the peso's negative impact.
to $273.0 million. reported higher profits in 1985.

Avon/ Japan's sales rose at a higher But in Mexico, the region's most 1986 Outlook
rate than the beauty industry as a whole important market, local-currency sales The division expects to move ahead
in that major market.The division's and operating profit increases were with consumer-oriented strategies tai-

,

key Pacific operation is concentrating more than offset by the negative lored to each Avon market worldwide.
on three basic strategies. impact of the precipitous decline in Domestic sales should increase
* Increase recruiting support to the peso's value, throughout 1986, although operating
improve representative coverage. The cgratmg profit of Avon/ Brazil, profit may rise at a slower rate early

: * Sell more effectively to working the divioor's second largest market in the year. Negative foreign currency
i women. in Latin A merica, rose substantially lluctuations, particularly in Latin

* Refine its unique two-tier direct- a 1985. Avon/Brazilintroduced America, could moderate international

: selling structure. major new product categ > ries, lingerie performance in U.S. dollars.
| The two-tier structure supports and apparel.
i representatives who sell only to their For the enure Latir American

) families and friends, as well as aggres- region, op> rating profit declined 10
percent 6 $58.4 million. Sales de-!

! creased 6 percent to $324.1 million
in 1985.,

'
'

onpostr% M 4 % M J..Lzg.* @ .2. to M w w & n O .- x : :2bw . - .. . ..u . .. c
.

.

Zone Manager Harums The Wicker Menaaerie More women than ever liH6. These programs
i Udagawa tieft) stresses was among several suc- are emplotjed full time. are designed to enhance

representative recnn!- cessful new pmducts Avon is studymg new the Avon direct. selling'

ing in Japan. u here that generated a fourth- ways of selling to this system.a

Avon aims to increaw quarter sales increase important consurner
its marhet share. [or the U.S gi{t.and- group. " Business direct.

decoratwe category. selling"wdl be tested in

<
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Heuh he The first step in the company's health the company has pmvided its cus-
care services strategy was the acquise tomers with personahzed service and
tion of Foster Niedical Corporation in quality products.
Stay 1984. Since then. Foster N!edical Avon is pursuing this health care

ret, e Mediod Diri<i"" has become the leading company in services strategy because the U.S.
Stephen E Nuy the home health care field. population of senior citizens is becom-
President in November 1985, Avon bought inglarger and more affluent.The
Jeffrey S. Levitt Retirement Inns of America Inc., elderly often need living arrangements
Prexident. Home Health Care which operates 11 facilities in the tailored to their needs.They are the

hr eb. Ire 7tEcolsupply western UnM Sates wh a Mal of mon Nuem consumes of ha%
more than 1,000 residential service care services.They require more and

Senior Vice Presidents units for the elderly, different kinds of support.
Edward D. Anoli in a larger acquisition announced hiennwhile, medical cost-contain-
Bruce A. Hazuka in early 1986, Avon agreed to acquire ment and new technologies encourage

,

Flobert E Moore The Slediplex Croup Inc. hiediplex people i:. 'dl age groups to leave
Vice President. Finance g .; des five" platforms"for expansion hospitals quickly and recover at home,
Retirement Inns ora menca af ' ,n's health care services.This often aided by health care services out-

Jeffrey H. Tamkin UC "y acquired company operates 11 side the hospital.
Chairman nursing homes and manages three

alcohol and substance abuse centers Foster Medical
n just under two years Avon has and a psychiatric care hospital. It also In 1985, Foster Niedical consolidated

1

surged into national pror.nnence provides marketing and consulting its leadership of the U.S. home health,

i as a leader in the health care services for retirement living projects care industry.The sales of its home
services industry. It has grown by and develops health care facilities for health care business more than dou-

acquiring high. growth, high-return its own businesses and for others. bled.The division's medical supply.

businesses that primarily serve operation posted a solid sales increase,

the elderly. Health Care Services Strategy and was increasingly profitable despite'

j Avon brings to its health care ser- intense competition.
; vices strategy an established tradition
; of caring about people. For a century,
,

The fast-gmwmq popu. Demonstrating how to During a follow up vssit, stnsction has been a
lation of senior c:tnens pmperly clean and registered respimtory maiorfactor in Fostera

(opposite > uses health maintain home health thempist Michael Medicalk home health'

care services more often care equipment is an Callahan (leftIcoun. care success.
than othergroups. essentialpart of Foster sels a patient and hisi

Medical's service teife about the use of
philosophy. Oxygen equipment.

Ongoing personalin.
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For the year, Foster Medical's sales home-based medical equipment. own home. And chronically ill patients
increased 64 percent to $200.3 million. fleliese customers of complicated living at home of ten have a better

; Operating profit increased to $51.2 insurance paperwork by using ad- quality of life than those in health ;

; million from $22.3 million. vanced data-processing systems. care instit utions. ,

Foster Medical maintained the Communicate with medical profes- |
4

|) growth of its home health care business sionals and family members to ensure Crowth Strategies
;

' by developing its current operations that treatment meets the changing Foster Medical has three primary ; '
and by acquiring smaller independent needs of patients, who are often elderly. strategies to extend its leadership in i

; companies.The division bought 57 the home health care field: |
local home health care companies in Commitment to Service, Quality Capture a greater share of home i

' 1985. It now operates more than 270 Foster Medical is committed to provid- health care sales to the elderly. I

; service branches in 34 states from ing the best home health care service Broaden the distribution of" infusion |
, coast to coast. Foster Medical's home possible.The division's professional- therapies," which provide nutritional I

health care sales mse to $173.9 ism depends on the dedication and and drug tmatments to people at home.

| million in 1985 from $79.5 million. training of its employees. But manage- Strengthen its current position as i

Foster Medical provides people recu- ment took another step to ensure top- the industry's highervice, low-cost

' perating at home with medical equip- quality service in 1985 by starting the provider.
ment and supplies, as well as advice industry's first fonnal quality assur-
on how to use them. Sales in this ance program. Foster Medical's repu- Americans over 63 use medical ser- |
sector of the home health industry are tation for excellent service is one of vices at four times the rate of younger |
expected to approach 37.00 billion in its most important assets. people. Consequently, the elderly-
1990, up from $1.50 billion in 1980. Home health care is helping govern- the most rapidly growing segment of i

Foster Medical home health care ment and business slow the spiraline the U.S. population-are Foster
provides four kinds of service: growth of health case expenses. Fre- Medical's most frequent home health 1

Deliver and install medical equip- quently, the cost of home health case care customers. |
'

ment, usually under a doctor's pre- is one-third -or even one-tenth, in Foster Medical is increasing its

scription, and regularly follow up with some cases-of the same treatment in market share with this crucial consum-
' supplies and maintenance. a hospital. In addition, studies show er gmup by concentrating its expan-

* Counsel people on the use of their that many people get well more nuickly sion in the 15 states with the largest
in the familiar surroundings of their

m w--rmaasumma'uwmmetw
-- - - = = runn- - ~6 - - -

,

A hier Medical Service technicians Foster Medicars mpidly

pharmacts t ;>repares delicer and install gmecing netteork of

intracenous solutions medical equipment for 277 service branches
usedin the home, home health care cus- in 34 states offers cus-

tamers, and jollow up tomers a gmu'ing range
with supplies and of home health care
maintenance, produc!x.
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populations of senior citizens. In most as wheelchairs, hospital beds and buttressed by its low-cost operations,
cases, the purchase of existing home walkers.Then the division introduced the division revised its marketing

,

health care companies is quicker and oxynen and respiratory therapy equip- strategies to soften the impact of the'

less costly than starting new businesses, ment to many of its service branches. reimbursement changes on its business.'

Foster Medical more recently added
Diversified Marketing Programs a third product line, infusion therapy. Stronger Medical Supply Business
Foster Medical is targeting sales and which provides people at home with In 1985, Foster Medical's medical
marketing programs to specific groups intravenous nutrition and drug supply business again stressed profit-
of home health care decision-makers. treatments. ability rather than sales growth.

'
Traditionally, the medical profes. Management concentrated its market-

sionals who plan hospital discharges Low-Cost Operations ing on doctors' offices, freestand.ing
have advised patients about home Foster Medical's leadership in the home clinics and nursing homes.These
health care services. As the medical health care industry largely depends markets continue to grow, although
industry evolves, however, physicians on its ability to control expenses while the demand for medical supplies has

: and Health Maintenance Organization ensuring high standards of service remained soft among hospitals, tradi-
! staffs are becoming important sources and product quality. Management is tionally the industry's most important

of customer teierrais. Also, many constantly improving computerized market.
patients and their families are taking systems that streamline many of its'

; a more active role in choosing home opemtions. For example, Foster Medical Foster Medical Outlook
'

health care companies. Foster Medical processes Medicare and private insur- In 1986, Foster Medical expects to
is developing marketing programs ance claims more quickly than its maintain the rapid growth of its home;

aimed at each of these groups. competitors can. Automated inventory health care business, although reim-,

To serve more customers and to and collections systems also help bursement changes could cause profit
serve them better, Foster Medicalis control costs. niargins to narrow modestly.The'

extending its line of home health care insurance coverage of home health division's medical supply business
products. care was under pressure in 1985, as again should improve its operating

,

Originally, Foster Medical marketed government and business continued to profit, as sales increase.
' only durable medical equipment, such emphasize medical cost-containment.
| Foster Medical management had

{ expected these changes. Already

I

| Foster Medical's compu. Awa GenemiManager Residents ojRetirement Medicars home health
terized systems quicLhi Lee Rodngue= (left) Inns o! America lRIA) care opemtion and The

; pmcess insumnce discusses 1986 goals eniott planned activi. Mediplex Gmup.

| papenvork for home with Tony Myrell. a ties, like these provided
'

health caw customers district sales manager in Oklahoma City. This
who previously sold consumer group is also
his company to Foster served by Foster

; Medical. |
.
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Board of Directors

i Ruth Block' Stanley C. Cault Ernesta C. Procopc* Hicks B. Waldmn
: Exxcutive Vice President Chairman of the Board and President Chairman and

The Equitable Life Assumnce Chief Executive Officer E. C. Bowman Co., Inc. ChiefExecutive Officer
Society of the United States BubbermaidInc. (Insurance brokemge) * Audit Committee Member

- John S. Chamberlin David W. Mitchell Joseph A. Rice *

Presidint and Betired; Former Chairman of the Board R. Manning Brown, Jr., a director
^ Chief Opemting Officer Chainnan of the Board and ChiefExecutive Officer ofAvon ProductsInc. for 21 years,
L Hays Clark Emil Mosbacher,Jr.' Irving Trust Co. and diedin thefallofl965. The board,
Betired; Former RealEstate Investor and IrvingBank Corp. management and employees wish
Executive Vice President Independent Oiland GasProducer Cecily Cannan Selby, Ph.D. to acknowledge his many contri-

Donald S. Fredrickson,M.D. Merlin E. Nelson Adjunct Professor butions to the company during

President and Investment Consultant: Mathematics and Science his long tenure on the board.

Chief Exscutive Officer Former Vice Chairman Education Mr: Broum was an executive of
Howard Hughes MedicalInstitute AMFInc. New York University; great integrity. We are proud to

(Leisure-time and Lecturer and Educational have been associated with him.

industrialproducts) Consultant

James E. Preston
Corpomte Executive Vice President
and President, \ von Division

Corponte Officers

Hicks B.Waldron Stephen E Nagy John E Cox W. Thomas Knight

Chairman and Executive VicePresident Group Mce President, Group Vice President, Geneml

ChiefExecutive Officer James E. Preston Communications CounselandSecreta y

John S. Chamberlin Executive Vice President William R. Henn Jules Zimmerman
President and William H. Willett Gmup Vice President, Group Vice President and
Chief Opemting Officer Executive Mce President Stmtegic Planning and ChiefFinancialOfficer'

Development
Cam Hoak
Gmup Vice President,
Human Resources

Vice Presidents

Philip J. Davis Margro R. Long Robert W. Pratt, Jr. John E. Donaldson,Jr.,

Helmuth R. Fandl Paul B. Markovits Virginia L. Trump Wee President and Treasurer
Robe t H. Hansen Siri S. Marshall Norman H_Werthwein

Rainer Usul Vice President and Controller-

Managerrient 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 gmup vice president of the corporate management

John S. Chamberlin was re- in the longer term. of human resources, and William committee.
cruitId to be the company's presi- Stephen E Nagy was promoted R. Henn was named group vice General management, market-
dent and chief operating officer. to executive vice president of the president of strategic planning ing, planning and operations

1 Ha 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.
executive officer. His appoint- Medical's growth to a position of

nationalleadership in home
health care.

!

Independent Accountants Tmnsfer Agent and Registmr |
KMC Main Hurdman Morgan Cuaranty Tmst Co. j
Park Avenue Plaza 30 West Broadway
55 East 52nd Street New York, N.Y.10015
New York.N.Y.10055 1
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Building n the expertise of its flag- ability by concentrating marketingDirect Response __. ship busmess, Avon Fashions womens pmerams on established customers,
apparel, the division is becoming an who submit lan;er orders and buy more
increasingly diversified direct-response often than prospective customers do.

Direct Response Divisma competitor. Direct response is a con- This approach restrained the growth
Wanam H.Wiueu venient distribution channel that fits of Avon Fashions, whose sales had in--

Prnident the needs of busy consumers. Because of creased at an average annual rate of
vice Presidents the industry's convenicace,its growth 28 percent since 1978.

$ Michael A. Cavallo Thomas J. McCurren rate, adjusted for inflation, has been
Stephen E. Enroth M. Richard Parisi almost twice that of retail stores. Impact of Working Women

j George D. Ittner Stewart W.Tarkington The popularity of direct-response
James H. Lant Marianne A. Taylor Crowth Strategies shopping has been driven by the risinga

To ;ake advantage of opportunities in number of working women who often
e Lutz r e at rs

; this attractive mdustry, the dmsma is have less time to shop but more money i

concentrating on three basic strategies: to spend than their nonworking peers.
,

n 1985, the Direct Response Identify segments within Avon Avon Fashions' core customers are a

| Division substantially increased Fashions' customer base and target large but clearly defined segment of
its operating profit, even as it special marketing programs to them. this consumer group-young, middle-i

continued to invest in promising * Rapidly develop the customer income working women who want a'

. new businesses. base of three other businesses-James wide selection of fashionable apparel
{ To strengthen the division's profit- River Traders, Brights Creek and at affordable prices.
; ability, management significantly Creat American Magazines-so they Avon Fashions' merchandise, pricing

improved the efficiency of the opera- quickly become profitable. and catalogs have been designed to
: tions center that supports four direct- Evaluate other opportunities in the attract these high-potential direct-

response businesses. As a result, huge direct-response industry, which response consumers. As a result, this
i operating profit rose to $8.8 million, had total sales of more than $100 billion Direct Response Division business has
| compared with the disappointing in 1984. become the nation's second largest

1984 results of $2.9 million. Sales Avon Fashions reported sharply specialty catalog that markets women's
increased 10 percent to S205.2 million. higher profits on a modest sales in- ready-to-wear apparel.,

crease. Management improved profit-
,

|

| The gmwing mie of Moderately pncedfash. (opposite) the number- a unique fashwn state-
direct-response mar. ions chosen specially two catalog in its field. ment featunne carefully'

| keting is demonstmted for young, middle class Affluent, teell-educated updated classic designs
,

by the mereasing par. working women have men and women are and supen'or quality.
,

tion of U.S. households made Avon Fashions target customers for the'
,

buying from catalogt James River Traders
; (JRT) apparelcollection

| (fulow). JRThas created
'
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The growth of Avon Fashions will Great American Magazines Generally, parents spend twice as much
depend on a better understanding of Some 70 percent of all U.S. magazine on their first child as on their other
the buying habits of various segments subscriptions are sold through direct- children.
of its customers. Consequently, man- response marketing.The division's
agement is studying computer records Creat American Magazines subscrip- Operating Systems
of millions of customer transactions tion operation entered this attractive Computerized systems at a centralized
over the years.This analysis is expected field in early 1983. operations center support all four
to reveal buying patterns that will help Creat American Magazines solicits Direct Response Division businesses
improve product selection and pricing. subscriptions for most major U.S. with mailing list, order processing

publishers of periodicals. Its low intro- and billing services. In addition,

James River Traders ductory prices coupled with sweep- employees at this Hampton, Virginia,
The division introduced James River stakes drawings for exciting prizes- facility assemble and mail thousands
Traders (JRT) in 1983.This quarterly $1 million, for example, in an early of orders each week.
catalog features ready-to-wear apparel 1986 contest-entice consumers to in 1985, a new management team
for affluent, well-educated consumers. buy subscriptions. improved the efficiency of the opera-

To reach this discriminating con- tions center. As a result, the division's

sumer group, James River Traders has Brights Creek order turnaround time is quicker than
created a unique fashion statement In 1983, the division introduced the the industry average-a crucial factor
featuring carefully updated classic Brights Creek catalog of clothing and in satisfying consumers who prefer
designs and superior product quality. accessories for children up to age 12. direct-response buying because of its

The early JRT catalog. specialized Brights Creek targets middle-income convenience.These operating improve-s

exclusively in men's clothing because consumers-grandparents as well as ments position the division for further

! many busy men are discovering the parents-looking for fashionable, profit gains.

convenience of shopping by mail or quality apparel at moderate prices. |
;

telephone. But management later The U.S. children's wear business is Direct Response Division Outlook

. introduced complementary women's large-estimated annual sales are $18 In 1986, the division expects to improve

1 apparel into James River Traders billion-and growing.The demand for its operating profit margins substan-

catalogs. Now 40 percent of JRT's children's products is particularly tially, as sales grow at a higher rate j
,

customers are women. strong now because of the rising num- than they did in 1985.'

ber of first births in the United States.'

:

. L
_ ._ . 3 . .. .,. . p .; . ... :e- a :. , . .. .y_ ._ ._ ;. .... ,. .< ,

Excsting catalogs help The Great Amencan Brights Creek benefits
>

| Avon Fashions scil to
Magazines subschptwn from the groscing |

, young working women. business offers attmc. demandfor children's

who appreciale the con. tire prices on perind- appareland accessories
b

venience of direct- icals and a chance to win in the United States.

response shopping lucrative prtzes in j,

*

|sweepstaLes drmcings.
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SECURITIES AND EXCHANGE COMMISSION ;

Washington, D.C. 20549 ;

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF j
THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended June 30, 1986 Commission file number 1-483

INTERNATIONAL MINERALS & CHEMICAL CORPORATION
(Exact name of' registrant as specified in its charter)

New York 36-1263901
(State or other jurisdiction of (I.R.S. Employer ,

incorporation or organization) Identification No.)
,.

2315 Sanders Road
Northbrook, Illinois 60062

(Address of principal executive offices) (Zip code)

Registrant's telephone number, including area code: 312-564-8600

Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange
Title of each class on which registered

4% Cumulative Preferred Stock, par
value$100pershare New York Stock Exchange

$3.75ConvertibleExchangeable
Preferred Stock, Series A,
$1parvalue New York Stock Exchange

CommonStock,parvalue$5pershare New York Stock Exchange
Midwest Stock Exchange
Pacific Stock Exchange

9.35% Sinking Fund Debentures
due November 1, 2000 New York Stock Exchange

11.875% Sinking Fund Debentures
due May 1, 2005 New York Stock Exchange

4% Convertible Subordinated Debentures
due January 1,1991 New York Stock Exchange

4.5% Subordinated Debentures
due July 1, 1991 New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act* NONE
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Indicate by check mark whether the registrant (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceeding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been-subject to'

such filing requirements for the past 90 days. Yes X No. .
,

APPLICABLE ONLY TO CORPORATE ISSUERS: Indicate the number of shares
outstanding of each of the issuer's classes of common stock: 27,250,842
shares as of August 29, 1986.

i

L State the aggregate market value of the voting stock held by |

' non-affiliates of the registrant: $713,471,031 as of August 29, 1986. '.
*

Market value is based on the August 29, 1985 closing price of Registrant's
Common Stock and the closing price for Registrant's 4% Cumulative Preferred
Stock en August 28, 1986 (the trade date nearest August 29, 1986).

DOCUMENTS INCORPORATED BY REFERENCE: Information required by Items 10,
11, 12, and 13 of Part III is incorporated by reference from pages 1 through
8, pages 14 through 28, pages 9 through 11, and pages 11 through 14,
respectively, of the Registrant's definitive proxy statement for the annual
meeting of stockholders to be held on October 15, 1986.
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Item 1. Business
i

INTRODUCTION
,

,

j- Company Profile

t
1- International Minerals & Chemical Corporation was incorporated.in New York

in 1909. In June, 1986, IMC signed letters of intent to sell its gas and
.

oil segment and substantially all the net assets of its industrial products
,'

aegment. These transactions are expected to close later in calendar year,
)

f 1986. Certain smaller operations of the industrial products segment have
been retained and combined with the animal products and fertalizers
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 segment 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' l

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 are the production and sale of-(i)
fertilizer materials, (ii) through its acquisition in 1986 of the-
Mallinckrodt Division of Avon Products,.Inc. ("Mallinckrodt'), medical
products, specialty chemicals, and flavors and fragrances, and'(iii) animal
products.

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

Three Reminders

In this report: '

4 ,

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 j

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

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

-1-
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Seasonal Factors

In general, IMC's businesses are affected by. seasonal' factors primarily in
. the case of four fertilizer product lines--phosphate chemicals, potash, .j
Jammonia, and mixed fertilizers.

J-

,

Methods of Competition

IMC's fertilizer materials are commodities that are available from otherg
L sources, and the marketplaces, both domestic and foreign, are hignly

' competitive. Apart from competitive pricing, IMC's principal method of
competition in its fertilizer business is in service to customers. . Among

tother things, this service includes maintaining an extensive North American i

distribution network, including about 3,000 railroad cars leased and owned. I

This network also includes the operation of a significant number of
'in-market storage facilities in key states to meet changing distrioution
patterns. Competition with foreign and domestic manufacturers in the
Mallinckrodt-related businesses and animal products involves price, service,
quality, and the development of technology and is intense in all markets-
served.

Business Segment Information

;

IMC's principal U.S. plants and properties of continuing operations are |

located in 24 states in the United States. The Company also has significant
operations in Canada in the Province of Saskatchewan.

Individual business segment contributions to IMC's net sales and operating .)
results from continuing operations over the past-five years are included in .|
the discussion of each segment's business. See also " Segment Information" !
in Notes to Consolidated Financial Statements. '

Net sales shown in the discussions referred to above include intersegment
sales. Intersegment sales are generally at prices approximating those
charged to unaffiliated customers. The amounts and related proportion of
net sales and operating earnings contributed by the various businesses of
IMC have varied from year to year and may continue to do so in the future as
the. result of changing business, economic, and competitive conditions and'

.

technical developments.

-2-
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FERTILIZERS

The Products-

Lj-

} The Company believes that it is the world's largest private-enterprise

i 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 64.3~
Other 15.6 19.0 17.6 24.0 25.5

$866.0 $1,060.9 3984.2 $911.5 $916.7
Operating earnings (loss) $(61.0) $136.5 3144.9 $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 Consolidated 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-

toanetchargeof$66.1millionin1986andanetcreditof$7.7million-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 are fertilizer

!
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manuf acturers 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 ore 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 demand 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 57.2 51.0 40.7 50.2

In fiscal 1986, IMC added about 8 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
contained 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 outstanding Florida Water which could result in increased }
mining costs for these reserves, although mining operations 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
' |

,

Japproximately $153 million at June 30, 1986. The mine and related
!
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facilities'costapproximately$640millionandwerecompletedinDecember,
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 5
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 fianatee, DeSoto, and Hardee Counties, about
40 miles south of current mining operations, 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 Billsborough 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 deposits 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 3--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.

,

1

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

1986 1985
Tons % Tons % i

Domestic:
Major long-term contracts into 2004 2.5 26% 3.2 27%

Other .8 8 1.6 14
Export 1.2 12 1.6 14 i

captive (principally New Wales) 5.2 54 5.3 45 |

9.7 100% 11.7 100%

Overall,rockpricesaveragedabout$20atonin1986and1985. I

-5- 'I
!

n

v



_ . _ _ . . _ _ _ _ _ . - ..
.

l-
s . .

,

t

Most of IMC'slexport sales of phosphate rock are made through the
Phosphate Rock Export Association, fermed under the Webb-Pomerene Act by IMC
- and certain other Florida 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

1

markets. 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 I

production.

;

t

-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 f acility near Mulberry, !

~ Florida. The estimated annual capacity of this facility is 1.7 million tons ;

of phosphoric acid P 02 5 equivalent. (P 02 5 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 roaditions. 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. |

-
.,

i

New Wales

New Wales produced 1,312,000 tons of phosphoric acid (P 02 5 equivalent)
in 1986, a 5 percent decrease compared with 1985.

!

-6-
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IMC sells its pbosphate chemicals on long-term contracts and in the spot
market. The table below shows 1986 and 1985 shipments in_ thousands of tons
of P 02 5 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%

T

*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 f acility in 1975. Sales to these
buyers are generally at prices that are sufficient to recover cash
production costs 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 af ter 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. S. 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
completed in late calendar year 1986.

i
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|As previously reported, the Florida Environmental Regulation Commission

has adopted a groundwater rule which mandates limited monitoring activities
to evaluate potential groundwater impacts from potential sources, including
phosphate mines and chemical plants. IMC's monitoring plans for its mines
and chemical plants have been approved by the Florida Department of
Environmental Regulation. Groundwater permits have been issued for IMC's
mines, and initial testing of water samples monitored has been
satisfactory. A permit has been issued to IMC's New Wales facility, and
initial samples have been collected.

Potash

IMC produces potash at three underground mines and three refineries, and
the Company believes that its 1986 operations accounted for about 6 percent
of world output. Two of these mines and refineries are located near
Esterhazy in the Canadian province of Saskatchewan. The third mine and
refinery is located near Carlsbad, New Mexico.

The term potash applies generally to the common salts of potassium. Since
the amount of potassium in these salts varies, the industry has established
a common standard of measurement by defining a product's potassium content
in terms of equivalent percentages of potassium oxide (K 0).2

Most of the potash produced by IMC is sold as fertilizer materials and
some as animal feed ingredients.

Saskatchewan

IMC's two interconnected Saskatchewan potash mines and refineries at those
mines are owned and operated by a wholly owned subsidiary, International
Minerals & Chemical Corporation (Canada) Limited ('IMC-Canada"). In
December, 1985 water inflow was discovered at one of these mines.
Substantial pumping capacity has been installed at this mine and the water
inflow is under control. Production at this mine continues uninterrupted.
The source of the water inflow has not yet been isolated. The Company has
filed insurance claims for costs incurred to control this water inflow and
believes that these costs are recoverable from the insurers.

Reserves

IMC-Canada controls the rights to mine 147,700 acres of potash-bearing
land in Saskatchewan. This land, of which 20,742 acres have been mined, is jin the southeastern portion of the province and consists of 76,200 acres
owned in fee, 57,400 acres under lease from the province of Saskatchewan,
and 14,100 acres leased from other parties. All the leases are renewable by
IMC-Canada for successive terms of 21 years. Royalties are established by
regulation of the Saskatchewan government and amounted to $2.3 million in
1986.i

-8-
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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- f

'

percent K 0 -enough to support current operations for more than a2
century. The total estimated yield would be 420 million tons of product
with a grade of about 61 percent K 0. ;2

1 .

Government Potash Operations

The Saskatchewan government, through its potash company, Potash f
Corporation of Saskatchewan (PCS), has several potash-producing properties :

in the province. The mining operations associated with these properties i

give PCS control of about 45 percent of Saskatchewan's potash production '

capacity. i

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
icontract 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).

.
- t

The third five-year period of the contract commenced July 1,1986, and, at
the option of PCS Mining, the agreement can be renewed on 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 O content. '

2

'
1986 1985 1984 1983 1982

Tons of sylvinite ore mined 8,603 10,685 10,561 9,095 8,306 !

Average K O content of ore mined 25.1% 25.3% 24.8% 25.4% -2T71i2
Tons of potash produced: j

IMC 2,617 2,982 2,932 2,569 2,283 L

PCS 638 1,025 977 821 767
3,255 4,007 3,909 3,390 3,050

Average K O content of product 61.1% 61.0% 61.0% 61.0% 61.3%2

)'

Carlsbad
4

IMC's Carlsbad operations mine and refine potash from 38,600 acres of

reserves which the Company controls under long-term leases. These reserves

t, -9-
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contain an estimated total of 182 million tons of recoverable ore in four
mining beds at thicknesses ranging from 5.5 to 8.5 feet.

,

The ore is of three types: (1) sylvinite, a mixture of potassium chloride
and sodium chloride, the same as the ore mined in Saskatchewant (2)
langbeinite, a double salt of potassium and magnesium; and (3) a mixed ore,
containing both potassium chloride and langbeinite.

At average refinery recovery rates, these cre reserves are estimated to be
sufficient to yield 14.2 million tons of concentrate from sylvinite with an
average grade of 60.0 percent K 0. The yield f rom langbeinite reserves is2
estimated at 32.4 million tons of langbeinite concentrate with an average
grade of 22.2 percent K 0.2

| At current rates of production, IMC's reserves of sylvinite and
langbeinite are estimated to be suf ficient to support operations for more
than 33 years.

|
Langbeinite ore is used to produce two IMC products. One is a double |

sulphate of potash magnesia, a fertilizer the Company markets under the '

brand name Sul-Po-Mag. The other is sulphate of potash, produced by a
chemical mixture of langbeinite and potassium chloride, and used primarily
as a fertilizer ingredient. IMC believes it is the larger of the two U.S.
producers of double sulphate of potash magnesia and the largest of several
U.S. producers of sulphate of potash.

The five-year table below shows Carlsbad production figures in thousands
of tons.

Years ended June 30 1986 1985 1984 1983 1982
Tons of ore mined 4,823 5,418 5,420 5,154 5,095 |
Average combined K O content of the I2

ore (langbeinite plus sylvinite) 11.8% 10.9% 10.4% 10.4% 9.9%
Tons of potash produced 782 812 8?6 790 749

Total IMC Potash Production

In addition to IMC, there are eighteen North American potash
h;

producers--ten in the United States, of which three are presently closed,
and eight in Canada. The following five-year table compares IMC's combined (U.S. and Canadian production with total North American production, in
thousands of tons, as reported by the Potash and Phosphate Institute. )

I
1986 1985 1984 1983 1982 {

Tons of K 0 equivalent |2
IMC:

7

Carlsbad 304 312 318 310 295 l
Esterhazy* 1,599 1,819 1,789 1,568 1,399 1

1,903 2,131 2,107 1,878 1,694 I
North America 8,238 9,587 9,507 7,735 8,825

f' Tons produced for PCS Mining excluded 6

from Esterhazy production above 390 625 596 501 470 0

&
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The Market

IMC potash is sold throughout the world, with the largest markets being in
United States, China, Japan, India, and Latin America. Potash is also used
internally in the manufacture of mixed fertilizers. The Company's exports

' from Canada, except to the United States, are made through Canpotex Limited,
an export association of Saskatchewan potash producers.

The following table summarizes shipments of potash in thousands of tons in
1986 and 1985. In 1986 and 1985, these shipments included 69,000' tons and

l' 87,000 tons, respectively, purchased from others in order to fill
commitments to customers.

i
'

1986 1985
Tons % Tons %

Domestic (U.S. and Canada) 2,381 68% 2,478 64%
Foreign 800 23 948 25

( Captive 333 9 427 11-
3,514 100% 3,853 100 %

The average selling price for all IMC potash products was about $43 per
ton in 1986, compared with $53 per ton in 1985.

Unit Production Costs

IMC unit production costs in Carlsbad and Saskatchewan, excluding mining
payments to the Province of Saskatchewan, increased 1 percent and 3 percent,
respectively, from 1985 to 1986 In addition to royalties, mining payments

totheProvinceofSaskatchewan.amountedto$3millionin1986and.$13
million in 1985. These payments are not deductible in determining Canadian
federal income taxes.

Ammonia

IMC produces anhydrous ammonia at Sterlington, Louisiana. Output
;

a.' counted for about 6 percent of U.S. production in 1986 and 5 percent in i

1985.

1

I
'

Operations

The company has two plants at Sterlington. Annual production capacity for |
these plants is 400,000 tons for the older unit and 550,000 tons for the )
newer unit. Production from both plants in 1986 totaled 893,000 tons.

-11-
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The Market

'tDemand for U.S. product by both domestic and export users of ammonia
-

decreased by 18 percent from the previous year. Imported product increased
!11 percent, while exported product decreased 38 percent. Spot market prices

for the year realized by IMC decreased 40 percent in 1986 af ter a slight
increase in 1985.

IMC sells ammonia to manufacturers of fertilizers and synthetic fibers,
and to other industrial users. A significant amount of ammonia is used in J

New Wales' production of ammonium phosphate chemicals. Other captive uses
are in the manufacture of mixed fertilizers and for retail sales through
company-owned outlets.

i

The table below shows the- distribution in 1986 and 1985 of IMC's total
ammonia shipments in thousands of tons. In 1986 and 1985, these shipments j
included 3,000 tons and 24,000 tons, respectively, purchased from others in

i

L order to fill commitments to customers. I

1986 1985
Tons % Tons %

Long-term contracts 264 30% 343 39% i

Other 210 23 80 9
Captive 414 47 460 52

888 100% 883 100%

:)

Natural Gas Supply

Natural gas is the principal raw material in the_ production of ammonia.
Most of Sterlington's 1987 gas requirements are expected to be supplied by
outside contract purchases. Based on current market conditions, IMC does- '

not anticipate any difficulty in obtaining such contracts.

Mixed Fertilizers

IMC makes mixed fertilizers in two ways--through either granulation or
bulk-blending. Granulation is a process in which various dry and liquid raw b),.
materials are chemically combined and then pelletized. Bulk-blending is a jsimple physical mixing or blending of suitable fertilizer materials. ''

During 1986, the Company operated six large granulation plants and 95
smaller facilities for bulk-blending and/or warehousing. Two of the
granulation . plants were closed effective July 1,1986. Most of the
fertilizer raw materials used by these operations are supplied by IMC mines
and plants.

|
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The Products

IMC's shipments of premium-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 'i
'

products for direct application to the soil.

The Markets
f

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 .1

agricultural econcmy and effects of government farm programs were principal- _|
factors in this decline.

*

The Company's mixed fertilizers are marketed in the U.S. and sold >

principally to independent dealers, distributors, and farmers,.with some j
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.

i

Uranium Oxide |

IMC has four plants in Central Florida to extract and process uranium

j oxide (U 0 ) as a by-product from phosphoric acid. Three of these38
] plants are primary recovery units and the fourth is a final processing

j- refinery.

I
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 02 5 equivalent) .

|

One of the primary recovery units and the final processing refinery adjoin .)m

l the Company's New Wales phosphate chemicals plant. The primary recovery ;

unit produced 1,149,000 pounds of uranium oxide in 1986, compared with- |F

j- 1,127,000 pounds in 1985. The uranium oxide is extracted from phosphoric -|

acid manuf actured at the New Wales plant.i

i
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Two other primary recovery units are adjacent to phosphate chemicals 1

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 f rom CF's phosphoric acid production at thbse plants.
The oxide is 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 1986, compared with 733,000 pounds in 1985. In July, 1985,
CF shut down its phosphate chemical operation at Bartow for an indefinite
period because of, in CF's opinion, poor P 02 5 market conditions andthis, in turn, necessitated the shut-down of the U 03 8 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 in1986.

MALLINCKRODT

The Products

Mallinckrodt,
founded in 1867 and acquired by the Company on February 28,

1986, is engaged in the development, manuf acture, 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
specialty chemical $ 99.5
Flavor and fragrance 84.1

27.2
Operating loss 3210.8

S(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.

-14-
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Medical Products -|
|

l'
Medical products are those products which are instrumental 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 nedical 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 products are used in imaging the brain,
bones, and heart and in the evaluation of thyroid gland function.

|

Radiopharmaceutical products are sold directly or through radiopharmacies
to hospitals and clinics by a specialized sales forcer x-ray contrast media
products are sold both directly and through distributors.

t

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.

4

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
e 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

-15-
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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 industri an t 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 manuf acturers 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
nnium-based narcotics used to treat pain and cough, and APAP (acetaminophen) !
useo to 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 iron, in the iron fortification ,

of foods, and in the treatment of certain anemias. These products are !

[marketed by Mallinckrodt's sales force.
i

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

!!surf actants such as emollients and emulsifiers used in hair care and skin
care products, and pigments used in the manufacture of a variety of cosmetic

-

products.
A

Laboratory chemical products include high-purity specialty chemicals which |

are sold through distributors and a line of prescription chemicals which are i
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 L

principally in the semiconductor industry.

i
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The specialty chemicals ' products domestic production and distribution
facilities are located at St. Louis, Missouri; Erie, . Pennsylvania; i

Belleville, New Jersey; Raleigh, North Carolina; and Paris, Kentucky. j

Foreign facilities are located in Switzerland and West Germany.

,

Flavor and Fragrance Products j
-i

4 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 i

subject to highly competitive marketing conditions. Distribution of ;

products is accomplished primarily through direct sales and distributors.
,

!

Mall 1nckrodt produces liquid 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 liquid
beverage mixes; cordials, cocktails, and wines; ice cream, cheese, and other
dairy products; pharmaceutical products; cake and cookie mixes and other !

bakery products,
r

Mallinckrodt manufactures and distributes formulated fragrances.to the .i
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, Ohio. Foreign facilities are

,' ,

located in Brazil, France, Mexico, Switzerland, the United Kingdom, and West ]
Germany. ;

!

!

Raw Materials
'

i

The ability to make timely shipments is an important' aspect of i

Mallinckrodt's business; therefore, most shipments of finished products are -!
made from inventories maintained by Mallinckrodt. The availability of raw '|
materials necessary to maintain adequate inventory levels was generally .

satisfactory during 1986. Mallinckrodt believes it can continue to obtain ,!
,

'sufficient raw materials and supplies to manuf acture and supply its product.-
,-
-

;.

-!
E i

i

,
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Patents, Trademarks and Licenses

Mallinckrodt owns a number of patents and trademarks, has pending a
substantial number of patent applications, and is licensed under patentsowned by others.

Mallinckrodt does not consider any one of its patents tobe essential to its business as a whole; however, Mallinckrodt's patents in
the aggregate are of material importance to its business.

ANIMAL PRODUCTS

The Products

IMC believes that it is one of the nation's largest producers of three
kinds of products for animal health and nutrition:
feed ingredients and a growth promoting biochemical implant. phosphate and potassiumThe bulk of
this segment's business is in these three product areas, but a variety of
other animal health and nutrition products are also produced and marketed.
These other products include a bacitracin zine antibiotic feed additive
(Baciferm brand) and poultry vaccines.

The following table shows animal products sales and operating earnings in
millions of dollars for each of the past five years,

1986 1985 1984 1983 1982Net sales:
Feed ingredients

$110.1 $110.1 $138.5 p156.9 $162.3Veterinary products and biologicals 41.8 48.5 47.4 44.4 42.2Other
7.1 7.1 7.9 7.3 9.5:;159.0 $165.7 t193.8 5208.6 $214.0Operating earnings

s 28.1 $ 34.3 $ 47.9 $ 51.6 $ 53.4

In 1986,
the Company changed its method of determining cost for certaindomestic inventories. Financial statements for prior years have beenrestated to reflect this change.

Statements. See Notes to Consolidated Financial

See " Management's Discussion and Analysis of Financial Condition and
Results of Operations" on page 28 for information on a change in accounting 3

estimate included in 1986 results.

Feed Ingredients

1MC's feed ingredients consist of various chemical compounds that
phosphorus or potassium to provide the required amounts of these two include !

elenents to all classes of livestock and poultry. The products are made
from phosphate and potash mined and produced by IMC's fertilizer operationsin Florida and New Mexico.

-18-
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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 ingredtents.

.

t

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.

;

Implants

A substance called zeranol is the active ingredient in IMC's
growth-promoting biochemical implant. Zeranol has an anabolic effect--that ,

is, it accelerates the animal's natural growth with the resultant effect of !

improving total feed conversion.

The implact 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 ef forts include the development of new and
improved anabolic agents.

,

r

The European Economic Community ("EEC") has issued a Directive, to be '

effective January 1, 1988, which will have the effect of prohibiting 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 menbers of the industry and the scientific community.
Ralgro shipments which could have been af fected by this Directive amounted-
to approximately 12 percent in 1986.

Biologicals ;

i

Sterwin Laboratories Inc. , a wholly owned subsidiary acquired by IMC in i

April, 1984, is a producer and marketer of poultry biologicals'(vaccines) 'I
and vaccinating equipment. Production is at the company's plant in .j
Millsboro, Delaware. In addition, Sterwin markets a feed grade antibiotic

,

and a line of sanitation products for use in the poultry industry.

The Markets
1

The markets for feed ingredients, growth promotants, and poultry j
biologicals are highly competitive. IMC estimates its North American market !

'share to be approximately 40 percent for phosphate-based feed ingredients,,

f 60 percent for its growth-promoting implant, and 16 percent for poultry
biologicals. Feed ingredients are sold primarily to animal feed

-19-
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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.

I
JAll 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. ,

1

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 af fecting
foreign trade and investment. For further information concerning
fertilizers foreign operations and business, see the following captions 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.
|

I

I

i
WORKING CAPITAL j

1

Business Segment Requirements

The working capital requirements for inventory in each of IMC's three
business segments are not materially affected by seasonal or other f actors
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. 3

1

$

,l

k"
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IMC does not extend long-term credit to customers. The Company believes-
this non-extension of. credit as well as its business segment working capital

requirements are not materially different from the practices of its
competitors.

Consolidated Requirements

From time to time, the Company has entered into short-term borrowing
arrangements for the temporary financing of its business segments' working
capital requirements and capital expenditures.

OTHER ACTIVITIES

Research and Development

The Company performs applied research directed at development of new
products, development of new uses for existing products, and improvement of
existing products and processes. Research and development programs include
laboratory research as well as product development and product application.

Medical product research is supported by a central research and
development division responsible for worldwide coordination of
Mallinckrodt's. development work on new radiopharmaceutical and diagnostic'
products and separate research and development programs within other.
domestic divisions. Mallinckrodt's various development activities are
directed toward satisfying both individual customers and widespread
marketplace demands.

,

IMC also performs applied research in various other fields, as follows:

I o Plant nutrition and fertilizer technology.
o Animal health and nutrition,

o Mineralogy and uranium processing.
o Pollution monitoring and control. .,

i
ISee also "Research and Development Expenses' in Notes to Consolidated3

'f- Financial Statements.

Environmental Matters

IMC is subject to various environmental laws of federal and local

governments in the United States, Canada, and other foreign countries in
which it has operations. Although significant capital expenditures, noted
below, as well as operating costs, have been incurred and will continue to

-21-
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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 Item 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. Water Pollution Control Act,
the U.S. Resource Conservation and Recovery Act, and the land use, air, and
water protection regulations of the various localities, btates, and Canadian
provinces in which IMC' operates.

The expenditures are primarily for air emission ccatrol, wastewater
purification, land reclamation, and solid waste disposal. These
expendituresamountedtoabout$11millionin1986. The Company expects
that environmental capital expenditures over the next three years will
averageabout$19millionperyear.

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
Federal Insecticide, Fungicide and Rodenticide Act, and 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.

Employees

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 collective bargaining agreements with 14 international
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.

-22-
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Item 2. Properties

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

Item 3. Legal Proceedings

In respect.of the previously rcported 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 rights under a lease from the
State of Florida, the Florida Supreme Court on May 15, 1936, ruled against

other phosphate mining companies in appeals from judgments obtained by tnose
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 quiet title actions involved in
the appeals as well as in respect of the judgments obtained by IMC in 1983
in similar quiet title actions brought against Coastal in the state court
that were not appealed by Coastal and did not involve the State because the
State has already determined it has no conversion claims against IMC. Even
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 oe of the opinion that, on the law
and the facts, as presently understood, IMC has other meritorious defenses
and is entitled to prevail. Trial has been set to begin February 2, 1987.

As previously reported, in January, 1979, Coastal sued IMC and Mooil Oil
Corporation in the aforesaid District Court, claiming that IMC and Mobil
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 acquisir' and use of, and to attempt to.a

q monopolize, land areas in Flor'a fu. c..osphate mining. Coastal seeks to

recover three times the value cme inmined phosphate underlying the lands
e

i allegedly subject to the lease 7',6 when Coastal relinquished its working

t' 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 has
j. 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, seeking damages _for
alleged injury to persons and property due to alleged radiation emissions
from Mallinckrodt's'radiopharmaceutical facility in Maryland deights,

; Missouri. The plaintiffs sought approximately $510 million in compensatory
damages, $505 million in punitive damages, an injunction against the alleged
activities, and other relief. The 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

-23-
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appealed and the Missouri Court of Appeals reversed the trial court, except
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 f acility f rom Avon Products, Inc. on February 28, 1986. Under
terms of the acquisition agreement, Avon is obligated to indemnify IMC
againstliabilityfordefinedcontingenciestotheextenttheyexceed$5
million, and these cases are within the defined contingencies. In 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 significant liability. However, the EPA has proposed a cleanup
project which may cost as much as $36 million, to be split in some f ashion
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 f rom pollution at that
facility. Columbus Steel Drum Company, which recently purchased the
facility from Great Lakes, has brought its own suit against the same former
owners, claiming that Columbus did 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
estimatedtocost$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 et 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 previously 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

-24-

r

i

b



. .

pollution of ground water at the Kingston site. The damages phase cf the
trial is scheduled to begin February 2, 1987. With consent of the court,
IMC has voluntarily cleaned up the surf ace end subsurface of the site at a
costofapproximately$3million. A feasibility study for the cleanup of
the site was completed in August, 1986, andestimatedcostsrangefrom$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 OFFICERS OF THE REGISTRANT

The ages and five-year employment history of IMC's officers 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 5 9. Vice President and General Counsel since March, 1979.
t

Nicolaus 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 October, 1978 to February, 1986.

Darrell L. Feaker
Age 4 9. Vice President and Treasurer since March, 1978.

Elizabeth M. Higashi

Age 34. Vice President since February,1986; Corporate Staf f Vice President
from August, 1985 to February, 1986; Vice President for SFN Companies, Inc.,
April, 1984 to August, 1985; Director, Corporate and Investor
Communications, Times Mirror Company, August, 1979 to April, 1984.
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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 the 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 First Second Third FourthFiscal 1986
j|Dividends per common share $.65 $.65 $~ .25 l $.25Common stock prices

High 44 40-3/8 36-1/4 35-1/4Low 38-1/2 34-1/4 29-3/4 ! 30-1/2
; Fiscal 1985
L Dividends per common share $.65 $.65 | $.65 | $'.65| .

Common stock prices
|High. 42-5/8 '40-7/8 43-3/4- 42-1/4

3

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.

l
!

As of July 31, 1986, the number of registered holders of common stock as
reported by the company's refistrar was 13,761. See "Long-Term Debt" in

Notes to Consolidated Financial Statements for information on dividend
restrictions.
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Item 6. Selected Financial Data

(Dollars in millions except per share amounts)
-

Summary of Operations Years ended June 30 1986(2) 1985(2) 1984(2) 1983 1982

Revenues $1,105.7 1,186.7 1,116.0 1,045.3 1,099.1
Earnings (loss) from continuing |

foperations before income taxes ( 165.9) 108.4 13 3. 9 97.8 170.2,

'
~

Provision (credit) for income taxes ( 86.3) 16.6 45.0 30.9 63.5
Earnings (loss) from continuing operations ( 79.6) 91. 8 88.9 66.9 106. 7

; Discontinued operations (3) ( 137.4) 29.5 (8.6) 4.4 38.6
Net earnings (loss) ( 217.0) 121.3 80.3 71. 3 145.3

j Per Common Share Data
'l Earnings (loss) from continuing operations $( 2.96) 3.36 3.31 2.50 3.98

Discontinued operations (3) ( 5.08) 1.09 (.32) .17 l.44
Net earnings (loss) ( 8.04) 4.45 2.99 2.67 5.42
Comrron dividends declared 1.80 2.60 2.60 2.60 2.60
Book value 30.94 40.59 39.03 38.74 38.72
Average common shares (in millions) 27.1 27.2 26.7 26.5 26.7

Other Five-Year Data

Total assets $2,427.1 1,984.2 1,989.9 1,970.6 1,984.7
i

Working capital 431.0 327.7 311.8 304.6 347.2
Working capital ratio 2.3:1 2.1 :1 2.0:1 2.0:1 2.1:1
Long-term debt, less current maturf tles $ 922.6 342.1 388.1 424.6 441.8
Total debt 974.6 364.2 425.7 459.4 485.7
Deferred income taxes 38.2 127.7 122.1 134.6 142.4
Shareholders' equity 994.3 ],108.6 1,054.0 1,040.4 1,035.7
Invested capital 2,007.1 1,600.5 1,601.8 t ,634. 4 1,663.0

) Total debt / invested capital 49% 23% 275 28% 29%
Number of employees I3. 00 0 8. 70 0 9.000 8.400 8.400

; (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 -|

Consolidated Financial Statements. The ef fect of this change was to increase (decrease) earnings,

(loss) from continuing operations and discontinued operations and related per common share amounts,
respectively, as follows: 1986 -- $(1.5) million and $1.3 milllon, $(.05) and $.04 a sharel 1985 -

-- $1.2 ml!Ilon and $.5 milIlon, $.04 and $.02 a share; 1984 -- $(l.5) mililon and $.I miiilon, '

$(.05) a share and no change; 1983 -- $(.8) million and $(8.4) million, $(.03) and $(.32) a share;
and 1982 -- $10.1 million and $(2.2) million, $.37 and $(.08) a share.

(2) See " Management's Discussion and Analysis of Financial Condition and Results of Operations" for a
description of nonrecurring items. The results of operations of Mallinckrodt are included since

j
|; its acquisition on February 28, 1986 See Notes to Consolidated Financial Statements. '

|

! (3) In 1986, included a loss, with no income tax ef fects, of $128.0 million, or $4.73 a share from
planned disoosals; in 1984, included an af ter-tax loss of $25.9 million, or $.97 a share, from
disposals; in 1982, included an af ter-tax gain of $5.1 million, or $.19 a share, f rom disposals.

!
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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
fchange. The effect of this change on 1986 and 1985 opsrating results was
!

immaterial.
|

A change in estimated depreciable lives of certain assets decreased 1986
depreciation expense by $18.6 million ($10.9 million af ter taxes, or $.40 a
share). Operating results in 1986 included nonrecurring items that
representedanetchargeof$82.7million($43.6millionaftertaxes,or
$1.61ashare) inthefertilizersegmentandachargeof$50.6million
($29.5millionaftertaxes,or$1.09ashare) in the Mallinckrodt segment.
Earnings in 1985 included $20.9 million, or p.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,
$7.5million,or$.28ashare,andaU.S.TaxCourtrulingthatbecame
final, $7.1 million, or $.26 a share, and a nontaxable exchange of common
stockandcashfordebentures,$6.3million,or$.23ashare).

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 a net loss of $15.8
million, or .60 a share, in1986,comparedwithnetearningsof$70.9
million, or 2.59 a share, in 1985.

Thefertilizersegment'soperatingresultsdeclined$131.4million,
excludingnonrecurringitemsanda$16.6milliondecreaseindepreciation.
The nonrecurring items consisted of settlements of certain contracts, the
write-off of an investment, and planned dispositions of facilities and are

;
included in the Consolidated Statement of Operations under " Interest earned
and other income (expense), net". That decline resulted from significantly i

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. j

t

Animalproductsoperatingearningsfor1986 decreased $8.2million,
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 results of operations of Mallinckrodt are included in the Company's
consolidated operating results since its acquisition as of February 28,
1986. Mallinckrodthadoperatingearningsof$29.7million,excludingthe
charge related to nonrecurring restructuring costs and from allocating a
portion of the purchase price to inventories that together resulted in a
chargeof$50.6million. Theseoperatingearningsincluded$55.1millionof
selling, administrative, and general expenses. These expenses included
$11.5millionoftheaforementionedrestructuringcosts.

Interest charges increased $35.4 million, principally the result of
I interest charges associated with the debt incurred to finance the

acquisition of Mallinckrodt and lower capitalized interest.

[- Corporatenetexpenseincreased$13.8million. Theincreasewas$7.5
million, excluding the 1985 gain from the exchange of common stock and cash
for debentures mentioned above. The principal factor was lower interest
income from lower average investments and interest rates.

See Notes to Consolidated Financial Statements for information on income
taxes.

1985 vs. 1984

Earningsfromcontinuingoperationsincreased$2.9million,or$.05a
share. Asdiscussedabove,earningsin1985 included $20.9million,or$.77
a share, from nonrecurring gains. Earnings in 1984 included a nonrecurring
gainof$8.9millionaftertaxes,or$.33ashare,fromthesaleofasmall
portion of IMC's phosphate reserves. Excluding those nonrecurring gains,
earningsfromcontinuingoperationswere$70.9million,or$2.59ashare,in
1985,comparedwith$80.0million,or$2.98ashare,in1984.

Operatingearningsinthefertilizersegmentdecreased$8.4million,or6
percent. Excluding the aforementioned 1984 reserve sale and a 1984 loss

from the shutdown of a small phosphate chemical facility, this segment's
1985 operating earnings were relatively flat compared with 1984. Earnings
in 1985 were depressed by lower selling prices for potash and phosphate
chemicals. In 1985, this segment's uranium extraction operations' earnings;

improved $13.5millionfrom1984resultsthatwereadverselyaffectedbyan
interruption in shipments to a contract customer.

1

Animalproductsoperatingearningsdeclined$13.6million,or28 percent.
Essentially all of that earnings decline resulted from reduced overseas

shipments of Ralgro, higher selling costs for veterinary products, and lower
selling prices for animal feed ingredients.

Corporatenetexpenseincreased$6.8million. The principal factors were,

an increase in research and development expenses, higher accruals related to
compensation plans tied to the price of IMC's common stock, lower interest
income from lower average investments and interest rates, and a decrease in
foreign currency translation gains. Those factors were partly offset by the
gain from the exchange of common stock and cash for debentures mentioned
above.
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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

'TheCompany's1986financialresultsincludedanetchargeof$137.4
million,or$5.08ashare,relatedtoitsdiscontinuedgasandoiland

findustrial products segments. That net charge consisted of a net loss of
1

$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 I
these segments.

3

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

lossof$25.9millionontheplanneddisposaloftheCompany'sjoint-venture j
methanol operations.

|

Capital Resources and Liquidity

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, 1995, cash and short-term
investmentslessshort-termnotespayabledecreased$24.7million(excluding
Mallinckrodt'sshort-termnotespayableof$15.8millionatMarch1,1986).
Long-termnotespayableaggregatingapproximately$160.0millionare
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. d

|

Fundsprovidedbyoperationsamountedtoapproximately$86millionin
fiscal 1986. Those funds were sufficient for most of IMC's capital
expenditures in 1986. InMarch,1986,theCompanyissued$150millionof
9-7/8 percent Sinking Fund Debentures due March 15, 2011, and, in June,
1986, issuedapproximately$140millionof$3.75ConvertibleExchangeable

'

Preferred Stock, Series A. These issuances were part of the Company's
financing plan for the Mallinckrodt acquisition. As of June 30, 1986, the
balance 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 or June
30, 1986. 1

|
,

|
'

|
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During the year, the Company obtained commitments under various revolving
creditandothersimilaragreementstotaling$800millionwithtermsupto
eight years. There were no borrowings under any of these arrangements. In

addition,theCompanyfiledashelfregistrationstatementcovering$150
million of debt securities.

Capitalexpendituresforfiscal1987areestimatedtobeapproximately$80
million before new products and a proposed acquisition of certain
properties. The Company expects to finance these capital expenditures and

iother 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 chttiging 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 i

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 years 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 Minerals & Chemical
Corporation at June 30,1986 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, af ter
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 j

the Consolidated Financial Statements. |4
)

Arthur Young & Company
Chicago, Illinois

t

August 1, 1986

,

p

B

i

i
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Consolidated Balance Sheet

Assets (In millions)
At June 30 1986 1985

Current assets >

L Cash and short-term investments $ 114.1 h 140.8
Receivables, net 206.7 176.4
Inventories
Products (principally finished) 274.0 255.1
Operating materials and supplies 45.0 46.4

319.0 301.5 i,

Prepaid expenses 10.8 10.9
Net assets of discontinued

operations held for sale 117.5
768.1 629.6,

Investments and long-term receivables, net 205.1 205.2
Property, plant, and equipment 2,170.7 2,144.3
Accumulated depreciation and depletion 918.7 1,022.1

Net property, plant, and equipment 1,252.0 1,122.2
Intangible assets, net 201.9 27.2

$2,427.1 $1.984.2-

Liabilities and Shareholders' Equity (In millions)

Current liabilities
Notes payable $ 13.8
Accounts payable 132.9 $ 154.8

;; Accrued liabilities 122.3 93.5
ij Income taxes 29.9 31.5

Current maturities of long-term debt 38.2 22.1
337.1 301.9

Long-term debt, less current maturities 922.6 342.1
Deferred income taxes 38.2 127.7
Net noncurrent liabilities of

discontinued operations 28.7 28.8
Other noncurrent liabilities and deferred credits 106.2 75.1'

,

'Shareholders' equity 994.3 1,108.6

52.427.1 $1.984.2

|

(See Notes to Consolidated Financial Statements)
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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
Earnings (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 (8.6)

Net earnings (loss) $ (217.0) $ 121.3, j 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) $ (8.041 $ 4.45 $ 2.99

!

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

,

(In millions) Years ended June 30 1986 1985 1984

Funds provided (usedi by operationc
Earnings (loss) from continuing operations $(79.6) $ 91.8 $ 88.9 ,

Depreciation and depletion 88.3 98.6 99.8
Deferred income taxes (91.4) 4.3 10.9
Other (1986, principally

fertilizers nonrecurring items) 91.7 16.5 15.0
9.0 211.2 214.6

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 37.5
Capital expenditures (93.9) (116.0) (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 1.7
Decrease in long-term debt (117.3) (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 5 (26.7) $ (8.6) $ 3.3"

.. j
-i (See Notes to Consolidated Financial Statements)
i
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Consolidated Statement of Changes in Shareholders' Eaulty

( i n mi i l lons) Lapital F oreig n Marketable ;

Pre- In Excess Cu rrency Securftles ! |

Common ferred of Per Retained Trans- Valuation Treasury (
'

St ock St oc k Va l ue Ear ni ng s lation Allowance Stock Total
Balance,

-June 30, 1983, as
previously reported $137.9 $10.0 $ 17.5 $ 894.9 $(2.1) $(34.1) $ i,024.1 |

Cumulative effect
of change in
met hod of account-
Ing for inventory 16.3 16.3

Balance,
June 30, 1983,
as restated 137.9 10.0 17.5 911.2 (2.1) (34.1) 1,040.4

Net earnings 80.3 80.3
Dividends paid (69.8) (69.8)
Conversion of

4% debentures .I .I

Stock options ;

exercised 6 3.3 3.9 -

Contribution to
employee stock
ownership plan
( E SOP ) .I 1.1 1.2

Awards of
restricted shares .1 1.0 1.1

(l.3) (l.3)Purchases of shares
Translation adjustment (l.9) (1.9)
Balance,

Ju ne 30, 1984 138.5 10.0 21. 1 921.7 (4.0) ( 3 3. 3 ) 1,054.0
Net earnings (21.3 121.3
Dividends paid (71.2) (71.2)
Conversion of

4% debentures .1 .I

Stock options
exercised 5 2.5 3.0

Contribution to ESOP .5 5

Awards of
restricted shares .3 f.3 f.6

Purchases of shares (13.3) (13.3)
Debenture exchange (1.6) 18.8 17.2
Translation adjustment (1.8) (f.8)

Market value adjustment 1 (2.8) (2.8)
Balance,

June 30, 1965 139.0 10.0 22.4 971.8 (5.8) (2.8) (26.0) I,108.6

Net loss (217.0) (2f7.0)
Divi dends pald ( 4 9. 2 ) (49.2)
issuance of Series

A Preferred Stock 2.9 136.6 139.5
Conversion of

41 debentures .I .1
Stock options

exercised 4 1.9 2.3
Contr ibution to ESOP 4 4

Awards of
restricted shores (.1) 3.5 3.4

Sale of shares (.4) 3.8 3.4
Purchases of shares (7.3) (7.3)
Translation adjur.tnent

Discontinued ,

operations 6.8 6.8 'j
Ot he r 5 5 I

Market value adjustment 2.8 2.8 j
Balance, j

June 30, 1986 $tM Jg Q Q j_ 705.5 jfL L R213 J 494.3 j

(See Notes to Consolidated Financial Statements) i

i

i

l
.3

-36- r

i
s

Yb

.. _ _ _ __ U R



_

_ . _ . _

.
< . . -

. Y
i

( Notes to Consolidated Financial Statements
i (Dollars in millions except per share amounts)

Accounting Policies

'

Principles of Consolidation

Financial statements of all significant subsidiaries are consolidated. |.

!Investments in partially owned companies and joint ventures in which.
ownership ranges from 20 to 50 percent are generally carried at cost,
adjusted for amortization of intangibles, allowances for losses, and equity
in net earnings and losses. The excess of the purchase cost over the fair
value of net identifiable assets of acquired businesses is amortized over
periods of up to 40 years.

Inventories

Inventories are stated at the lower of cost or market (net realizable i
'

value). In the fourth quarter of 1986, the company changed its method of
determining cost of certain domestic product inventories from the last-in,

first-out (LIFO) method. Cost for all inventories is now determined on a
cumulative annual average or first-in, first-out (FIFO) basis. Financial
statements for prior years have been restated to reflect this change.

Property, Plant, and Equipment

Property, plant, and equipment are recorded at cost. Provisions for
depreciation are based upon estimated useful lives of 17 to 50 years for
buildings and of 5 to 20 years for machinery and equipment, using
principally straight-line and unit-of-production methods. Provisions for
depletion and amortization of mineral properties are based upon estimates of
recoverable reserves, using the unit-of-production method.

Pension Plans

IMC has pension plans that cover substantially all employees. Pension
expense, consisting of normal and prior service costs, is determined
actuarially. Generally, contributions to the plans are made as those costs

,

j are accrued. Prior service costs are being amortized principally over a
j 30-year period.
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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.

Acquisition

As of February 28, 1986, IMCpurchasedMallinckrodtfor$675millionin -
;

cash plus approximately $37.5 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. ;

Basedonestimatedfairvalues,$531.8millionofthepurchasepricewas
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 .!
;

j!

Net sales $1,568.5 81,715.9 0;
Earnings (loss) from continufng operations (65.1) 65.6
Earnings (loss) from continuing |

'

operations per common share $ (2.77) i 2.41

This 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,
o

Discontinued Operations !

In June, 1986, IMC signed letters of intent to sell its gas and oil

segment and substantially all the net assets of its industrial products
segment. Theseactionsresultedinachargeof$128.0million,or$4.73a |

share. The charge had no income tax effects because the company had a net'
operating loss carryforward for which no income tax benefits were provided.

I
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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 (primarilydeferred)of$17.9million,foranetlossof$25.9
million,or$.97ashare.

Results of operations of these discontinued businesses are included in the
accompanying Consolidated 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
IN.

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 (9.4) $ 29.5 $ 17.3

iEarnings (loss) from
discontinued operations per common share 5 f.35) $ 1.09 4 .65

|

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

]
!

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

Net assets $ 117.5

I

I |

o
i

?
a
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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

351.8
Current liabilities 100.7
Noncurrent liabilities 42.9

143.6

Net assets 5 208.2

Net noncurrent liabilities 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 f
27,077,649 in 1986; 27,173,296 in 1985; and 26,723,067 in 1984.

Cash and Short-Term Investments

[
1986 1985

!L

Cash and time deposits $ 103.1 $ 90.8
Certificates of deposit 2.5 9.4 j
Bankers' acceptances 5.4 5.0 '

Other short-term investments 3.1 35.6 ,

$ 114.1 s 140.8 ,

t
h
!
i
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current Receivables

1986 1985 i

Trade accounts $ 185.5 $ 170.3
Nontrade receivables 26.2 10.9-

211.7 181.2
Less allowances 5.0 4.8

1, 206.7 s 176.4-

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 t

-

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.earningshavebeenincreasedby$16.3million
as 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) .5 .02 .1

5 .2 h .01 5 1.7- $ .06 5(1.4) $(.05)
e

Product inventories consisted of the following:

1986 ~1985

Animal products ( 21.2 $ 24.1
Fertilizers 130.8 -144.0

,

Mallinckrodt 122.2
Discontinued operations 87.2
Intergroup eliminations (.2) (.2)

s 274.0 s 255.1
q

i

.

4

r
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Investments and Long-Term Receivables
E

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

13.5Marketable equity securities, at cost
208.8 212.1

3.7 6.9 rLess allowances ';

$ 205.1 5 205.2

1

Marketable equity securities held as long-term investments were stated at
the lower of cost or market. Allowancesinclude$2.8millionestablishedby
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. J

l

Property, Plant, and Equipment

1986 1985

Land $ 69.5 $ 32.9

Mineral, gas, and oil properties and rights 214.7 416.7
'384.5 300.6Buildings and leasehold improvements

Machinery and equipment 1,428.5 1,345.6

73.5 48.5Construction in progress
2,170.7 2,144.3

887.5 869.5Accumulated depreciation
31.2 152.6Accumulated depletion

918.7 1,022.1

Net property, plant, and equipinent $1,252.0 51,122.2
,

,

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,
depreciationexpensedecreasedapproximately$18.6million($10.9million
aftertaxes,or$.40ashare).

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

At June 30, 1936, the Company had a net operating loss carryforward of
approximately$50millionandinvestment.taxcreditsof$10million
available to offset future taxable income for financial reporting. purposes.
For Fef.eral income tax purposes, the net operating loss carryforward,
expirit'g in 2001, was approximately $140 million and the investment tax
creditcarryforward,expiringin1990through2001,was$20million. The <

net operating loss 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
Foreign 12.6 20.2 32.9

5.1 12.3 34.1
Deferred

Federal (85.9) 1.1 10.9
State and loca] (5.4). 1.0 .9
Foreign (.1) 2.2 (.9)

(91.4) 4.3 10.9

$ (86.3) $ 16.6 $ 45.0 !

,

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

1986 1985 1984
i

Domestic $(187.4) $ 65.5 $ 79.8
Foreign 21.5 42.9 54.1

,

i

5 (165.9) 5 108.4' s 133.9 |
1
;

-In July,1984, the Tax Reform Act of 1984 was enacted. Among its
provisions, the act provided that untaxed income previously earned by
Domestic International Sales Corporations (DISC) was not subject to Federal;
income taxes. Accordingly, the 1985 provision for income taxes was reducedL
byareversalof$7.5million,or$.28ashare,ofdeferredincometaxes
previously provided. The1985provisionwasalsoreducedby$7.1million,
or$26ashare,asaresultofaU.S.TaxCourtrulingthatbecamefinal.

|

I
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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 orovision j

(credit) for deferred income taxes from continuing operations:

1

1986 1985 1984

Adjustment of net deferred tax

credits through application
of net operating losses $ (91.3)

Depreciation differences $ 7.2 $ 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)

$ (91.4) $ 4.3 5 10.9

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 1.7 1.3 I

Minimum tax 2.0 (1.2) 5.5 5.1 6.2 4.6
DISC deferred tax reversal (7.5) (6.9)
Favorable Tax Court ruling (7.1) (6.6)
Other items (none in excess

of 5% of computed tax) (2.2) 1.3 (3.0) (2.8) .2 .1

Consolidated effective tax $(86.3) 52.0% $ 16.6 15.3% $ 45.0 33.6%

Accrued Liabilities

1986 1985

Salaries, wages, and bonuses $ 15.2 $ 11.2
Taxes other than income taxes 17.3 17.1
Interest 18.9 10.4
Other 70.9 54.8

$ 122.3 5 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 millionin1985,and$18.0millionin1984.

Long-Term Debt

1986 1985

Notes payable, with interest rates averaging 6.98% $453.1
9.875% debentures due in 2011 in annual

installmentsof$15.0million,beginningin2002 147.6
8.75% promissory notes due in 2000 in annual

installmentsof$10.3million,with
finalpaymentof$10.7millionin200n 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
installmentsof$6.5million,beginningin1991,
withfinalpaymentof$6.7millionin2001 52.9 52.9

8.25% promissory notes due in 1989, with
quarterlypaymentsaveraging$2.3million 16.3 23.8

4% convertible subordinated debentures due in 1991 .9 1.0
4.5% subordinated debentures due in 1992 2.5 2.5
Other (5% to 12%) due in 1986 to 2013 76.1 57.4

960.8 364.2
Less current maturities 38.2 22.1

) 922.6 $ 342.1

During1985,IMCreacquired$27.6millionofits11.875percentdebentures
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
exchangeresultedinanontaxablegainof$6.3million,or$.23ashare,
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 $160.0millionareaffectedbyvariousinterestrateswap
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 9.875 percent debentures were sold in March, 1986. The debentures are I

redeemable at the option of IMC at 100 percent in 2001 and thereaf ter.

i
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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 9.35 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
convertibleintocommonstockat$25.32ashareandareredeemableat100
percent.

The 4.5 percent subordinated debentures may be exchanged for cash at any
timeattherateofh662per$1,000principalamountofdebentures.

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--p38.2;1988--)24.6;1989--$13.5;1990--h12.4;
1991--hll.6. Short-term notes backed by long-term lines of credit are
excluded from these amocnts because a sufficient amount of lines expire
after 1991.

Certaindebtagreementsrequiremaintenanceof$175millionof
consolidated working capital and restrict the payment of dividends and
purchase, retirement, or redemption of capital stock. Consolidated retained
earningsnotrestrictedundertheseprovisionsamountedto$28.2millionat
June 30, 1986.

Interest Charges

1986 1985 1984

Total interest charges $ 65.6 h 40.1 h 43.9
Less interest capitalized 2.2 12.1 13.0

h 63.4 h 28.0- h 30.9

Lines of Credit

IMC had unused commitments from groups of banks under revolving credit and
$525.0millionwithaneight-yeartermextending.

similar agreements totaling $275.0 million with a five-year term extending toto September 30, 1993, and
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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IMC also had unused short-term domestic and foreign bank lines of credit
at June 30, 1986, totaling $159.3million. Borrowings under these lines
bear interest rates generally extended to prime borrowers. The lines are
cancellable at any time.

Pension Plans

Pensionexpenseforcontinuingoperationswas$10.6millionfor 1986,$4.4
millionfor1985,and$6.2millionfor1984,includingamortizationof
unfunded prior service costs. The increase in pension expense in 1986
resulted from the acquisition of Mallinckrodt and an early-retirement
program. Annual-expense for the principal retirement plans has been-
calculated using actuarial methods which essentially spread the cost of
future benefits over the service lives of active employees.

The actuarial present value of accumulated benefits to participants of
U.S. and Canadian plans and the net assets available for those benefits at
the actuarial valuation dates for fiscal 1986 and 1985 (principally January
1, 1985 and 1984, respectively) were as follows:

i 1986 1985

Actuarial present value of accumulated plan benefits
vested $ 195.1 ) 99.3
Nonvested 19.5 10.5

h 214.6 h 109.8

Net assets available for benefits 5 279.6 $ 161.7

Most of the increase in the actuarial present value of accumulated plan
benefits-and net assets available for benefits was attributable to the
acquisition of Mallinckrodt.

The weighted average assumed rate of return used in determining the
actuarial present value of accumulated plan benefits was approximately 10
percent in 1986 and 11 percent in 1985. The method used to calculate the
actuarial present value of accumulated plan benefits does not anticipate
future salary increases. Net assets available for' benefits, however, J
reflect funding based on an actuarial method that does anticipate such
future increases. Any comparison of these two amounts should take into
account this difference in method.

Present-value'information was not available for certain foreign pension
plans and is not included in the above table. Pension expense for those
foreign plans was about 5 percent or less of each year's pension expense.

In December, 1985, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 87 relating to accounting
and disclosure for pension plans. The Company has not determined the impact

I

-47-

L
- - --------- _ _ _ _ _ _



_ . . . . . . . . . .
. .. ..

. ,

. '
. . .

on its accounting for pension costs under this new standard. Application of
the new standard is permitted but not required prior to fiscal years
beginning after December 15, 1986.

Postretirement Health Care Benefits

IMC provides certain health care benefits for U.S. salaried and hourly
retired employees. Employees may become eligible for health care benefits
if they retire after attaining specified age and service requirements while
they worked for the Company. j

Health care benefits are paid directly by IMC and the cost of providing
these benefits to retirees is recognized as an expense when claims are

paid. The cost to IMC of such health care benefits for continuing
operations amounted to approximately $2.4 million for 1986,$2.0 million for
1985,and$1.6millionfor1984

Capital Stock

The Company has authorized and issued 100,000 shares of 4 Percent
CumulativePreferredStockwithaparvalueof$100andredeemableat$110a
share.

The company also has authorized 3,000,000 shares of Series Preferred
Stock,witha$1parvalue. In June, 1986, 2,875,000 of these shares were ,,

issued as $3.75 Convertible Exchangeable Preferred Stock, Series A- (Series A !!
Preferred Stock). All of the issued shares were outstanding at June 30,

1986. ,

|

The Series A Preferred Stock is entitled to receive preferential and
cumulativequarterlydividendsatanannualrateof$3.75ashare,hasa
liquidationpreferenceof$50ashare,andranksastodividendsand
liquidation prior to the Company's common stock, but junior to the 4 Percent
Cumulative Preferred Stock. Series A Preferred Stock has no preemptive

rights nor, except in the occurrence of certain specified events, voting
rights.

Series A Preferred Stock is initially convertible at the holder's option
into 1.218 shares of common stock at any time, and is redeemable in whole or-
in part, at the Company's option, on or after June 30,1989,at$53.75a
share. Redemption prices decline annually thereaf ter to $50 a share after
June 30, 1996, plus accrued but unpaid dividends to the redemption date.

Series A Preferred Stock is exchangeable in whole but not in part, at the
Company's option, on any dividend payment date on or after June 30, 1989,
for the Company's 7-1/2 Percent Convertible Subordinated Debentures due 2016
atarateof$50principalamountof7-1/2PercentDebenturesforeachshare
of Series A Preferred Stock.
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l Authorized conson stock of the company is 50,000,000 shares,witha$5 par
value.

At June 30, 1986, 20,455,295 common shares were reserved: 3,501,750 for
! conversion of Series A Preferred Stock, 1,043,806 for exercise of stock
' options and granting of stock awards, 34,360 for conversion of the 4 percent

debentures, and 15,875,379 for exercise of common stock purchase rights.
i

Cashdividendspaidineachofthelastthreeyearswere$4.00asharefor
|

( the4PercentCumulativePreferredStockand$1.80asharein1986and$2.60
|

a share in 1985 and 1984 for common stock.

In March, 1986, the Company declared a special dividend of one non-voting
common stock purchase right for each outstanding common share. The dividend

| was distributed on April 7, 1986. Under certain conditions, each right may
| beexercisedtopurchaseone-halfshareofcommonstockatapriceof$50.

The rights become exercisable and transferable apart from the common stock
only if someone acquires, or obtains the right to acquire, 20 percent or
more of the common stock or makes a tender offer for 30 percent or more of
the common stock. After the rights become exercisable, if the Company
becomes a party to a merger or other combination or transfers 50 percent or ;

l

more of its assets or earnings power to a person or group, each right can be
used to parchase the common stock of the surviving company at 50 percent
below the market price. Thetightsmayberedeemedatapriceeth.05per
right under certain crnditions prior to their expiration on March 31, 1996.

During the three years ended June 30, 1986, there were no changes in the
number of issued shares of IMC's 4 Percent Cumulative Preferred Stock or tl e
number of shares of preferred stock held in the treasury (1,670 shares).
Changes in the number of shares of common stock issued and in treasury
during that period were as follows:

1986 1985 1984

Common stock issued
Balance, beginning of year 27,797,602 27,705,289 27,586,342
Stock options exercised 67,700 86,725 112,764
Conversion of 4% debentures 4,571 5,588 6,183

Balance, end of year 27,869,873 27,797,602 27,705,289

Treasury common stock
Balance, beginning of year 726,687 949,688 980,105
Contribution to ESOP (12,872) (13,649) (29,087)

Purchases of shares 187,541 366,530 27,741
Awards of restricted shares (98,075) (36,300) (29,071)

Sale of shares (104,250)
_ _539,582)(Debenture exchange

Balance, end of year 699,031 726,687 949,688
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Op6 rations by Geographic, Area (See table on page 51.)

Net earnings of cor.solidated foreign subsidiaries, excluding discontinued
operationsandbeforeconsolidationeliminations,amountedto$2.6million
in1986,$27.1 millionin1985,and$24.0millionin1984. Net assets of
such subsidiaries were $143.8 million at June 30,-1986-($141.5 million at
June 30, 1985), includingretainedearningsof$129.3millionatJune30,
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
27.4 40.4 26.3Europe
64.2 125.1 111.4

Far East
4.6 2.2 2.5Other

5 129.2 E 209,7 s 183.8

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 segments 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.

Fertilizers 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 companies;
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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In 1986, IMC signed letters of intent to sell its gas and oil segment and
substantially all the net assets of its industrial products segment (see
" Discontinued Operations' on page 38).

Certain smaller operations of the industrial products segment have been
retained and combined with the animal products and fertilizers segments;
prior year amounts for the latter segments have been restated to reflect
this change.

I
I

Geographic information

Transfers j

Total Sales Between Geographic Areas Net Sales )
Sales 1986 1985 1984 1986 1985 1984 1986 1985 1984

United States $1,085.2 $1,096.9 $1,018.6 $ 10.0 $ 12.5 $ 19.3 $1,075.2 $1,064.4 $ 999.3

Canada |13.9 143.1 169.4 49.5 62.8 88.1 64.4 80.3 81.3
Europe 31.0 2.5 28.5
Other 10.9 2.1 f.6 1.3 1.1 .8 9.6 1.0 8

Consolidated $1.24t.0 $1.242.8 $l.189.6 $ 63.3 $ 76.4 $108.2 $1.177.7 $1.165.7 $1.081.4
,

Earnings (Loss) From Continuing Operations
Before Income Taxes identifiable Assets

Earnings and Assets 1986 1985 1984 1986 1985 1984

United States $ (74.1) $ 137.0 $ 129.9 $ i,895.7 $ 1,285.4 $ 1,325.3-
Canada 12.7 33.3 63.0 104.9 127.0 119.7
Europe (l.3) 93.8
Other 1.2 1.2 36.9 8.2 f.6
Eliminations 7.7 (.2) (4.4) (16.5) (10,5)

Operating earnings (loss) (53.8) 171.3 192.9-
Corporate (48.7) (34.9) (28.I) 182.7 228.3 210.2

,
interest charges (63.4) (28.0) (30.9)
Discontinued operations |17.5 351.8 343.6

Consolidated $(165.9) $ 108.4 $ f33.9 $ 2.427.1 $ l.984.2 $ 1.989,9

Foreign currency translation gains (losses) Included in earnings (loss) from continuing operetions
amounted to $(i.9) million in 1986 and $1.8 million in 1984,

i
i

|
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Segment information

Total Sales Interssoment Sales Net Salesi Sales 1986 1985 1984 1986 5985 1984 1986 1985 1984

Animal products $ 159.C $ 165.7 $ 193.8 $ l.3 $ 3.1 $ 20.7 $ 157.7 $ 162.6 $ 173.1
Fertilizers
Phosphate chemicals 340.6 392.2 339.4 47.9 48.I 67.7 292.7 344.1 271.7Phosphate rock 101.9 139.3 147.4 f.6 1.5 1.8 100.3 137.8 145.6Potash I40.8 191.6 210.6 5.5 7.0 5. 9 135.3 184.6 204.7Mixed fertilizers 124.0 159.8 175.8 124.0 159.8 175.8Other 158.7 178.0 111.0 1. 8 f.2 .5 156.9 176.8 110.5Malilnckrodt 210.8 210.8

Consolidated $1,235.8 $1,226.6 $1.178.0 $ 58.1 $ 60.9 $ 96.6 $1.177.7 $1.165.7 B l . 081. 4
I

Earnings (Loss) From Continuing Operations
Before income Taxes identifiable AssetsEarnings and Assets 1986 1985 1984 1986 1985 1984

Animal products $ 28.1 $ 34.3 $ 47.9 $ 85.5 $ 93.2 $ 90.7Fert il i zers (61.0) 136.5 144.9 1,229.8 1,310.0 1,346.9
Mal I inckrod t (20.9) 812.5Eliminations .5 .I (.9) .9 (1.5) l

Operating earnings (loss) (53.8) 171.3 192.9
Corporate (48.7) (34.9) (28.1) 182.7 228.3 210.2Interest charges (63.4) (28.0) (30.9)Discontinued operations 117.5 351.8 343.6
Consolidated $(165.9) $ 108.4 $ 133.9 j 2.427.1 $ l.984.2 $ l.989.9

i

Capital Expenditures Depreciation and DepletionProperty, Plant, and Eaufpe nt 1986 1985 1984 1986 1985 1984

Animal products $ 3.2 $ 3.5 $ l.7 $ 4.1 $ ') . 6 $ 5.5
{ Fert i l izers 52.0 63.1 80.6 68.7 90.0 91.6Mallinckrodt 7.0 12.2Corporate 3.8 6.8 6.2 3.3 3.0 2.7 )

1

Discontinued operations 27.9 42.6 16.3 57.4 26.I 74.8
Consolidated $ 93.9 $116.0 $104.8 $l45.7 $124.7 $l24.6

Intersegment sales are generally at prices approximating those charged to enof filiated customers.
Corporate assets consist primari ly of cash and short-term Investments.

1986
,

A change in estimated depreciable Iives of certain assets improved animal products operating earnings
,

$2.0 million and fertilizers operating results $16.6 million.
e

Fertilizers operating results included nonrecurring items which produced a net charge of $82.7
million. These nonrecurring items included settlements of certain contracts, the write-of f of an 9

and planned dispositions of f acilities. ?i nvestment,
4
i

Mallinckrodt operating results included nonrecurring restructuring costs of $20.4 million and a
charge of $30.2 million from allocating a portion of the purchase price to inventories.
1984

,

Fertilizers operating earnings included a $16.0 million gain from the sale of a small portion of its t
phosphate reserves. That segment's operating earnings also included an $8.3 million loss from the ,

:shutdown of a small phosphste chemical manuf acturing f acility. I
;
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Stock Plans ]

|
A non-qualified stock option 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 i

grant. A second plan was adopted in October,1982, for granting options for |

up to 500,000 shares intended to qualify as ' incentive stock options" under
provisions of the Internal Revenue Code. Options under both plans are j
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 -

withanaggregatemarketvalueof$2.4million,$2.2million,and$2.4 |
million were exercised by the tendering of 42,554, 37,186, and 27,741 shares '

withamarketvalueof$1.7million,$1.5million,and$1.3million,
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 thereof. 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 26-42 913,575 920.725 900,700

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 79,400 132,400
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The average purchase price of outstanding stock options at June 30, 1986,
was$36.04ashare,basedonanaggregatepurchasepriceof$32.9million.
Outstanding stock options and appreciation rights will expire over a period
from no later than February 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 railroad car leases, have been
classified as capital leases. Rent expense for continuing operations in
1986,1985,and1984relatedtooperatingleaseswas$20.7million,$18.0
million, and$16.3million, respectively (net of related mileage credits of
$2.2millionin 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
>7

1987 $16.0
1988 13.9 j
1989 11.4 |1990 10.4 ||
1991 8.9 y
Later years 73.5 g

i
5134.1 !

t
:

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 i
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 l'

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 638,000 tons, or 20 percent of tons produced.

.t
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IMC and W. R. Grace & Co. have entered into a 50-50 mining joint venture

to produce phosphate rock from reserves contributed to the venture by
Grace. IMC'sinvestmentinthisjointventurewasapproximately$153
million at June 30, 1996. The mine and related facilities cost
approximately$640millionandwerecompletedinDecember,1984. Mining
operations began in January, 1985. Operations'were shutdown temporarily in
February, 1986 due to market conditions and are expected to resume in early
calendar 1988. 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 covers 50
percent of the facility's output. IMC's share of borrowings by this joint
ventureamountedto$148millionatJune 30, 1986, payable in eighteen
semi-annual installments of approximately $8 million. At the option of IMC
and Grace, the interest rate on this debt may be the bank's prime rate,
various LIBOR and certificate of deposit rates, or combinations thereof.

Approximately 44 percent of IMC's share of the joint venture's borrowings is
covered by interest rate swap and cap agreements that result in an average
effective interest rate of about 10-1/4 percent.

Quarterly Earnings Information (Unaudited)

(In millions of dollars except per share amounts)
Quarter First Second Third Fourth

Fiscal 1986
Net sales $219.0 $216.9 $298.6 $443.2
Gross margins 33.3 35.8 35.8 25.4
Earnings (loss) trom continuing

operations before income taxes 13.7 5.4 (39.2) (145.8)
Earnings (loss) from continuing

operations 7.2 6.1 (15.7) (77.2) l

Discontinued operations 4.7 5.1 (6.2) (141.0)
Net earnings (loss) $11.9 $11.2 $(21.9) $(218.2)
Earnings (loss) per common share
Continuing operations $ .27 $ .22 $(.59)$(2.86)
Discontinued operations .17 .19 (.23) (5.21)
Net earnings (loss) $ .44 $ .41 $(.82) $(8.07)

Fiscal 1985
Net sales $262.7 $258.6 $312.0 $332.4
Gross margins 51.0 63.8 55.3 49.8
Earnings from continuing

operations before income taxes 33.4 41.3 19.7 14.0
Earnings from continuing
operations 30.8 27.0 23 .0 11.0

Discontinued operations 6.9 7.9 8.1 6.6
Net earnings $37.7 $34.9 $31.1 $ 17.6 |
Earnings per common share ]
Continuing operations $1.12 $ .99 $ .84 $ .41 ;

Discontinued operations .25 .29 .31 .24
Net earnings $ 1.37 $ 1.28 $1.15 $ .65
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In the fourth quarter of 1986, the Company changed its method of
determining cost of certain domestic inventories from the last-in, first-out
(LIFO) method. Prior quarter and prior year results have been restated

increased (decreased) net operating resultsaccordingly. This restatement
and the corresponding per common share amounts for 1986's quarters as

first quarter - $1.5 million, $.05 a share; second quarter -- $1.5follows: a share. JI

million,$.05ashare;andthirdquarter--$(1.3)million,$(.04)
| Net earnings in each of 1985's quarters was increased approximately $.4

million,or$.01ashare.'

In 1986, results from continuing operations included lower depreciation
expense as a result of changing the estimated depreciable lives of certain |

This change, which was effective in the first quarter, increased
'

assets. )
net operating results and the corresponding per common share amounts forfirstquarter--$2.2million,$.08ashare;1986's quarters as follows:
second quarter -- $3.6 million, $.13 a share; third quarter -- $1.4 million, )

i

$.06ashare;andfourthquarter--$3.7million,p.13ashare. |

First quarter earnings from continuing operations in 1986 included an
after-tax gain of $4.7 million, or $.17 a share, from a contract
settlement. The second quarter's provision for income taxes from continuing
operationsincludedadecreaseof$2.5million,or$.09ashare,froma
change in the estimated provision for income taxes on the first-quarter
contract settlement gain. The third quarter's loss from continuing
operationsincludedanafter-taxlossof$12.8million,or$.47ashare,That
from the write-off of an investment and the settlement of a contract.
quarter also included an af ter-tax charge of $4.6 million, or $.17 a share,
that resulted from an allocation of a portion of the purchase price for
Mallinckrodt to its inventories. The fourth quarter's loss from continuing
operations included nonrecurring items which amounted to a net after-tax
chargeof$62.9million,or$2.32ashare. The fourth quarter of 1986 also
included a loss, with no income tax effects, of $128.0 million, or $4.73 a
share, for the planned disposals of the gas and oil and industrial products
segments.

Results of operations of Mallinckrodt since March 1, 1986, are included in
Those resultsthe Company's quarterly consolidated operating results. ,

includedafter-taxchargesof$29.5million,or$1.09ashare,relatedto
nonrecurring restructuring costs and Icom allocating a portion of the |

|purchase price to inventories. 4

0In1985,firstquarterearningsincludedanontaxablegainof$6.3 *

million,or$.23ashare,frcianexchangeofcommonstockandcashfor *

certain previously issuea u t;ntures. That quarter's provision for income
itaxeswasreducedbyareversalofdeferredtaxesthatamountedto$7.5

million,or$.28ashare,resultingfromprovisionsinthe1984TaxReform j

involving Domestic International Sales Corporations. Third quarter j
Actresultsincludedareductionintheprovisionforincometaxesof$7.1 !

Imillion, or $.26 a share, that resulted from a U.S. Tax Court ruling that
fbecame final. n
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f Inflation-Adjusted Data (Unaudited)

!

|

Supplementary Information on Financial Reporting and Changing Prices

Financial accounting standards require disclosure of financial information
about effects of changing prices on historical cost-based financial

.

statements. These disclosures attempt to portray some of the effects of
inflation on financial statements.

(

) The supplemental information provided reflects the effect of changes in
| specific prices (current cost) on property, plant, and equipment,

inventories, depreciation and depletion, and cost of goods sold by
j application of specific indexes to historical cost-based assets and
| expenses. This information also includes the effect of general price

changes on monetary assets and liabilities. Assets of IMC's discontinued
operations have been excluded from these calculations.

Purchasing power gains are based on IMC's net monetary liabilities at the
beginning and end of each year, restated into average 1986 dollars.
Although those gains have not been included in the determination of current
cost loss from continuing operations, they should be considered in the
evaluation of the effect of inflation on IMC. If the 1986 gain had been
incleded in that determination, the loss from continuing operations would

.

havebeen$109milliononacurrentcostbasis.I

Although restated costs and expenses are higher on the current cost basis
compared with historical cost-based amounts, there is no related increase in

|
the income tax credit because income tax laws require deductions to be based
on historical costs. As a result, the historical cost-effective tax rate of

52.0 percent in 1986 decreases to 41.3 percent on the current cost basis.

I
i

f

!
t

I
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Inflation-Adjusted Supplemental Statement of Operations

As Specific(In millions of dollars
except per share amounts) Reported Prices

(Historical (Current
Cost) Cost)Year ended June 30, 1986

Revenues
$1,178 hl,178Net sales

Interest earned and other income (expense), net (72) (72)
1,106 1,106

Costs and expenses
963 963Cost of goods sold *
158 158Selling, administrative, and general expenses *

88 130Depreciation and depletion
63 63

Interest charges
1,272 1,314

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

h (80) h (122)Loss from continuing operations

Loss from continuing operations per common share d(2,96). $(4,53)

h 13Purchasing power gain on net amounts owed
i

Effect of increase in general inflation on inventories and
property, plant, and equipment held during the year p 56

** 58Increase in specific prices (current cost)
5 ( 2 )_Excess of increase in specific prices over general inflation

* Exclusive of depreciation and depletion.

**At June 30, 1986, currentcostofinventorieswas$322millionandcurrent
cost of property, plant, and equipment, net of accumulated depreciation
anddepletion,was$1,787million.

!
!

!
|
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Five-Year Comparison of Selected Supplementary Financial Data
(In millions of dollars except per share amounts)

Years Oded June 30 1986 1985 1984 1983 1982 )

Net sales-
Historical dollars $1,178 1,166 1,081 1,027 1,033
Average 1986 dollars 1,178 1,199 1,155 1,137 1,194

Earnings (loss) from continuing operations
Historical dollars $ (80) 92 89 67 107
Current costa (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) 36 32 1 28

Purchasing power gain
on net amounts owed 8 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 325.7 316.8 304.9 294.1 281.9

* Stated in average 1986 dollars.

1
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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% 6e 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 K O content 25% 25% 25% 25% 25%

2
Ore mined 7 8 8 7 6

,

Average K O content 25% 25% 25% 25% 25%
2

Muriate of potash produced 3 3 3 3 2

Potash (New Mexico)
Reserves at year end 182 187 192 198 203 .

Average combined K O content 10% 10% 10% 11% 11% |
2

Ore mined 5 5 6 5 5

Average combined K O content 12% 11% 10% 10% 10%2
Potash produced 1 1 1 1 1

Average Realized Prices )
Phosphate rock per ton $20 20 19 20 23 |
Potash per ton 43 53 58 60 70

In addition to the phosphate reserves shown in the table, IMC's share of
the IMC/ Grace joint venture's phosphate reserves in west central Florida at
June 30, 1986, amounted to about 49 million tons, with estimated bone
phosphate of lime content of 66 percent. During 1986 and 1985, reserve
revaluations produced a net increase in IMC's share of estimated reserves of
7 million tons. IMC's share of production that began in 1985 amounted to
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. j

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.)

-60-

_ _ _ -. - - _



~

t
,

Item 9. Disagreements on Accounting and Financial Disclosure

Not applicable.

Part III.

Item 10. Directors and Executive Officers of the Registrant

For 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 11. Executive Compensation

For information concerning management remuneration, see pages 14 through
28, incorporated herein by referece., 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 beneficial 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, 1986.

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 of Stockholders to be held
on October 15, 1986.

]
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Part IV.

I

l

Item 14. Exhibits, Financial Statement Schedules, and Reports on Form B-K
1(a) FINANCIAL STATEMENTS

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

"

(2) Exhibits

j
Exhibit Incorporated Herein Filed
No. Description by Reference to Herewith

2.1 Amendment to June 7,1984, Exhibit 2.1 to ;

Exchange Agreement between 1984 10-K. '

Lazard Freres & Co. and IMC.

2.2 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-K.

3.2 Amendment to Certificate Exhibit 3.2 to
of Incorporation of IMC 1985 10-K.
dated September 9, 1982.

3.3 Amendment to Certificate Exhibit 3.3 to 'l
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.

3.5 Amendment to Certificate X(1)
of Incorporation of IMC, i

dated June 11, 1986.
I

3.6 By-Laws of IMC as amended Exhibit 3.4 to fthrough February 20, 1985. 1985 10-K. I

3.7 Amendments to By-Laws of X(1)
IMC dated August 20, 1986.

I
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Exhibit Incorporated Herein Filed

No. Description by Reference to Herewith

4.1 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 November 1, Exhibit 2.2 to;
'

1975, between IMC and Morgan Amendment No. 1,
Guaranty Trust Company of New York Form S-7 Registration

j (" 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)(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 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 10-0 for quarter
under CSC Indenture, ended December 31, 1978.

4.6 Indenture dated as of May 1, 1980, Exhibit 8 to
between IMC and The First National 1980 10-K.
BankofChicagofor$100million
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
Freferred Stock and Common Stock. Section 12 of the

Securities Exchange
Act of 1934, dated

February 25, 1942.

4.8 Instrument describing a dividend Form 8-A Registration
distribution of one non-voting Statement under
common stock purchase right for Section 12 of the
each outstanding common share Securities Exchange
to holders of IMC's Common Stock. Act of 1934, filed

March 21, 1986.
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Exhibit Incorporated Herein Filed

No. Description by Reference to Herewith

4.1 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 November 1, Exhibit 2.2 to
1975, between IMC and Morgan Amendment No. 1,

Guaranty Trust Company of New York Form S-7 Registraticn
(" Morgan *) for $100 million 9.35% Statement No. 2-54E34,

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 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 10-0 for quarter
under CSC Indenture. ended December 31, 1978.

4.6 Indenture dated as of May 1, 1980, Exhibit 8 to
between IMC and The First National 1980 10-K.
BankofChicagofor$100million
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 8-A Registration
distribution of one non-voting Statement under
common stock purchase right for Section 12 of the
each outstanding common share Securities Exchange
to holders of IMC's Common Stock. Act of 1934, filed

March 21, 1986.
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Exhibit Incorporated Herein Filed

No. Description by Reference to Herewith

4.9 InstrumentdescribingIMC's$3.75 Form 8-A Registration

convertible exchangeable preferred Statement under-
stock, Series A and the 7-1/2% Section 12 of the

convertible subordinated debentures Securities Exchange

due June 30, 2016, for which said Act of 1934, filed

preferred stock is exchangeable June 19, 1986.

beginning June, 1989.

4.10 Indenture dated as of March 15, Exhibit 4 to
1985, between IMC and Morgan Form S-3 Registration

pursuanttowhich$150million Statement No. 2-96566.
9-7/8% Sinking Fund Debentures
due March 15, 2011 were issued.

4.11 Indenture dated as of June 15, Exhibit 4(a) to

1986, between IMC and Morgan Form S-3 Registration

for 7-1/2% convertible subordinated Statement No. 33-6140.
debentures due June 30, 2016, for

which$3.75convertibleexchangeable
preferred stock, Series A may be
exchangeable beginning June, 1989.

10.lb&d Employment agreements with Exhibit 10.1(b & d) to
two of the five most highly 1982 10-K.
compensated executive officers ;

of IMC dated May 19, 1982.
i

10.lf&g Employment agreements with Exhibit 10.1(f & g) to

two of the five most highly 1985 10-K.
compensated executive officers
of IMC dated May 19, 1982.

f 10.1h Employment agreement with X(1) {

j one of the five most highly 4f
I compensated executive officers ;

of IMC dated May 19, 1982.

10.2 consulting Agreement dated Exhibit 10.2 to
September 21, 198 3, wit h 1985 10-K.
Richard A. Lenon and amendment

f
thereto dated August 21, 1985.

!

| 10.3 IMC Executive Life Insurance Exhibit 10.3 to

Program effective January 1, 1983. 1985 10-K.
i

10.4 IMC Executive Long-Term Disability Exhibit 10.4 to
Plan effective May 16, 1984. 1985 10-K.

1

10.5 Employment Agreement with George D. Exhibit 6 to

Kennedy dated February 2, 1979. 1979 10-K.
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Exhibit Incorporated Herein Filed
No. Description by Reference to Herewith

| 10.6 Amendment dated May 19, 1982, Exhiuit 10.6 to
I to Employment Agreement with 1983 10-K.

George 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 E xhibit 10.8 to
Participants in the Retirement 1983 10-K.
Plan for Salaried Employees of
IMC as amended and restated
ef fective 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 10.9a 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.

10.9c Amendment No.5 dated December 18, X(1)
1985, to Supplemental Executive
Retirement Plan.

I

10.9d 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, 1983 10-K.
and May 19, 1982.
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Exhibit Incorporated Herein Filed

No. Description by Reference to Herewith

10.11 IMC Management Incentive Exhibit 10.11 to

Compensation Program as amended 1983 10-K.
effective January 1,1984

10.12 IMC 1973 stock option and Award Plan Exhibit 10.12 to
as amended through October 19, 1983. 1984 10-K.

10.13 IMC Directors Retirement Services Exhibit 10.13 to
Plan effective July 1, 1984. 1984 10-K.

10.14 IMC 1981 Incentive stock Option Plan Exhibit 10.14 to
as amended through October 19, 1983. 1984 10-K.

10.16 Agreement dated June 27, 1985, Exhibit 10.16 to

supplementing, amending and 1984 10-K.
continuing Potash Resource Payment
Agreement dated October 15, 1979,
between IMC and the Province
of Saskatchewan.

10.18 Restated Articles of Partnership Exhibit 10.18 to

made and adopted as of September 15, 1984 10-K.
1981, between IMC and Ridgewood
Phosphate Corporation, a wholly owned
subsidiary of W.R. Grace & Co., with
Amendment made as of July 26, 1984.

10.19 Amended and Restated Credit Exhibit 10.19 to
I

Agreement dated as of November 28, 1984 10-K.
1983, among Four Corners Mine, the
listed banks and Morgan as agent

for the banks.

10.20 security Agreement dated as of Exhibit 10.3 to

January 15, 1981, between Four 1981 10-K.
Corners Mine and Morgan.

10.21 First Amendment dated as of Exhibit 10.21 to
November 28, 1983, to Security 1984 10-K.
Agreement between Four Corners
Mine and Morgan.

|

10.22 support Agreement dated as of Exhibit 10.4 to

January 15, 1981, between IMC 1981 10-K. j
|1and Morgan.

10.23 First Amendment dated as of Exhibit 10.23 to
November 28, 1983, to support 1984 10-K.
Agreement between IMC and Morgan.
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Exhibit Incorporated Herein Filed
No. Desc riptio n 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
consolidating 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
Citibank, N.A., individually

dnd 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 February 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, X(1)
1986, to credit Agreement dated
as of February 28, 1986.
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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

principles,
t

22 Subsidiaries of the Registrant. X(2) |

24.1 Consent of Arthur Young & company. X(2)

24.2 Consent of Holland & Knight. X(2)

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:

o A report under Item 5 dated April 15, 1986;
A report under Item 5 dated June 5, 1986; ando
A report under Item 5 dated June 9, 1986.o

1
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INDEX TO FINANCIAL STATEMENTS, SUPPLEMENTARY DATA,
AND FINANCIAL STATEMENT SCHEDULES

Page References

Consolidated balance sheets at June 30, 1986 and 1985 33

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

Consolidated statement of operations 34
l 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:

II - Amounts receivable from related parties
and underwriters, promoters, and employees
other than related parties 72

V - Property, plant, and equipment 73-74

VI - 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 required information is included in the
consolidated financial statements or notes thereto.

Financial statements and schedules and summarized financial information of
the nonconsolidated subsidiaries and 50 percent or less owned persons are
omitted as none of such subeidiaries or persons are individunlly or in the
aggregate significant under the tests specified in Regulation S-X under

Article 3.09 of general instructions to the financial statements.

1
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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.

INTERNATIONAL MINERALS & CHEMICAL CORPORATIO,N
(Registrant)

By JOHN F. SONDEREGGER
John F. Sonderegger i

iVice President and Controller

Date: September 17, 1986
,

Pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the following persons on behalf of the
Registrant and in the capacities and on the dates indicated: ,

Signature Title Date

GEORGE D. KENNEDY
George D. Kennedy Chairman September 17, 1986

(Chief Executive Officer)

JOHN F. SONDEREGGER
John F. Sonderegger Vice President and Controller September 17, 1986

(Principal Accounting Officer) ;

WARREN L. BATTS
Warren L. Batts Director September 17, 1986

FRANK W. CONSIDINE
Frank W. Considine Director September 17, 1986 -

:
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f Signature Title Date

LOUIS FERNANDEZ
Louis Fernandez Director September 17, 1986

i

ROWLAND C. FRAZEE
Rowland C. Frazee Director September 17, 1986

!

JAMES W. GLANVILLE
{ James W. Glanville Director September 17, 1986
Y

PAUL R. JUDY
Paul R. Judy Director September 17, 1986

ROBERTA S. KARMEL
Roberta S. Karmel Director September 17, 1986 ,

i

|
1

RICHARD A. LENON |

Richard A. Lenon Director September 17, 1986

JEREMIAH MILBANK
Jeremiah Milbank Director September 17, 1986 |

MORTON MOSKIN
Morton Moskin Director September 17, 1986

BERVE M. PINET
Herve M. Pinet Director September 17, 1986

THOMAS H. ROBERTS, JR.
Thomas H. Roberts, Jr. Director September 17, 1986

i

| VERNON F. TAYLOR, JR.
! Vernon F. Taylor, Jr. Director September 17, 1986

DANIEL R. TOLL
Daniel R. Toll Director 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 Deutor 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 employee housing loans (B) 757 87 22 $648
Number of loans 36 1 35 35

1985:
U.S. employee relocation loans (A) $345 4435 4498 5282

Number of loans 15 20 22 13

Canadian employee housing loans (B) 670 95 151 24 5590
Number of loans 35 2 2 35 35

1986:
U.S. employee relocation loans (A) $282 4681 4678 5285

Number of loans 13 31 28 16

Canadian employee housing loans (B) 614 67 26 $521
Number of loans 35 4 31 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 11 years.

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

acquisition by the Company.
-72-

.



9'
' W

r i

h

Schedule V
(Page I of 2)

PROPERTY, PLANT, AND EQUIPKNT

Years Ended June 30, 1984, 1985, and 1986
($ in millions)

BaIance
at Other B alance

Beginning Additions Changes- at End
of Period at Cost Retirements Add (Deduct) of Period

1984:
Land $ 32.6 $ .8 $ l.I $ (.1) (A) B 32.4

.2 (C)
Mineral, oli, and gas

properties and rights 3 27. 8 71.9 1.7 4 (A) 3%.8
(l.4) (E )
(.2) (D)

Buildings and leasehold
improvements 288.2 14.6 3.7 1.1 (C)

(1.0) (D) -299.2
Machinery and equipment 1,264.9 35.9 16.5 (.4) (A)

(.4) (D)
1.9 (C) 1,285.4

Construction in progress 70.2 (18.4) 2.1 (2.3) (E )
.I (C)
.I (A) 47.6

$1,983.7 $104.8 $ 25.1 $ (2.0) $2,061.4

1985:
Land $ 32.4 $ .5 $ .3 $ .3 (A) B 32.9

Mineral, oli, and gas

properties and rights (.4) (A)
(.3) (D)

396.8 20.4 1. I l.3 (F) 416.7

Buildings and leasehold
improvement s 299.2 6.6 4.0 (l.23 (D) 3 00.6

Machinery and equipment 1,285.4 83.7 22.9 (.6) (D) 1,345.6

i

Construction in progress 47.6 4.8 3.9 48.5

|

$2,061.4 $116.0 $ 32.2 $ (.9) $2,144.3

1

|
1
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Schedule V
1 (Page 2 of 2)

PROPERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1984, 1985, and 1986
($ in millions)

Balance
at Other Balance

Beginning Additions Changes-- at End
of Period at Cost Reti rements Add (Deduct) of Period

| 1986:

i Land $ 32.9 $ l.7 $ 1.8 $ 40.6 (C) $ 69.5
(3.9) (G )

Mineral, oil, and gas

properties end rights 416.7 23.1 20.4 .2 (A) 214.7
(.1) (D )

(204.8) (G)
Buildings and leasehold [

Improvements 300.6 7.3 3.3 1 06.0 (C) 384.5 j

(.31 (D )
(25.8) (G)

Macht rery and equipment I,345.6 51.6 20.1 (.5) (A) 1,428.5
204.2 (C)

2 (D)

(1.9) (E )
(150.6) (G)

Construction in progress 48.5 10.2 8.1 .3 (A ) 73.5
23.5 (C)
(.9) (G)

$2,144.3 $ 93.9 $ 53.7 $ (13.8) $2,170.7

Notes:
(A) Transfers between accounts.
(B) Amortization of excess consideration.

|
(C) Acquisition of a subsidiary. !

(D) Foreign currency adjustment.
(E) Reclassi fication f rom other balance sheet accounts.
(F) Property exchange.
(G) Reclassi f ication of property, plant, and equipment of discontinued operations held for sale to

current assets.
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-Schedule VI
(Page 1 of 2)

ACCUl4JLATED DEPRECI ATICN, DEPLETION, AND AMORTIZATION

OF PROPERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1984, 1985, and 1986-
($ in millions)

Balance Additions
at Charged to Other Balance

Beginning Cost and Ch anges-- et End
of Period Expenses Reti rement s Add (Deduct) of Period

1984:

Mineral, oil, and gas

properties and rights $ 143.9 $ 22.3 $ (.6) $ .I (B)
(.7) (F) $ 136.2

Buildings and leasehold
Improvements 132.0 15.0 4 .5 (C)

(.3) (D) 146.8

Machinery and equipment 552.0 87.I 10.5 (.1) (B)

1.1 (C)
( 2) (D) 629.4

Allowance for
plant closings ( A) 3.0 2 8 3.1 (E) 5. 5__

$ 800.9 $124.6 8 11.1 $ 3.5 $ 917.9

1985:

Mineral, oli, and gas

properties and rights B 136.2 $ 17.0 $ ( .1) $ (.7) (F) B 152.6

Buildings and leasehold
improvements 146,8 17.I 1.6 ( .3) (D) 162.0

Machinery and eculpment 629.4 89.5 16.4 (.4) (D) 702.1.

Attowance for
plant closings ( A) 5.5 1.1 1.0 (.2) (E) 5. 4 .

$ 917.9 $124.7 $ 18.9 $ (1.6) $1,022.1
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Schedule VI
(Page 2 of 2) i

ACCUMULATED DEPRECI ATION, DEPLETI(N, AND AMORTIZATION

OF PRCPERTY, PLANT, AND EQUIPMENT

4

Years Ended June 30, 1984, 1985, and 1986 ;

($ In millions) |

i

Balance Additions
at Charged to Other Balance <

Beginning Cost and Change s-- at End
of Period Expenses Reti rement s Add (Deduct) of Period

,J

1986:

Mineral, oil, and gas
properties and rights E 152.6 $ 19.1 $ 18.2 $ .I (B) B 31.2

(.3) (F )
(122.1) (G)

Buildings and leasehold
improvements 162.0 17.6 2.5 (.1) (D) 163.8

(13.2) (G )

Machinery and equipment 702.1 8I.3 17.4 (.1) (B) 689.4
(76.5) (G)

Allowance for
plant closings (A) 5.4 61.7 (H) .7 (32.I) (G) 34.3

$l,022.1 $179.7 $ 38.8 $(244.3) $ 918.7

Notes:

(A) This account is used to provide for losses on disposals of property, plant, and equipment.
Charges to the account consist of losses, not of gains, on such disposals .

(B) Transfers between accounts.
(C) Acquisition of a subsidiary.
(D) Foreign currency adjustment.
(E) Reclassification from other balance sheet accounts.
(F) Dif ference between average and actual depletion rates on certain Florida phosphate ore

reserves which has been off set against deferred charges in the consolidated balance sheet.
(G) Reclassification of property, plant, and equipment of discontinued operations, held for sale to

current assets.

(H) includes $34.0 million classified in the Statement of Operations under " Interest earned and
other income (expense), net".
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d' Schedule IX

SHORT-TERM BORROWINGS
Years ended June 30, 1986, 1985, and 1984

($inmillions)

Maximum Average Weighted
Balance Weighted Amount Amount Average
at End Average Outstanding Outstanding Interest

e of Interest During the During the Rate During
Period Rate Period Period the Period

Notes payable to banks (A):

1986 $13.8 7.1% $22.7 4 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)

$25.5 $ 1.8 8.7%1985 None --

1984 None -- 461.9 $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 outstanding 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.

-77-

m _ . - _ _



y;
..

-- ~

|

- , ,

!

8

Schedule X

SUPPLEMENTARY INCOME STATEMENT INFORMATION l

!!
tYears ended June 30, 1986, 1985, and 1984 ;

( in millions)

Charged to Costs and Expenses
of Continuing Operations

1986 1985 1984

Maintenance and repairs 5 97.0 $ 98.1 5 97.9

Taxes, other than income taxes:

Severance taxes $21.4 $ 39.1 $38.9Other taxes and fees 31.9 29.9 27.7

$ 53.3 $ 69.0 $ 66.6

.
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Part I.

Item 1. Business

INTRODUCTION

'

Company Profile

IMCERA Group Inc. (IMCERA, the Company, or the Corporation) consists of
three businesses: Mallinckrodt Medical, Mallinckrodt Specialty Chemicals,
and Pitman-Moore. IMCERA also owns Mallinckrodt Inc. and approximately 38
percer.t of the common stock of IMC Fertilizer Group, Inc.

The Company was incorporated in New York in 1909. The corporate
headquarters is located at 2315 Sanders Road, Northbrook, Illinois

' 60062-6198, and the telephone number is (708) 564-8600.

|
4 The Transition of the Comoany
,

During the past several years the Company has taken significant steps to
develop its current composition of businesses and to change its capital

j structure as follows:
|

. In February 1986, the Company purchased Mallinckrodt, Inc. for $675,

million in cash.

. In October 1986, the Company sold its gas and oil segment and
substantially all the net assets of its industrial products segment for
$162 million. J

l

. In February 1988, IMC Fertilizer Group, Inc. (IMC Fertilizer), then a
wholly owned subsidiary, completed an initial public offering (IPO) of

. shares of common stock. Since the IPO, IMCERA has owned 10 million
! shares of IMC Fertilizer common stock, less than a majority voting

interest in IMC Fertilizer, and has accounted for its investment in IMC'

Fertilizer by the equity method.

. In July 1988, a second public offering of common stock by IMC Fertilizer,

L reduced the Company's 10 million share interest in IMC Fertilizer to
| approximately 38 percent of its outstanding common stock.

. In September 1988, the Company's holdings of IMC Fertilizer's Preferred
Stock, Series A, were redeemed by IMC Fertilizer for $200 million.-

. In November 1988, the Company issued $1.4 billion of zero coupon
subordinated debentures which provide that, among other things, the*

holders have the option to exchange each debenture for shares of IMC
Fertilizer common stock held by the Company. See Note J-Debt in Notes to
Consolidated Financial Statements for additional information.

| -1-
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If such exchange were to occur the Company's holdings of IMC Fertilizer
common stock would be reduced to approximately 8 percent (based on that
company's presently outstanding common stock). See IMC Fertilizer Group,
Inc. discussion at pages 11 through 13.

|

. In July 1989, the Company acquired Coopers Animal Health (Coopers) for
$218 million in cash plus the assumption of liabilities.

. In July 1989, IMCERA redeemed 1,236,077 shares of its $3.75 Series A
preferred stock for cash of $65 million. The balance of 1,302,123 shares
was converted into approximately 1,586,000 shares of IMCERA common stock.

. In April 1990, all of the 1,398,000 outstanding shares of Series B
preferred stock were converted into approximately 1,770,000 shares of
IMCERA common stock.

l . In June 1990, shareholders approved changing the Company's name from
International Minerals & Chemical Corporation to IMCERA Group Inc.

. From August 1987 through June 30, 1990, the Company repurchased 9,191,957 ,

shares of its outstanding common stock (including the common stock |
,

equivalency of its Series A and B Preferred) for an aggregate cost ofl

$384.6 million, or an average cost of $41.84 per share.

Other recent acquisitions and divestitures are described in the discussions
!of the business segments.
I

Four Reminders

In this report:

fIMCERA Group Inc. and its subsidiaries, collectively, are called the
" Company," the " Corporation," or "IMCERA," unless otherwise indicated by the !

context. The Company has three business segments: Mallinckrodt Medical,
Mallinckrodt Specialty Chemicals, and Pitman-Moore.

i

The term " operating earnings" of a business segment represents that i|
'

business segment's revenues, including sales to other IMCERA business
segments, less all operating expenses. Operating expenses of a business
segment do not include interest expense, corporate income and expense, or
taxes on income.

Also, unless otherwise noted, the reference to years is fiscal years ended
June 30.

Registered trademarks are indicated by an asterisk.

!
'

!
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MALLINCKRODT MEDICAL

Mallinckrodt Medical sales in millions of dollars were:

Years ended June 30 19901 1989 198811

(In millions)
Net sales

Ongoing operations
Radiology & Cardiology $ 163.4 5 110.2 $ 95.4i

Nuclear Medicine 101.8 91.2 81.0
Anesthesia Products,

Critical Care and Other 134.6 119.2 105.3
399.8 320.6 281.7

Divested onerations 32.8
5 399.8 5 320.6 5 314.5'

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

Mallinckrodt Medical products are instrumental in the delivery of health
care services and 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 regulation from agencies such as

the U.S. Food and Drug Administration (FDA), and by markets served. They are
significantly affected by conditions within the health care industry. An
aging population and demand for technologically superior products to improve

|- the quality of life and lower the cost of care are two major factors fueling
,

| growth within the industry.

Principal products of this industry segment are x-ray contrast media and
radiopharmaceuticals for medical diagnostic procedures, and disposable
medical devices and instruments and systems for use in surgical procedures
and critical care.

The Mallinckrodt Medical business focuses on five specialty businesses
provioing advanced, innovative products for radiology, cardiology, nuclear
medicine, anesthesiology, .and critical care. Specialized sales, marketing
and general management resources have been established to service these
markets.-

Radioloav & Cardioloav

Radiology products include iodinated contrast media (ionic and nonionic)
and' catheters for use in studies of the brain, abdominal organs, renal
system, peripheral vascular system and. other areas of the body to aid in
diagnosis and therapy. These products are marketed principally by two direct*

sales forces. In June 1989, Optiray*, one of the new generation of nonionic >

contrast media which contribute to better patient tolerance and comfort, was . )
! introduced in the United States. Acceptance of the product in the

marketplace is proceeding as expected. Optiray* is expected to be introduced
internationally in fiscal 1991, and, to meet growing demand, a $42 million

j. capacity expansion is underway. Vader a 10-year exclusive agreement,
Yamanouchi Pharmaceutical Co., Ltd., will distribute Optiray* in Japan. In

1
- 3- j
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fiscal 1990, Mallinckrodt Medical introduced Ultraject*, a patented
innovation in contrast media agent administration. The prefilled, plastic
syringe gives radiologists a more efficient, convenient and safer method of
delivering contrast agents. Mallinckrodt is the only company supplying this .

J

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 j
ionic and nonionic x-ray contrast media, along with interventional cardiology
catheters. These products are sold directly to hospitals. During 1989,

iMallinckrodt Medical acquired a minority equity position in Molecular
Biosystems, Inc. of San Diego, California, and obtained exclusive marketing f
rights in the Western Hemisphere for Albunex *, a new ultrasound 3

image-enhancing agent. The pre-market approval filing with the FDA is #

$expected in the fall of 1990. p

h

f i

I
Nuclear Medicine j

Nuclear medicine includes radiopharmaceuticals used to provide images of ,

numerous body organs and diagnose and treat diseases. Consulting services 4

! are also provided. In 1990, Mallinckrodt Medical introduced Technescan* |
,

i MAG 3* to the U.S. market for improved imaging of kidneys and renal system. 2

j Unlike x-rays, a nuclear medicine scan utilizing MAG 3* can accurately assess )
{ renal tubular function. Additionally, the Company has an agreement with !

] NeoRx of Seattle to develop radiopharmaceuticals with monoclonal antibodies
i for detection of cancer. Two diagnostic products for melanoma and small-cell
1 lung cancer are awaiting FDA approval Nuclear medicine products are sold !

directly or through a nationwide network of nuclear pharmacies to hospitals j

and clinics in the U.S., and internationally through direct-sales forces and <

g
distributors.g .,

1
1

1

b Anesthesia Products. Critical Care and Other
d

| Anesthesia products include continuous core temperature monitoring systems, )
y tracheal tubes, and other airway management products. Continuous core
3 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 fori

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.

-4-
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The Mallinckrodt Medical domestic production and distribution facilities
are located in St. Louis, Maryland Heights, and New Haven, Missouri; Raleigh,
North Carolina; Argyle and Glens Falls, New York; Angleton, Texas; Carlsbad
and Santa Ana, California; New Athens, Illinois; and Ann Arbor, Michigan.;

'

Twenty-six radiopharmacies are located in large metropolitan markets
throughout the U.S. for dosage form distribution of radiopharmaceuticals to
hospitals and clinics. Facilities outside the U.S. are located in Europe,i

the Far East, Canada, Australia, and Latin America.

MALLINCKRODT SPECIALTY CHEMICALS
4,

Mallinckrodt Specialty Chemicals sales in millions of dollars were:

Years ended June 30 19901 19891 19881
(In millionsi

| Net sales(' Ongoing operations *

Drug & Cosmetic Chemicals $ 185.5 $ 158.1 $ 144.3
Catalyst & Performance Chemicals 132.0 119.2 101.7
Science Products 50.6 45.1 46.8

| Flavors 59.0 47.7 48.2
| 427.1 370.1 341.0 !
l Divested operations 17.3 29.6 32.0
| $ 444.4 $ 399.7 $ 373.0
t

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

Mallinckrodt Specialty Chemicals products are sold to a variety of |markets. These products possess a higher degree of technology and service )
than is required by commodity chemicals. Generally, they are sold as
intermediates which are used by customers in the United States and foreign

I countries as components, ingredients, or reagents, rather than being sold as {i final consumer products. Many of Mallinckrodt Specialty Chemicals products
.

are processed in multi-purpose manufacturing equipment facilities. These
products are also subject to government regulation and industry standards, {j including FDA-mandated " Good Manufacturing Practice."

!

Principal products in this industry segment are drug chemicals, cosmetic
!

chemicals, high-purity performance chemicals, catalysts, laboratory
chemicals, electronic chemicals, and flavors.

Drua & Cosmetic Chemicals-

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

+

used to control pain and reduce fever. Expansion of the Raleigh, North !Carolina, plant and acquisition of the Staveley plant in Derbyshire, England, {increased p-aminophenol (PAP)/APAP production capacity in 1990. Other drug {chemical products include narcotic / acetaminophen combination products; 1

Toleron* brand of ferrous fumarate which stimulates the formation of red

f-5-
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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.

I
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

High-purity performance chemicals sold to industrial consumers include such
products 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 catalysts. 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
to medical, industrial, educational, and governmental laboratories. Also
included are a line 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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Flavors

The flavors business headquartered in Cincinnati, Ohio, is known as Fries &
Fries. Products include liquid 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 liquid beverage
mixes; cordials, cocktails, and wines; ice cream, cheese, and other dairy
products; pharmaceutical products; and cake and cookie mixes, snacks and
other bakery products. Production and distribution of these products are
subject to regulation by such agencies as the FDA 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. In July 1989, a 59 million expansion of
research and development and production facilities in Cincinnati, Ohio, was
completed.

The Creations Aromatiques fragrance business was sold in 1990. -

The Mallinckrodt Specialty Chemicals U.S. production and distribution
facilities are located in St. Louis, Missouri; Erie, Pennsylvania;
Belleville, New Jersey; Raleigh, North Carolina; Cincinnati, Ohio; and Paris,
Kentucky. Operations outside the U.S. are located in Europe, Mexico, Canada,the Far East, and Australia.

PITMAN-MOORE

In July 1989, Pitman-Moore acquired Coopers Animal Health Group (Coopers).
With the acquisition of Coopers, Pitman-Moore believes that it is one of the
world's largest producers of animal health and nutritional products. The
acquisition more than doubled Pitman-Moore's net sales, while ongoing
operating earnings increased more than five times from 1989 results.

Operations are now located in 27 countries with distribution networks in an
additional 80 nations and market development activity in the Soviet Union and
China.

Pitman-Moore commands a significant presence in 23 of the top 25 animal
I health markets in the free world, with more than 50 percent of its net salesi

outside the U.S.

Coopers' vaccines, anthelmintics, antiprotozoals, antibacterials and a
variety of therapeutic preparations greatly enhanced Pitman-Moore's productlines.

*

In addition, Coopers' new product development efforts combined with
Pitman-Moore's to create an impressive research and development organization
that will lead the industry into the 21st century.

Following the integration of Coopers, Pitman-Moore set up its operations by
geographic region. Organizations in North America, Asia, Europe,
Australia /New Zealand and Latin America are aligned for increased market
focus and customer responsiveness. Pitman-Moore is able to sell directly to
the consumer, veterinarian, distributor, dealer or agent, depending on the

; maximum market opportunity.
-7-
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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:
1Years ended June 30 1990 1989 1988

(In millions)
Net sales

Ongoing operations
Animal Productivity $ 49.4 $ 33.9 5 37.3
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 69.7 30.9 24.9

Total Animal Health 414.3 123.2 109.1
Feed Ingredients 166.1 131.2 126.2

580.4 254.4 235.3
Divested operations 8.2 9.2

5 580.4 $ 262.6 5 244.5

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 promotant for cattle 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.

:
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pitman-Moore is in the unique position of having two major products under
development in a market segment estimated at $100 million worldwide.
Ly';ocellin and tetronasin, discovered by Kaken, a Japanese health care
company, and Coopers, respectively, are products that improve the average
daily gain and feed efficiency of feedlot and pasture cattle. Both await FDA
approval.

Antimicrobials
1

These antibacterial and antifungal products are designed for cattle, swine, l

sheep, poultry and companion animals. The combined markets total $1.4
billion worldwide.

l
Clinafarm*, an antifungal, was introduced this year. The product contains i

a unique Janssen compound to control the Aspergillus fungus in U.S.
hatcheries.

Diprinovet*, a br)ad-spectrum, therapeutic antibacterial for food and
companion animals, is in advanced stages of development. The global market
potential is greatar than $50 million.

Bioloaicals

f Biologicals consist of vaccines and diagnostics. The worldwide market is
I estimated to be $500 million.

Coopers' cattle and sheep vaccines have been recognized internationally for
high quality and dependability. Pitman-Moore launched several new vaccines
in 1990.

Turkadin* was introduced this year in the United Kingdom to protect turkeys
from rhinotracheitis. A vaccine for protecting horses from equine influenza,
Equi-Flu * EWT, also was introduced this year in the U.S. Paracox*, a poultry
vaccine already approved in the U.K., is expected to be introduced in the

'

( U.S. in late 1990. It prevents coccidiosis naturally by stimulating the
| bird's immune system.
!
' In December 1989, Pitman-Moore signed an agreement with Virbac SA of France

to market a feline leukemia virus vaccine in the U.S. and Canada. The
product is undergoing registration with the U.S. Department of Agriculture. |

In Australia, a total biological wool harvesting management system is under
development in collaboration with the Australian Wool Corporation and an
Australian government research institute. The system is designed to allow
wool removal at a designated time.

'Three new diagnostic kits were launched in the U.S. in fiscal 1990 -- one
for the detection of feline leukemia, the second for detecting heartworms in
dogs, and the third a diagnostic kit for Lyme disease in dogs. The first two
are licensed from Synbiotics, the third from Medical Diagnostic Labs.

,

1
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Parasiticidea

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.

IIn 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
Zealand 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.

Veterinary Specialties

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 developed by Janssen,

,

Johnson & Johnson, Imperial Chemical Industries, the Wellcome Group and other4

major companies into animal health channels.
i

Pitman-Moore has a respected line of Ethicon* brand surgical products--

* licensed 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 Incredients

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 I

and economical for livestock, including dairy and beef cattle, sheep, swine, i ;

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 i

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 1 i

|
limestone are the principal raw materials for these feed ingredients. |

I
I
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Under an agreement, IMC Fertilizer operates the Pitman-Moore feed phosphate
plants at IMC Fertilizer's New Wales phosphate chemical complex, and supplies
utilities for the operation of such facilities. Under the agreement the
conversion of the raw materials described above into finished products, as
well as supplying the utilities, is made at cost.

Under year-to-year contracts, IMC Fertilizer also supplies Pitman-Moore
,

with the annual requirements of phosphoric acid and anhydrous ammonia as raw I!

materials at prices based on market prices. IMC Fertilizer also supplies
, Pitman-Moore's requirements of animal feed-grade potassium products at prices
I based on a combination of production. costs and market prices, as well as

specified quantities of phosphate rock. In the event these supply agreements
are terminated, the Company believes there are adequate sources of supply

,

from other producers.

I

GENERAL FACTORS RELATED TO BUSINESS SEGMENTS j

!
t

None of IMCERA's business segments is dependent upon any single customer or !

group of related or affiliated customers whose loss would have a material !
effect on its sales and operating results. 1

In general, IMCERA's business segments, including related working capital
requirements, are not materially affected by seasonal factors.

IMCERA's business segments do not extend long-term credit to customers.
The Company believes this non-extension of credit as well as its working
. capital requirements are not materially different from the credit policies
and working capital requirements of its competitors.

Competition with foreign and domestic manufacturers in IMCERA's business
segments involves price, service, quality, and the development of technology
and is strong in all markets served.

IMC FERTILIZER GROUP. INC.

As noted, the Company owns approximately 38 percent of the outstanding
> common stock of IMC Fertilizer Group Inc. IMC Fertilizer's business was for
| many years the principal business of the Company. In 1987, IMC Fertilizer
' was incorporated in Delaware as a wholly owned subsidiary of IMCERA, and as a

result of public offerings of IMC Fertilizer common stock in February and
July 1988, the ownership by IMCERA has been reduced to the above 38 percent i

of the outstanding common stock. This percentage could be reduced further in
the future because of the zero coupon subordinated debentures issued by the
Company in November 1988, as noted above under The Transition of the Company
at page 1 and in Note J-Debt in Notes to Consolidated Financial Statements.

IMC Fertilizer, which cperates in a single industry segment, believes it is
the world's largest private-enterprise miner of phosphate rock and potash and

| one of the world's largest producers of phosphate chemical fertilizers. It

! owns or operates approximately 11 percent of world phosphate rock capacity,
j approximately 4 percent of world phosphate chemical capacity, and
l
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approximately 7 percent of world potash capacity. IMC Fertilizer believes s

that it is also one of the lower cost North American producers of phosphate
rock, potash and phosphate chemicals. IMC Fertilizer produces nitrogen,
another primary soil nutrient for agriculture, in the form of anhydrous
ammonia.

IMC Fertilizer upgrades phosphate rock into a variety of phosphate chemical
products, some of which contain ammonia. Phosphate rock, phosphate
chemicals, potash and ammonia are typically called fertilizer materials. IMC.
Fertilizer also produces and markets, principally in the southeastern United |'
States, combinations of these materials called mixed fertilizers which are

'

ready for use by farmers.

Uranium oxide, also called yellow cake, is a raw material that the Company
extracts from phosphoric acid during the phosphate chemical manufacturing
process and sells for upgrading into fuel for nuclear power plants.
Phosphate rock is IMC Fertilizer's source of uranium, with uranium content
varying from one reserve area to another.

Since the IPO in February 1988, IMCERA's share of operating results (based
upon the percentage of outstanding common stock owned) has been accounted for
by the equity method. IMC Fertilizer's sales for fiscal 1988 prior to the
IPO were $573.3 million, including phosphate chemicals sales of $257.5.
million.

>

A detailed discussion of IMC Fertilizer's business and properties is
incorporated herein by reference to Item 1. Business in IMC Fertilizer Group, )
Inc.'s Annual Report on Form 10-K for the fiscal year ended June 30, 1990. j

During fiscal 1990, two of the seven directors of IMC Fertilizer were
officers of the Company, and this is expected to change to three of eight
directors in October 1990. As previously publicly stated, unless and until

! the above-mentioned reduction in ownership occurs to a significant extent, on .

I account of exchanges of zero coupon exchangeable subordinated debentures for L
IMC Fertilizer common stock or otherwise, the Company will likely continue to 4
be able to elect directors (subject to IMC Fertilizer's classified board
provisions) and otherwise to influence or control IMC Fertilizer. IMCERA has
advised IMC Fertilizer that it desires to explore the possible disposition of _;
some or all of its 38 percent interest in the company's common-stock as part
of its exploring various alternatives regarding the zero coupon exchangeable
subordinated debentures. On September-12, 1990, the two companies entered
into an agreement providing, among other things, for amendments to IMC -

Fertilizer's By-Laws whereby the Company has at least proportionate
representation on the IMC Fertilizer board of directors so long as its
current ownership interest continues and the right, so long as it owns at
least 9 million shares of IMC Fertilizer common stock, to call special

L meetings of stockholders of IMC Fertilizer (except for certain excluded
| purposes), and whereby amendments to the By-Laws of IMC Fertilizer require an

affirmative vote of 80 percent 'of the entire board (including amendments .
changing the size of the board). The more complete description of the !
agreement set forth.on pages 2,10, and 11 of IMC Fertilizer's definitive
proxy statement dated September 14, 1990, is incorporated herein by
reference, being the same proxy statement incorporated by reference in IMC
Fertilizer's Annual Report on Form 10-K for fiscal 1990. l .|

1

**************
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The following discussions of IMCERA's international operations, research
and development, environmental matters, employees, labor relations, and legal
proceedings do not include consideration of IMC Fertilizer's operations.
Such discussion relative to IMC Fertilizer is also incorporated herein by
reference to Item 1. Business, Item 2. Properties, and Item 3. Legal
Proceedings in IMC Fertilizer Group, Inc.'s Annual Report on Form 10-K for
the fiscal year ended June 30, 1990.

See also Note E-Investment in IMC Fertilizer in the Company's Notes to
Consolidated Financial Statements and Note 9-Insurance Claim Receivable in
IMC Fertilizer's Notes to Consolidated Financial Statements for additional

'

I information.

INTERNATIONAL OPERATIONS !

Foreign operations and investments are subject to risks customarily I
encountered in such operations and investments, including fluctuations in
currency exchange rates and controls, expropriation, and other economic,
political, and regulatory policies of local governments and laws and policies
of the United States affecting foreign trade and investment.

IMCERA sales outside the U.S. represented 34 percent of consolidated net
sales in 1990 versus 23 percent in 1989. The July 1989 acquisition of i

Coopers was primarily responsible for the increased percentage of foreign
sales.

Products are manufactured and marketed through a variety of subsidiaries, j
affiliates, and joint ventures around the world. See discussions of |

Iindividual business segments included under Item 1, Management's Discussion
and Analysis of Financial Condition and Results of Operations at pages 21-29
and Note 0-International Operations in Notes to Consolidated Financial
Statements for additional information.

OTHER ACTIVITIES

Research and Development

The Company performs applied research directed at development of new
products, development of new uses for existing products, and improvement of
existing products and processes. Research and development programs include
laboratory research as well as product development and application.

Mallinckrodt Medical product research and development efforts are
coordinated on a worldwide basis by a senior scientist. Research and
development of imaging and therapeutic products are carried on by a
centralized organization. Research and development for anesthesia and
critical care are performed within these businesses. Mallinckrodt Medical's
various development activities are focused on market place need.

- 13 -
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Mallinckrodt Specialty Cheinicals 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 pollution 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.

!

I
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Various U.S. Federal, state, municipal, and foreign laws and regulations,
including regulations of the FDA, govern the production, packaging, labeling,
and distribution of a number of Mallinckrodt's and Pitman-Moore's products.
Hallinckrodt's medicinal narcotics business is rigidly controlled by
government regulations. Many other products, intermediates, and by-products
are subject to the provisions of the Toxic Substances Control Act.

I
See also Note R-Contingencies in Notes to Consolidated Financial Statements

for additional information.

Emoloyees

IMCERA had 9,600 employees at June 30, 1990. The workforce at June 30,
1990, consisted of 5,600 domestic and 4,000 foreign employees. Employees by
business segment are: Mallinckrodt Medical -- 3,500; Mallinckrodt Specialty
Chemicals -- 2,300; and Pitman-Moore -- 3,600.

Labor Relations

Including the newly acquired Coopers organization, the Company has six
collective bargaining agreements within the U.S. with six U.S. international
unions or their affiliated locals covering about 600 employees. Two

agreements covering less than 4 percent of the hourly work force were
negotiated during 1988 and 1989 and four agreements covering 15 percent of
the hourly work force were negotiated during 1990, all with no work
stoppages. One agreement covering 10 employees will expire in 1991. Five
Mallinckrodt Medical and Mallinckrodt Specialty Chemical operating locations
outside the U.S. have collective bargaining agreements and/or work counsel
agreements covering about 800 employees. Most of the Pitman-Moore operating
locations outside the U.S. have collective bargaining agreements and/or work,

counsel agreements covering approximately 1,000 employees. Resulting wage
and benefit increases were consistent with competitive industry and community

|
patterns.

I Item 2. Properties

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

Item 3. Legal Proceedings

IMCERA is a defendant in a number of lawsuits. Management believes that
these suits will not have a material effect on the Company's financial
condition or the conduct of any of its businesses. Except in respect of
matters not as yet fully evaluated, as stated below, this conclusion applies
also to pending and threatened environmental matters described below.

- 15 -
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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, Illinois, site; and a
U.S. Scrap site in Chicago, Illinois. 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 plants 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 no 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 upon 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
estimatri to cost about $80 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, require 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%
Cumulative 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:

Georae 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.

- 17 -
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M. Blakeman Inole
Age 48. President and Chief Operating Officer since July 1990; Executive
Vice President from March 1989; President of Pitman-Moore, Inc. from July j1988 to August 1990; Senior Vice President and Chief Administrative and >

Technical Officer from July 1987 to March 1989; Vice President from May 1980 t

to July 1987.

Raymond F. Bentele

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.

Kenneth J. Burns Jr.
Age 63. Vice President and General Counsel since March 1979. Secretary
since March 1988.

Elizabeth M. Hioashi
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. Sonderecaer
Age 59. Vice President and Controller since December 1974.

John M. Stapleton

Age 51. Vice President since April 1977.

A. Jacaueline 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.

John A. Edwardson (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.

All of IMCERA's officers are elected annually, with the terms of the
officers listed above to expire in October 1990. No " family relationships,"
as that term is defined, exist among any of the listed officers.

- 18 -
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Part II.

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

! COMMON STOCK PRICES AND DIVIDENDS

Ouarter First Second Third Fourth

Fiscal 1990
Dividends per common share $ .25 $ .25 5 .25 $ .25 |

|Common stock prices

} High 55-1/2 53-1/8 59-1/2 62-1/8
| Low 42-3/8 46-1/8 52 55-3/8

Fiscal 1989
Dividends per common share $ .25 5 .25 $ .25 $ .25
Common stock prices

High 47-3/8 45-1/8 42-1/2 43-1/2
Low 38-1/2 37-1/4 38 39-1/2 j

i

|
1

The principal market on which IMCERA'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 August 31, 1990, the number of registered holders of common stock, as|

reported by the Company's registrar, was 10,582.

- 19 -
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Item 6. Selected Financial Data
(Dollars in millions except per share amounts)

1 1 I 2 3

Years ended June 30 1990 1989 1988 1987 1986
|

SUMMARY OF OPERATIONS $1.424.6 $ 982.9 $1.470.6 $1,637.5 $1.177./
Net sales 1

I

$ 58.9 $ 110.3 $ 103.9 $ 14.6 $ (79.6)
Earnings (loss) frem continuing operations
Discontinued operations' (2.4) 6.7 (5.0) 11.3 (137.4)

!
14,6_ (4.8)

Extraordinary items
56.5 117.0 113.5 21.1 (217.0)

Net earnings (loss)
4.2 14, a . 16.2 12.5 .8

Preferred stock dtvidends

$ 52.3 $ 102.6 $ 97.3 $ 8.6 $ (217.81
Available for common shareholders

Per Common Share Data
$ 2.53 $ 4.20 $ 3.30 $ .08 3 (2.96)

Earnings (loss) from continuing operations
2.42 4.49 3.66 .31 (8.04)

Net earnings (loss)
1.00 1.00 1.00 1.00 1.80

Dividends declared
35.92 33.69 32.24 30.35 30.94

! Book value
21.7 22.8 26.6 27.3 27.1

Average common shares (in millions)

j OTHER DATA

(Dollars in millions) $2,130.9 $1,971.6 $1,793.8 $2,434.2 $2,427.1
Total assets

311.1 594.6 507.8 205.9 431.0
Working capital

1.8:1 3.3:1 2.7:1 1.4: 1 2.3:1
Current ratic

$ 837.4 $ 773.7 $ 407.7 $ 857.3 $ 974.6
Total debt

52.9 42.8 29.4 24.9 31.1
Deferred income taxes

824.8 688.2 1,027.7 1,069.0 994.3
Shareholders' equity

1,715.1 1,704.7 1,464.8 1,951.2 2,000.0
Invested capital

49% 45% 28% 44% 49%
Total debt / invested capital
Capital expenditures

(including IMC Fertilizer prior to IPO) $ 85.7 $ 82.2 $ 81.2 $ 62.5 $ 93.9

25.8 36.9 42.6 40.4 49.2
Total dividends declared

22.7 20.2 25.5 27.3 27.2
Common shares outstanding (in millions)

9,600 6,900 6,900 12,900 13,900
Number of employees

1 See " Management's Discussion cnd Analysis of Financial Condition and Results of Operations" for a
Before the IMC Fertilizer IPO in February 1988, IMC Fertilizer'sdescription of nonrecurring items. After the IPO, the

accounts were included in the Ct.mpany's consolidated financial statements.
Company's investment in IMC Fertilizer has been accounted for by the equity method. from a

2 Results for 1987 include a $9.0 million gain, with no income tax effects, or 3.33 a share,
contract settlement and an extraordinary charge of $4.8 million) net of income tax benefit of $.9

or $.18 a share, for the Company's redemption of its 11.875 percent debentures.million, 1986. |3 Results of operations of Mallinckrodt are included from its acquisition on February 28,
Includes nonrecurring items aggregating to a net charge of $133.3 million, $103.0 million after
taxes, or $3.80 a share.

4 See Note A of Notes to Consolidated Financial Statements for information on discontinued operations
IMCERA sold its gas and oil segment and substantially all ofin 1990, 1989, and 1988. During 1987, inThose sales resulted in income from discontinued operationsits industrial products segment.

1987 of $11,3 million, with no income tax effect, or $.41 a share, representing adjustments ofprovided in 1986 in
losses of $128.0 million, with no income tax effects, or $5.08 a share,
anticipation of these transactions.

5 Presented on a primary per common share basis. !
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Item 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations

OVERVIEW

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
5.73 a share, from lower income taxes and related interest charges. Such
earnings also included a gain from IMC Fertilizer's public 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 5 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 losses.
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. 4

- 21 - |
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MALLINCKRODT MEDICAL
j

11 1 1988Years ended June 30 1990 1989
i

(In millions)
|Net sales '

Ongoing operations
Radiology & Cardiology 5 163.4 $ 110.2 $ 95.4

Nuclear Medicine 101.8 91.2 81.0
Anesthesia Products,

Critical Care and Other 134.6 119.2 105.3.
399.8 320.6 281.7

32.8Divested operations

$ 399.8 5 320.5 5 314.5

Operating earnings
Ongoing operations $ 50.3 $ 39.2 $ 35.0

9.6Divested operations
Nonrecurrina aains, net 44.3

$ 50.3 5 39.2 5 88.9

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

1990 vs. 1989

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 capacity 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
Europe, was attributable to U.S. radiopharmecies 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.

- 22 - j
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1989 vs. 1988t

Results from ongoing operations in 1989 improved over those in 1988. Sales
for such operations increased 14 percent to $320.6 million.

Sales of radiology and cardiology products increased to $110.2 million in
1989 from $95.4 million in 1988, or 16 percent. The growth was mainly due to
U.S. sales of the low osmolar ionic contrast media agent, Hexabrix.

Nuclear medicine product sales increased to $91.2 million in 1989 from
$81.0 million ir,1988, or 13 percent. The sales growth was attributable to
stronger U.S. and European volume.

Sales of anesthesia, critical care and other products increased $13.9
million, or 13 percent, from $105.3 million in 1988 to $119.2 million in
1989. Sales of these products were higher on the strength of excellent
performance in the U.S., Europe and the Far East.

Ongoing operating earnings increased to $39.2 million in 1989 from $35.0
million in 1988, or 12 percent. The increase in ongoing operating earnings
was at a slightly lower rate than the sales rate gain mainly due to the
absorption of business development and launch costs associated with Optiray,
and acceleration of the U.S. radiopharmacy expansion program.

Divested operations represented the operating results of businesses sold in
1988. The gains on such divestitures were included in nonrecurring gains,
net, along with the loss on settlement of a patent claim and restructuring
charges in 1988.

MALLINCKRODT SPECIALTY CHEMICALS

1 1 IYears ended June 30 1990 1989 1988
|

Net sales
Ongoing operations

Drug & Cosmetic Chemicals $ 185.5 $ 158.1 $ 144.3'

i Catalyst & Performance Chemicals 132.0 119.2 101.7
Science Products 50.6 45.1 46.8
Flavors 59.0 47.7 48.2 {

'

427.1 370.1 341.0
Divested operations 17.3 29.6 32.0

' $ 444.4 $ 399.7 $ 373.0

Operating earnings
Ongoing operations $ 48.3 $ 36.4 $ 33.9
Divested operations .3 .7 .4 |

Nonrecurrina loss (5.2) j

$ 48.6 $ 37.1 S 29.1

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

,
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1990 vs. 1989

Ongoing sales and operating earnings improved 15 percent and 33 percent,
respectively, with all major businesses contributing to these results.

Drug and cosmetic chemicals sales and operating earnings improvement
reflects higher volumes and prices for analgesic products in worldwide
markets served. Production and sale of PAP /APAP increased in 1990 through
expansion of the Raleigh, North Carolina, plant and acquisition of a plant in
England. Partially offsetting these gains were losses covering the expected
exit from the tannin business and lower margins on a changing mix'of
sunscreen product sales.

Catalyst and performance chemicals operating earnings gained principally
from higher sales and continued improvement in plant production performance 6

for fluoroaromatics. Last year's results reflected approximately $8 million .
of business development and start-up costs for fluoroaromatics, compared with
$3 million in this year's results.

For science products, the operating earnings growth largely was
attributable to higher sales volumes and prices for prescription chemicals.

Sales and operating earnings for the flavors business improved
significantly in 1990 due to strong U.S. sales of new sweet goods, savory,
and beverage products. The new products were the result of higher current
and prior-year development expenses.

In 1990, the fragrance business was sold and its results prior to the sale
are included in divested operations. The related gain is included in the
Consolidated Statement of Earnings under " Discontinued operations."

I

1989 vs. 1988 I

Ongoing sales and operating earnings in 1989 were higher than in 1988 by 9
percent and 7 percent, respectively.

.This segment's higher sales and earnings in 1989 were primarily due to
excellent performance by catalyst and performance chemicals. Volumes for
catalysts were up significantly over virtually all product-lines. Major
performance chemical lines also recorded substantial- sales and earnings
improvements. Sales of- aromatic fluorine intermediates commenced in late
1989,'and earnings were negatively impacted by business-development and plant
start-up costs of approximately $8 million. This charge compares with
similar costs of about $3 million in 1988.

For drug and cosmetic chemicals, sales increased on the strength of
improved drug chemical sales volume. Earnings declined slightly due.to price
pressures in cosmetic chemicals, higher raw material costs and a drug
chemical plant shutdown to add capacity.

Sales of science products were off slightly, but earnings fell by a larger
percentage because the sales shortfall was registered in the relatively
higher margin laboratory chemicals business.
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Plant performance was significantly improved over poor results experienced
in the U.S. and Europe in 1988. Costs associated with 1988 production
problems were about $4 million.

Sales in 1989 for flavors declined slightly and operating earnings fell by
a larger percentage. Most of the earnings shortfall occurred in the U.S.
from industry consolidation, delayed product introductions, and increased

I development and selling expenses.
|
I The nonrecurring loss resulted from restructuring charges in 1988.

PITMAN-MOORE

IYears ended June 30 1990 1989 1988
(In millions)
Net sales !

!Ongoing operations
| Animal Productivity $ 49.4 $ 33.9 5 37.3 I
,

| Antimicrobials 62.0 12.5 5.9
! Biologicals 100.3 24.2 21.3
I Parasiticides 132.9 21.7 19.7

Veterinary Specialties and Other 69.7 30.9 24.9
Total Animal Health 414.3 123.2 109.1

feed Ing ndients 166.1 131.2 126.2 ;

580.4 254.4 235.3
Divested operations 8.2 9.2

$ 580.4 $ 262.6 $ 244.5

Operating earnings (loss)
Ongoing operations $ 55.6 $ 9.8 5 6.5
Divested operations 1.5 1.4
Nonrecurrina cain (loss) 3.9 (9.1)

$ 55.6 $ 15.2 $ (1.2)'

l 1 Coopers Animal Health was acquired on July 5,1983, and its results were
'

consolidated after that date.

'1990 vs. 1989

The Coopers Animal Health acquisition in July 1989 is largely responsible
for the dramatic increases in Pitman-Moore's sales and operating earnings.
This new business approximately doubled total sales and margins for the
Pitman-Moore segment. Parasiticides sales were over six times greater and
biological sales more than doubled from the acquisition. Both of these
product lines contributed significantly to operating earnings. Operating
earnings also benefited from the synergies resulting from the combined
Coopers and Pitman-Moore businesses.
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With the Coopers acquisition, Pitman-Moore greatly expanded its worldwide
operations. In 1990, 75 percent of the segment's operating earnings came
from international locations, with Europe the largest contributor. In
addition, Latin America contributed significantly to earnings despite
difficult economic conditions in that region.

Worldwide sales and operating earnings for feed ingredients also
contributed substantially to the improved results. Increased poultry numbers
and higher animal protein prices stimulated demand for Pitman-Moore's
inorganic feed products. The worldwide distribution opportunities available
through the Coopers acquisition also helped to improve the international feed
business.

1989 vs. 1988

Operating earnings from ongoing operations increased $3.3 million from
1988. The increase was principally due to three factors: higher sales and
lower production costs for animal feed ingredients; production efficiencies
that more than offset slightly lower sales for companion animal products; and
reduced administrative expenses. The earnings gain was partially offset by
the effect on sales from the drought and heat in the summer of 1988, which
essentially affected all major areas of Pitman-Moore's U.S. business. The
drought resulted in larger than normal cattle slaughter; heat resulted in

| declines of chicken flocks.
!

The nonrecurring gain in 1989 resulted from the divestiture of a business,
while the nonrecurring loss in 1988 was due to restructuring charges.

|
{

IMC FERTILIZER |
IMCERA's pretax equity in the net earnings of IMC Fertilizer for.1990 was

down $21.5 million from $52.9 million reported in fiscal 1989. The most
significant factor was depressed pricing for most major fertilizer products.
For 1088, the pretax equity in the net earnings of IMC Fertilizer was $26.2
million, which included only the last five . months following the IPO.

IMC Fertilizer's consolidated statement of earnings for each of the three
years in the period ended June 30, 1990, is summarized in Note E of Notes to 1

'

' Consolidated Financial Statements. The following discussion is based on
those statements and reflects 100 percent of IMC Fertilizer's operating

,results. l

1

1990 vs. 1989 i

Net earnings in 1990 totaled $83 million. This was $54 million lower than
;

1989 net earnings of $137 million. i

I Net sales were $1.106 billion in 1990, down from $1.222 billion in 1989.
| Depressed prices for most of the Company's major products, beginning in the (!! spring of 1989, contributed to this decline.
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Included in operating results for 1990 eas a pretax gain of $6 million
representing a first installment payment from the sale of certain potash
reserve interests, and a pretax charge of $5 million resulting from an
increase in a plant decommissioning reserve. In 1989, operating results ,

included a nonrecurring pretax charge of $7 million to reserve for the .j
'

shutdown of a production facility.
!Gross margins decreased $106 million in 1990 when compared to 1989, mostly

from lower prices. |_
I

Interest costs declined as a direct result of the Company's reduction in
debt. Lower cash balances led to lower interest earned from short-term
investments when compared to last year.

IMC Fertilizer's effective tax rate in 1990 was 35 percent, compared with
36 percent in 1989.

i
i

1989 vs. 1988

Gross margins from product sales increased 28 percent. Most of the margin {
'

improvement came from potash, phosphate rock, and phosphate chemicals.
Margin improvements for those products resulted primarily from higher average
selling prices. Those improvements were partially offset by higher !

production costs, mainly for phosphate chemicals.

Operating results in 1989 included a nonrecurring after-tax charge of $4
million from the announced shutdown of a production facility. In 1988,
operating results included an after-tax gain of $5 million from the
disposition of assets.

Interest charges increased $17 million, mainly from borrowings related to
i

IMC Fertilizer's acquisition of its former partner's interest in a phosphate
rock mining joint venture.

IMC Fertilizer's effective tax rate in 1989 was 36 percent, compared with
i

| 41 percent in 1988. A significantly higher percentage depletion deduction
and a decrease in the Canadian federal statutory tax rate were the major'

factors that caused the lower rate.

In 1988, the sales and operating results of IMC Fertilizer were included in
IMCERA's Consolidated Statement of Earnings for the first sesen months of the
year through the date of the IPO. Net sales and operating earnings for this
period were $573.3 million and $130.3 million, respectively.

CORPORATE MATTERS

Corporate expenses were $41.9 million in 1990 compared with $35.8 million
in 1989 and $45.5 million in 1988. Higher 1990 expenses came from a
nonrecurring charge of $4.9 million for restructuring and charges of $3.9!

million for compensation plans tied to the price of IMCERA's common stock.
Otherwise, expenses decreased $2.7 million. Lower expenses of $9.7 million
in 1989 versus 1988 were attributable to a reduction in staff size and a
decrease in certain incentive compensation costs.
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Ir,terest and other nonoperating income declined $17.7 million because of
cash outlays for the Coopers acquisition, repurchases of common stock and the
redemption of part of the Series A preferred stock. The decrease was ;.

partially offset by interest income from income tax refunds. ()For 1989 versus
1988, interest and other nonoperating income improved $21.4 million,
principally from the short-term investment of proceeds of the IMC Fertilizer
IPO, IMC Fertilizer's redemption in 1989 of its Series A preferred stock held

!
by IMCERA, and the issuance in 1989 of zero coupon exchangeable subordinated j
debentures.

|Interest charges for 1990 were $33.8 million higher than 1989.
Contributing to the increase were the full-year impact of interest charges j

for the zero coupon debentures issued in November 1988; higher international
+

interest expense, principally from the expanded operations resulting from thei ,

|
' Coopers acquisition; and the year-to-year effect of the benefit recorded in .

1989 from the reversal of previously provided interest that resulted from the
That :

conclusion of income tax audits that spanned a number of years.
reversal and lower short-term borrowings were the sources of lower 1989 jinterest charges as compared with 1988. ;

See Notes to Consolidated Financial Statements for information on gains and !
!losses on IMC Fertilizer stock offerings in 1989 and 1988, the factors that

caused the increase in 1.he Company's reported effective tax rate to 32.4 |

percent in 1990 from 16.3 percent in 1989, discontinued operations in each of *

the three years presented, and the extraordinary tax credit in 1988.

FINANCIAL CONDITION
|

Since June 30, 1989, cash and short-term investments decreased $312.5
million. The acquisition of Coopers was the most significant cause of that
decrease, with $218.2 million paid at the time of acquisition. Al so 1

lcontributing to the decrease in cash were the $65.1 million used to redeem a
part of Series A preferred stock and the $56.0 million used to repurchase
1,100,255 shares of common stock during fiscal 1990. The sale of the
Company's fragrance business for net proceeds of $29.1 million was a partial
offset. These changes are reflected in a current ratio of 1.8:1 compared
with 3.3:1 a year ago and a quick ratio of 1.0:1 compared with 2.4:1 last
year.

Total debt was 49 percent of invested capital at June 30, 1990, versus 45
percent a year ago, reflecting the increase in debt primarily from the Iaccrual of interest on the zero coupon debentures and debt related to the
Coopers acquisition, the decrease in equity from the repurchase of common
shares, and the redemption for cash of a part of the Company's Series A
preferred stock. The Company is committed to remaining financially sound,
balancing its leverage ratios with its strategic growth objectives.
Accordingly, the Company is authorized to buy up to an additional 4.8 million
common shares under its authorization from its Board of Directors, and will
weigh the merits of future common stock purchases among various investment
alternatives.

The estimate of capital spending for the fiscal year ending June 30, 1991,
is $152 million. The Company believes that its present liquidity position,
and cash flow from operations should be sufficient to meet its working
capital needs, the expansion of operations, and the payment of dividends.
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OTHER MATTERS

See " Accounting Policies" in Notes to Consolidated Financial Statements for |

information concerning Statement of Financial Accounting Standards No. 96,
" Accounting for Income Taxes."

IMCERA does not consider the present rate of inflation to have a
significant impact on the businesses in which it operates except for the
hyperinflationary effects on the Latin American businesses of Pitman-Moore
which are discussed in Note 0 to the Consolidated Financial Statements and in
the Pitman-Moore discussion on page 25.

See Note R to the Consolidated Financial Statements for a discussion of
environmental matters.
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Report of Independent Auditors

To the Shareholders and Board of Directors of IMCERA Group Inc.

We have audited the accompanying consolidated balance sheet of IMCERA Group
Inc. as of June 30,1990 and 1989, and the related consolidated statements of
earnings, changes in shareholders' equity and cash flows for each of the
three years in the period ended June 30, 1990, appearing on pages 31 through
53. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

1

In our opinion, the financial statements referred to above present fairly,
in all material respects, the consolidated financial position of IMCERA Group
Inc. at June 30, 1990 and 1989, and the consolidated results of its
operations and its cash flows for each of the three years in the period ended
June 30, 1990 in conformity with generally accepted accounting principles.

ERNST & YOUNG
Ernst & Young
Chicago, Illinois
August 6, 1990

(
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information by Business Segment
(In millions) |

Net sales 1990 1989 1988 l

Mallinckrodt Medical $ 399.8 5 320 6 5 314.5 |

Mallinckrodt Specialty Chemicals 444.4 399.7 373.0 i

Pitman-Moore 580.4 262.6 244.5

Fertilizer 573.3

Interseament sales (34.7)

Consolidated $1,424.6 $ 982.9 $1,470.6

Earnings (Loss) From
Continuing Operations

Before Income Taxes Identifiable Assets
f3rninas and Assets 1990 1989 1988 1990 1989 1988 ,

Mallinckrodt j
1

Medical $ 50.3 $ 39.2 $ 88.9 $ 494.4 $ 416.5 $ 385.0
Mallinckrodt

Specialty
Chemical s 48.6 37.1 29.1 457.1 460.4 450.4 <

Pitman-Moore 55.6 15.2 (1.2) 632.8 218.5 214.5 )
Fertilizer 130.3
Corporate (41.9) (35.8) (45.5) 546.7 878.4 744.2

Eliminations (.11 (.1) (2.2) (.3)

|
Operating earnings 112.6 55.7 201.5

Equity in earnings>

of IMC Fertilizer 31.4 52.9 26.2
Gain (loss) on IMC

Fertilizer public
stock offerings 28.6 (11.9)

Interest and other
nonoperating
income, net 19.2 36.9 15.5

i

I Interest charaes (76.11 (42.31 (63.0)

Consolidated $ 87.1 $ 131.8 $ 168.3 $2,130.9 $1,971.6 $1,793.8

Depreciation
i Property, Plant, Capital Expenditures and Amortization

and Eouipment 1990 1989 1988 1990 1989 1988

Mallinckrodt
Medical $ 26.4 $ 18.2 $ 26.3 $ 25.7 $ 23.1 5 21.3

Mallinckrodt
. Specialty
| Chemicals 29.3 42.4 28.2 29.1 27.5 31.1

f Pitman-Moore 29,7 20.2 13.8 25.3 9.7 10.5
Fertilizer 11.7 42.6
Corporate .3 1.4 1.2 2.4 2.0 1.2

i~
Consolidated S 85.7 $ 82.2 $ 81.2 $ 82.5 $ 62.3 $ 106.7

f (See Note P of Notes to Consolidated Financial Statements)
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Consolidated Statement of Earnings
(In millions except per share amounts)

Years ended June 30 1990 1989 1988

Net sales $1,424.6 $ 982.9 $1,470.6

Operating costs and expenses
818.1 593.3 946.8Cost of goods sold

Selling, administrative,
419.7 280.3 302.4and general expenses

Research and development expenses 75.5 65.0 64.8
(1.31 (11.4) (44.9)Other operating income, net

1.312.0 927.2 1.269.]
112.6 55.7 201.5Operating earnings

Equity in earnings of
IMC Fertilizer - Note E 31.4 52.9 26.2

Gain (loss) on IMC Fertilizer 28.6 (11.9)public stock offerings - Note A
Interest and other

nonoperating income, net - Note H 19.2 36.9 15.5

Interest charges - Note H (76.11 (42.3) (63.0)
Earnings from continuing

87.1 131.8 168.3operations before income taxes
Income taxes - Note H 28.2 21.5 64.4

Earnings from continuing operations 58.9 110.3 103.9

Discontinued operations - Note A (2.4) 6.7 (5.0)
Earnings before extraordinary items 56.5 117.0 98.9

14.6Extraordinary items - Note H

Net earnings 56.5 117.0 113.5

Preferred stock dividends 4.2 14.4 16.2-

Available for common shareholders S 52.3 $ 102.6 $ 97.3

Earnings Per Common Share - Note B
Primary

Continuing operations $ 2.53 $ 4.20 $ 3.30
Discontinued operations (.11) .29 (.19)
Earnings before extraordinary items 2.42 4.49 3.11

.55Extraordinary items

Net earnings $ 2.42 $ 4.49 $ 3.66

Fully diluted '

Continuing operations $ 3.97 $ 3.23
4.21 3.53Net earnings

(See Notes to Consolidated Financial Statements)

,
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Consolidated Balance Sheet
(In millions except per share amounts)

At June 30 1990 1989 j

fASSETS
iCurrent assets

Cash and cash equivalents $ 100.0 $ 389.1
Short-term investments,

at cost which approximates market 31.8 55.2
Trade receivables, less allowances of

$9.9 in 1990 and $4.1 in 1989 252.2 158.6
Inventories - Note D 294.6 209.4
Other current assets 46.5 40.4

725.1 852.7
Investment in IMC Fertilizer - Notes A and E 365.8 345.2
Other investments and long-term receivables,

less allowances of $5.0 in 1990 and 1989 74.1 74.9
Property, plant, and equipment 846.7 691.2
Accumulated depreciation (260.9) (211.0)

Net property, plant, and equipment - Note F 585.8 480.2
Intangible assets - Note G 380.1 218.6

$2,130.9 $1,971.6

LIABILITIES
Current liabilities

Short-term debt - Note J $ 83.6 $ 61.9
Accounts payable 115.0 76.6
Accrued liabilities - Note I 199.6 97.5
Income taxes - Note H 15.8 22.1

414.0 258.1
Long-term debt, less current maturities - Note J 753.8 711.8
Deferred income taxes - Note H 52.9 42.8
Other noncurrent liabilities and deferred credits 85.4 70.7

Commitments and contingencies - Notes Q and R

SHAREHOLDERS' EQUITY - Notes B, M, and N
Preferred stock 10.0 14.6
Common stock, par value $5, authorized

100,000,000 shares; issued 28,798,352
shares in 1990 and 28,404,579 shares in 1989 144.0 14 2.0

Capital in excess of par value 56.0 259.3
Reinvested earnings 851.4 837.3

|

Marketable securities valuation allowance (4.0) (1.1)
Foreign currency translation 22.2 .2
Treasury stock (254.8) (364.1)

824.8 888.2

$2,130.9 $1,971.6
. I

(See Notes to Consolidated Financial Statements)
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Consolidated Statement of Cash Flows 1

(In millions) Years ended June 30 1990 1989 1988
,

Cash provided (used) by operations
| Net earnings S 56.5 $ 117.0 $ 113.5Adjustments to reconcile net earnings,

to net cash provided by operations
Depreciation and amortization 82.5 62.3 106.7Gains on disposals of assets (8.3) (17.4) (61.5)

) (Gain) loss on IMC Fertilizer
public stock offerings (28.6) 11.9

i

| Equity in earnings of IMC Fertilizer (31.4) (52.9) ( 26 -. 2)
'

Common and (in 1989) preferred stock
dividends from IMC Fertilizer 10.8 24.5 3.7

Interast on zero coupon exchangeable
subordinated debentures 30.9 18.3

Deferred income taxes 13.2 15.3 21.2Other, net 14.9 (11.9) (18.8)L 169.1 126.6 150.5) Changes in working capital
i Receivables (35.4) (10.1) 37.0Inventories j

(9.5) (23.5) 133.5 l

Accounts payable, accrued
liabilities, and income taxes 13.0 (49.3) (87.2)

,

} Effect of disposals and the ;

Lideconsolidation of IMC Fertilizer (9.3) (130.3) 1Other, net 5.2 (7.4) 1.0
142.4 27.0 104.5Cash provided (used) by investing activities

Businesses acquired (257.6) (11.7) (71.4)Capital expenditures
(85.7) (82.2) (69.1)Short-term investments 23.4 (55.2)Proceeds from IMC Fertilizer public stock

offerings and related transactions, net 200.0 558.9Proceeds from disposals of assets 35.6 32.0 150.3IMC Fertilizer investing activity
Other, net (49.5)

13.3 (22.9) (8.6)
(271.0) 60.0 510.6Cash provided (used) by financing activities

Preferred stock redemption (65.1)Proceeds from long-term debt 30.6 359.5 8.2Payments on long-term debt (38.6) (35.3) (273.8)| Increase (decrease) in short-term debt (11.9) 15.6 (75.6)'

Purchase of IMCERA stock (56.0) (215.8) (112.8)Dividends paid
(25.8) (36.9) (42.6)Issuance of common stock 6.3 .3 .7 o

(160.5) 87.4 (495.9)Increase (decrease) in
icash and cash equivalents (289.1) 174.4 119.2 |Cash and cash equivalents at beginning of year 389.1 214.7 95.5 [
i.-Cash and cash equivalents at end of year $ 100.0 $ 389.1 $ 214.7 [
I

(See Nn+es to Consolidated Financial Statements)
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Consolidated $tatsmant of Changas in Shareholders' Equity

Capital
in Excess

Preferred Common of Par Reinvested Treasury

(In millions exceot oer share amounts) Stock Stock Value Earninos Other Stock

Balance, June 30, 1987 $14.6 $139.8 $244.6 $686.3 $ 7.3 $ (23.6)
1
1

113.5
Net earnings

Dividends
4 percent preferred stock ($4.00 a share) (.4)
Series A preferred stock ($3.75 a share) '.10 , 5 )

Series B preferred stock ($3.25 a share) (5.3)

Common stock ($1.00 a share) (26.4)
(121.5)Purchase of shares

(2.8)
l Translation adjustment

1.6 10.5Other

Balance, June 30, 1988 14.6 141.4 255.1 757.2 4.5 (145.1)

117.0
Net earnings

Dividends
(.4)4 percent preferred stock ($4.00 a share)

Series A preferred stock ($3.75 a share) (9.4)
Series B preferred stock ($3.25 a share) (4.6)

Common stock ($1.00 a share) (22.5)
(219.4)Purchase of shares

(1.1)Marketable securities valuation adjustment
(4.3)Translation adjustment

.6 4.2 .4
Other

I Balance, June 30, 1989 14.6 142.0 259.3 837.3 (.9) (364.1)
56.5

{ Net earnings

Dividends 1

(.4)4 percent preferred stock ($4.00 a share)
f Series A preferred stock ($.3125 a share) (.4)

f Series B preferred stock ($2.4375 a share) (3.4)

Common stock ($1.00 a share) (21.6)
f Redemption, conversion, and retirement'

of Series A and B preferred stock (4.6) (218.8) (16.6) 175.0
(56.0)Purchase of shares

(2.9) .|Marketable securities valuation adjustment
22.0 |Translation adjustment

| 20 15.5 (9.7) i

Other'

Balance, June 30, 1990 110.0 1144.0 $ 56.0 185,1.4 118.2 $(254.8J |

(See Notes to Consolidated Financial Statements)
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Notes to Consolidated Financial Statements
(In millions except per share amounts)

Accountina Policies

Principles of Consolidation

Financial statements of all subsidiaries are consolidated. .On February 2,
1988, IMC Fertilizer Group, Inc. (IMC Fertilizer), then a wholly owned
subsidiary, completed an initial public offering (IPO)|of shares of common

After the IPO, IMCERA Group Inc. (IMCERA or the Company) owned lessstock.than a majority voting interest in IMC Fertilizer, and the Company's
investment in IMC Fertilizer has been accounted for by the equity method.

Foreign Currency Translation |

The financial statements of most of the Company's international affiliatesUnrealizedare translated into U.S. dollars using current exchange rates.
I translation adjustments are included in shareholders' equity'in the

The financial statements of international IConsolidated Balance Sheet.affiliates that operate in nyperinflationary economies, principally Brazil
and Argentina, are translated at either current or historical exchange rates,

Unrealized translation adjustments are included-in operatingas appropriate.
results for these affiliates.i

|

Cash and Cash Equivalents
i Cash and cash equivalents consist primarily of certificates of deposit,

!

time deposits, and other short-term securities with maturities of three
months or less from the date of purchase.

,

Inventories
Cost for

Inventories are stated at the lower of cost or market.inventories is determined on either an average or first-in, first-out basis.
i
L

Property, Plant, and Equipment

Property, plant, and equipment are recorded at cost. Depreciation is basedi-

[ upon estimated useful lives of 15 to 45 years for buildings and 4 to 15 years
for machinery and equipment, using principally the straight-line method.

Income Taxes

All undistributed earnings of foreign subsidiaries are considered to be
permanently invested. Accordingly, no provision for income taxes was made
for undistributed earnings of such subsidiaries.

The Company has not adopted the Statement.of Financial Accounting Standards
No. 96, " Accounting for Income Taxes" which is being reviewed by the .

The Company is not-required to
Financial Accounting Standards Board (FASB).Because the uncertainty created by
adopt this standard until fiscal 1993.
the FASB's No. 96, reconsideration of the requirements'of-the new standard
and the choice of implementation alternatives, the effects of the new
standard on the Company's financial position cannot be estimated.

j.

- 36 -

__-_: - _ _ _ - _ _ _ _ _ _ - _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - _ _ _ _ _ _ - _ - _ - - _ _ _ _ _ _ _ _ _ _ - _ _ _ _ - - -
. . . ..



_ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ._

. ..

Reclassifications

The 1989 and 1988 Consolidated Statement of Earnings has been restated to
reflect the reclassification of distribution expense from " Cost of goods
sold" to " Selling, administrative, and general expenses."

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

Note A
Chanaes in Business

Coopers Acquisition
:

Coopers Animal Health (Coopers) was acquired on July 5,1989, for $218
million in cash plus the assumption of liabilities and its results were
consolidated after that date.

Coopers produces animal parasiticides, vaccines, anthelmintics, and
antibacterials as well as a variety of therapeutic preparations. Its

principal customers are in the veterinary and animal husbandry markets. The
company has operations in 27 countries with major operations in the U.K., the
U.S., West Germany, Brazil, Argentina, Australia and New Zealand.

Based upon estimated fair values, $162 million of the purchase price was

|
allocated to net tangible assets. The remainder, $178 million, was allocated
to goodwill and is being amortized over 40 years.

Unaudited pro forma combined information for results of operations,
assuming a July 1, 1988, acquisit. ion is as follows:

Year ended June 30 198L

Net sales $1,273.5
Earnings from continuing operations S 91.1
Net earnings S 97.8
Earnings from continuing operations per common share $ 3.36
Net earnings per common share $ 3.65

This information does not necessarily indicate either what would have
occurred had the acquisition been consummated on July 1, 1988, or what future
operating results of the combined operations might be.

,

IMC Fertilizer Public Stock Offerings

In 1988, the Company received net proceeds of $229.2 million from the IPO
of IMC Fertilizer stock. This transaction was accounted for as if the
Company had sold 53 percent of its common stock investment in IMC
Fertilizer. The IP0 resulted in a pretax loss to the Company of $11.9
million, $32.5 million after taxes (as a result of a taxable gain), or $1.22
a share. In addition to the proceeds of the offering, IMC Fertilizer paid to
the Company dividends of $386 million in 1988 prior to the IPO and the
Company paid an amount owed to IMC Fertilizer of $56.3 million.

!
1
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In July 1988, a second public stock offering of 5 million IMC Fertilizer.
. common shares reduced IMCERA's common stock ownership in IMC Fertilizer to 38'

The offering was at a price in excess of the c;rrying amount of thepercent. In September l';88, the Company
Company's investment in IMC Fertilizer. received $200 million from IMC Fertilizer in redemption of the Company's
holdings of IMC Fertilizer's Preferred Stock, Series A, representing the
proceeds of the July 1988 public offering plus internally generated funds.
As a result of both af these transactions, the Company recognized a gain of

'

$28.6 million, $21.a million after taxes, or $.89 a share..

'

Other Acquisitions

In 1988, IMCERA acquired animal health businesses in Europe and New
Zealand, a manufacturer of instruments to monitor blood gases and other vital'The
signs, and a manufacturer of core body temperature monitoring systems.The results of operations
cost of these acquisitions totaled $66.4 million.

! '

of these acquisitions were included in the consolidated financial statements
from their respective acquisition dates. Results of operations for periodsi

prior to acquisition were not material to IMCERA.

Divestitures and Discontinued Operations

In 1990, the sale of the Company's fragrance business produced an after-taxResults of operations of this
gain of $5.2 million, or 5.25 a share. In 1989, the sale of the Company's
business were not material to IMCERA.investment in a previously discontinued methanol joint venture produced anThese gains were reportedafter-tax gain of $8.4 million, or $.35 a share.
in the Consolidated Statement of Earnings under the caption " Discontinued
operations."

During 1989, the Company sold a Pitman-Moore business for a gain of $3.9In 1988, IMCERA soldmillion, $2.4 million after taxes, or $.10 a share. .|certain interests in-its Mallinckrodt Medical business in four separate |These divestitures resulted in an aggregate gain of $53.8
The gains were !transactions.

million, $34.2 million after taxes, or $1.27 a share.
included in the Consolidated Statement of Earnings under the caption "Otheri

? operating income, net."'

1990,1989, and 1988 included charges for environmental andResults for
litigation costs related to operations previously sold, as follows:

1990 1989 1988_

$ 12.2 $ 2.7 $ 8.0 i

$ 7.6 $ 1.7 $ 5.0 lPretax
$ .36 $ .06 $ .19Net

Per Share
:

These charges were reported in the Consolidated Statement of Earnings under
the caption " Discontinued operations."

Note B
Earninos Per Common Share

Primary earnings per common share amounts were computed on the basis of theShares used in the
weighted average number of common shares outstanding.21,651,824 in 1990; 22,813,716 in 1989; and 26,592,623 in!

computations were
1988. - 38 -
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Fully diluted earnings per common share amounts were computed on the basis
of the weighted average number of common shares outstanding and the dilutive
effect of the assumed conversion of convertible preferred stock and
convertible debentures and exercise of stock options. Shares used in the

-computation in 1990, 1989, and 1988 were 23,237,235, 27,714,942, and
32,199,005, respectively. In 1990, the dilutive effect was not material.

Note C
Sucolemental Cash Flow Information

1990 1989 1988

Interest paid $ 44.7 $ 29.5 $ 63.4
Income taxes paid $ 12.3 $ 8.3 $ 8.9

Noncash investing and financing activities: j
i

k Conversion of Series A and B preferred
'

stock for IMCERA common stock $ 137.0
Issuance of common stock from

exercise of stock options $ 11.2 $ 4.4 $ 10.2
Purchase of IMCERA stock

from exercise of stock options $ 9.7 $ 3.6 $ 8.7
Issuance of IMCERA shares

for restricted stock awards S .5
Noncash proceeds from

certain divestitures 5 3.3,

| Assumption of liabilitiesi

,

!
- related to acquisitions 5 44.8 5 3.5

Note D

[ Inventories

b At June 30 1990 1989

|
.

Product
i Mallinckrodt Medical $ 79.7 .$ 61.7
! Mallinckrodt Specialty Chemicals 88.9 88.5
! Pitman-Moore 114.1 49.8

Intersegment eliminations (.1) (.4) l

282.6 199.6
! Operatino materials and sucolies 12.0 9.8
l

i $ 294.6 $ 209.4
s

!

} Note E
Investment in IMC Fertilizer

| At June 30, 1990, the Company's investment in IMC Fertilizer consisted of
i 10 million shares which represented a 38 percent interest in the common share
! equity of IMC Fertilizer. The Company's carrying value of its investment was
i $313.9 million compared with a market value of $351.3 million based on the
j closing stock price of IMC Fertilizer common stock. In addition, the

!

(
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Company's investment included a dividend receivable from IMC Fertilizer in an
amount equal to the proceeds (but not in excess of $51.9 million) which IMC
Fertilizer expects to receive from an insurance claim related to Canadian

|
potash operations. The Company's equity in the unremitted earnings of IMC(

Fertilizer was $58.1 million at June 30, 1990.

IMC Fertilizer's operating results are derived from the mining, processing,
production, and sale of phosphate rock, phosphate chemicals, potash, and|

ammonia for inorganic fertilizers; production and sale of mixed fertilizers;
and production and sale of uranium oxide.

The Company's principal transactions with IMC Fertilizer after the IPO were
purchases of certain materials and products and plant management services.
Such purchases and charges for services totaled $93.7 million, $96.2 million,t

'

and $36.4 million in 1990, 1989, and 1988, respectively.

Summarized financial information of IMC Fertilizer was as follows:

1990 1989 1988
Years ended June 30

Net sales $1,105.7 51,221.7 $1,085.6

Costs and expenses, including
orovision for income taxes 1.023.1 1.084.4 973.9

5 82.6 5 137.3 $ 111.7Net earnings
.

1990 1989
At June 30

5 245.5 $ 394.5
Current assets

._J.339.2 1.283.4
Noncurrent assets

$1,584.7 $1,677.9 f
Total assets

I

5 211.6 $ 270.3Current liabilities 553.4 642.3
| Noncurrent liabilities 819.7 765.3-Shareholders' eauity

Total liabilities and shareholders' equity $1,584.7 51,677.9

Subsequent to the IPO, IMC Fertilizer net sales in fiscal 1988 were $512.3
million and net earnings were $39.6 million.

Note F
Property. Plant. and Eauioment

1990 1989_ ,

At June 30
S 63.7 5 53.5

Land 217.2 164.9Buildings and leasehold improvements 507.7 421.2
Machinery and equipment 58.1 51.f_2Construction in progress

846.7 691.2

Accumulated deoreciation ._

(260.9) (211.0)

$ 585.8 $ 480.2Net property, plant, and equipment
- 40 -
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! Note G
Intanaible Assets

At June 30 1990 1989

Patents and formulas S 54.8 $ 59.9

|
Contracts 20.8 21.2

|
Goodwill and other intangibles 343.2 135.1

418.8 016.2

| Accumulated amortization (57.6' 141.8)
361.2 174.4

Deferred charaes 18.9 44.2

$ 380.1 $ 218.6 !

1

Identifiable intangible assets are amortized over estimated useful lives of |
up to 5 years for contracts, 17 years for patents, and 18 years for
formulas. Goodwill and other intangibles are amortized on a straight-line
basis, primarily 20 to 40 years.

Note H
Income Taxqs

Income taxes included in the Consolidated Statement of Earnings were as
,

i follows:

1990 1989 1988
<

L

f Continuing operations $ 28.2 $ 21.5 $ 64.4
' Discontinued operations (1.2) 4.1 (3.0)

Extraordinary tax credit (utilization l

L of net operatina loss carryforward) (14.6) l
' )

$ 27.0 $ 25.6 5 46.8 |

I

i

f

E

i

t

i

i
!
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The components of earnings from continuing operations before income-taxes
and the related income tax effects of tax credits and other items were as
follows:

1990 1989 1988

$ 35.8 $ 115.0 $ 125.91

Domestic 51.3 16.8 42.4
Foreign

$ 87.1 $ 131.8 $ 168.3

Comp,uted tax at the Federal statutory rate $ 29.6 $ 44.8 5 57.2

Dividend exclusion on equity
in earnings of IMC Fertilizer (2.9) (14.4) (7.1. )

Adjustments to income tax accruals (7.1) (8.4)
State income taxes, net

of Federal _ income tax benefits .7 1.8 5.9

Foreign income taxes rate differential (1.7) (.3) 5.8
4.7Foreign losses with no tax benefit
3.1 1.5 2.7

Goodwill amortization
Book and tax basis difference

relative to IMC Fertilizer stock (3.3) 28.1
(13.5)Investment tax credits (8.4)Utilization of capital loss carryforward
(5.1)-Percentage depletion

Other items (none in 1.8 f.2) (1.2).excess of 5% of computed tax)

5 28.2 $ 21.5 $ 64.4
Provision for income taxes

32.4% 16.3% 38.3%
Effective tax rate

The favorable adjustments to income tax accruals of $7.1 million, or S.33 a
share, in 1990 and $8.4 million,.or $.37 a share, in 1989 included in the
preceding table resulted from the conclusion of income tax audits that
spanned a number of years. " Interest and other nonoperating income, net" in
the Consolidated Statement.of Earnings included $7.7 million ($4.8 million
after taxes, or $.22 a share) from the 1990 adjustment, and " Interest
charges" were reduced by $12.4 million ($8.2 million after taxes, or $.36 a
share) from the 1989 adjustments.

|

In 1990, the benefit was partially offset ($6.1 million, or $.28 a share)1

from higher taxes on the Company's 1990 equity in unremitted earnings of-IMC
'

Fertilizer resulting from the dividend received deduction benefits no longer
expected to be realized.

|
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The provision for income taxes on earnings from continuing operations| .

consisted of the following:
1990 1989 1988

,

.

iCurrent
$ (6.0) $ 1.2 $ 3.3

.IFederal .8 1.2 2.8
State and local 18.8 8.0 19.5 |''
Foreign 13.6 10.4 25.6

14.6
Charge in lieu of taxes

Deferred 12.6 10.2 17.6
Federal .3 1.5 6.2
State and local 1.7 (.61 .4q

Foreign 14.6 11.1 24.2
'

$ 28.2 5 21.5 $ 64.4

i

Deferred income cax provisions result from timing differences in the
recognition of income and expenses for financial reporting and tax purposes. {The principal components of the Federal and state and local provision for

!

j
deferred income taxes from continuing operations for each of three years in I30, 1990, were adjustments of net deferred tax credits j

~;
the period ended June
through utilization of net operating losses in 1988 and 1989 and, in 1990, j
various timi g differences, primarily IMC Fertilizer equity.'

At June 30, 1990, IMCERA had net operating loss carryforwards for U.S.
regular tax and alternative minimum tax of $211 million and $39 million,;

L respectively, expiring in 2001 through 2002, available to reduce futureAdditionally, the Company ,

taxable income for Federal income tax purposes. |
had investment and other general business tax credit carryforwards of $11.4,

'

'

million, expiring in 1999 through 2005, available to offset future Federal
! income taxes.

The Company also had net operating loss carryforwards of $36 million from
its international operations, primarily in the United Kingdom ($26 million

To the extent such losses relate to Coopers'with no expiration date).
operations and the losses pre-date the acquisition of those operations, their
utilization will reduce the goodwill associated with that acquisition.

|
.r

Undistributed earnings of certain foreign subs' diaries aggregated $57
i million at June 30, 1990, all of which are considered to be permanently
I invested.
l

!
!

,

,

.
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Note I
A_gcrued Liabilities

1990 1989_

At June 30
| $ 28.1 $ 19.8

Discontinued operations 27.8 14.0

Salaries, wages, and bonuses 25.8 8.9
Restructuring accruals 13.8 i

.

Contract settlements 10.6 10.5

Interest 7.2 6.2

Taxes other than income taxes 3.3 3.7
83.0 34.4

Pension
Other

_$_ 199.6 $ 97.5 ;

--

Note J
Dehl

The components of short-term debt were:1

1990 1989

At June 30
$ 63.8 $ 43.6 ,

19.8 18.3 !

Notes payable
Current maturities of lona-term debt

$ 83.6 $ 61.9_
-

4

The components of long-term debt were:
1990 1989_

t At June 30
J

Zero coupon exchangeable subordinated
!

debentures (aggregate principal amount $ 409.9 $ 379.0
at maturity $1.4 billion)

9.875% debentures due in annual installmentsof $15.0 million, beginning in 2002, with 134.3 134.1
fina, p:yment of $12.8 million in 2011

8.75% promissory notes due in annual
installments of $10.3 million, with 103.0 113.3
final payment of $10.7 million in 2000

9.35% debentures due in annual installmentsof $6.5 million, beginning in 1993, with 51.7 51.7
final payment of $7.4 million in 2000 7 4 . 7__ 52.0_

Other 773.6 730.1
19 . 8__ 18.3

_Less current maturities S 753.8 $ 711.8_

The principal amount of each zero coupon exchangeable subordinated 14, 2005, is $1,000 which represents an 8
debenture at maturity on November No periodic interest
percent yield to maturity from the issuance date.
payments are made.
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Holders have the option to exchange each debenture for 5.864 shares of IMC
Fertilizer common stock owned by the Company at any time before November 14,
2005. If a holder elects to exchange the debentures for IMC Fertilizer
common stock, the related debt, including accrued interest, is cancelled.

|
The Company has reserved 8,024,907 of its IMC Fertilizer shares to cover this

| option.

Additionally, the holders can require IMCERA to purchase the debentures on
November 14, 1991, at a price equal to the original issue price plus accrued
interest at that date. At IMC. ERA's option the purchase price may be paid in
cash, shares of IMCERA common stock, shares of IMC Fertilizer common stock,
subordinated extension notes of IMCERA maturing in 2001, or certain
combinations of these items.

The zero coupon debentures are redeemable for cash at any time on or after
November 14, 1990, at IMCERA's option, or earlier under certain

,

l circumstances, in an amount equal to the original issue price plus accrued
interest to the date of redemption.

The 9.875 percent debentures are redeemable at the option of IMCERA at 100
percent in 2001 and thereafter.

The 9.35 percent debentures are redeemable at the option of IMCERA at
prices ranging from 102.805 percent at June 30, 1990, to 100 percent in 1995

|
and thereafter.

e

j Maturities of long-term debt for the next five years are: 1991 -- $19.8;
;

'1992 -- $16.7; 1993 -- $13.2; 1994 -- $29.3; and 1995 -- $18.5.
!

3 Note K
j Pension Plans

The Company's pension plans provide for retirement benefits based on years
of service and level of compensation for the highest three to five years

! occurring generally within a period of up to 10 years prior to retirement.
; Contributions to the domestic plans meet ERISA minimum funding requirements. ]
,

f Effective July 1, 1989, the Company adopted the provisions of Statement of
j Financial Accounting Standards No. 87 " Employers' Accounting for Pensions" in ,

accounting for its foreign pension plans. The effect of this adoption was ),

| not material.
h

,

[
Pension expense for continuing operations was as follows:

1
1 1990 1989 1988

I
U.S. and (for 1990) foreign pension plansu

Service cost $ 12.8 $ 7.4 $ 10.5
l Interest cost on
| projected benefit obligations 25.7 22.4 24.9

Actual return on plan assets (34.0) (20.6) (12.0)
Net amortization of initial unrecognized

asset and deferral of subsequent
g unrecognized net gains and losses 9.8 1.8 (9.0)
e Foreion pension olans 2.9 2.6

$ 14.3 $ 13.9 $ 17.0
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Assumptions used in determining U.S. pension expense ($9.5 million in 1990)
were:

1990 1989 1988

9% 9% 8%

Discount rate 10% 9% 8%

Long-term rate of return on assets 6% 6% 5.5%
Compensation increase rate

The funding status of IMCERA's U.S. and (for 1990) foreign pension plans
and amounts recognized in the balance sheet were as follows:

1990 1989

Plans Plans Plans Plans

With With With With

Assets in Accumu- Assets in Accumu-

Excess of lated Excess of lated
Accumu- Benefits Accumu- Benefits

lated in Excess lated in Excess
Benefits of Assets Benefits of Assets

Assets at fair value $ 272.4 $ 7.1 $ 234.4 5 6.0

Actuarial present value of
benefit obligations

209.4 23.3 190.7 23.7
Vested benefits 5.7 3.6 1.6
Nonvested benefits
Accumulated benefit 215.1 26.9 192.3 23.7

obligations
Projected future

46.6 12.0 40.7 6.7
salary increases

Projected benefit 4
261.7 38.9 233.0 30m _

obligations
Projected benefit obligations

10.7 (31.8) 1.4 (24.4)
(more) less than assets

Items not yet recognized
in earnings

Unrecognized net (gain) loss (13.3) 1.1 (6.6) (1.0)

Unamortized transition
(asset) liability (1.6) 20.3 (4.5) 19.5

_.

Accrued pension liability $ (4.2) $ (10.4) $ (9.7) $ (5.9)

The plans' assets consist primarily of corporate equity and U.S. government
debt securities, and units of participation in a collective short-term
investment fund.

For 1989, the actuarial present value of accumulated benefits of certain
The net assets available for thoseforeign pension plans was $10.9 million.

benefits at the actuarial valuation dates were $10.2 million.

- 46 -

.J



___ _ __ _ .. _____ -- _-__-__ _-_ _ - _ _ -______ _ _ __ - _ _ -

. ..

Note L
Postretirement Health Care Benefits

IMCERA provides certain health care benefits for U.S. salaried and hourly
retired employees. Employees may become eligible for health care benefits if
they retire after attaining specified age and service requirements while they
worked for the Company.

Health care benefits are paid directly by IMCERA and the cost of providing
these benefits to retirees is recognized as an expense when claims are paid.
The cost to IMCERA of such health care benefits amounted to approximatelyI

$5.2 million for 1990, $5.0 million for 1989, and $4.5 million for 1988, all
of which was included in results of continuing operations.

Note M
Caoital Stock

|
i '

n The Company has authorized and issued 100,000 shares, 98,330 outstanding at
.

June 30, 1990, par value $100, 4 Percent Cumulative preferred stock. ThisI
stock, with voting rights, is redeemable at IMCERA's option at $110 a share.
During the three years ended June 30, 1990, the number of issued and
outstanding shares did not change.

In July 1989, 1,236,077 shares of Series A preferred stock were redeemed
! for cash of $65.1 million and 1,302,123 shares were converted into

,
approximately 1,586,000 shares of IMCERA common stock.

In April 1990, all of the 1,398,000 outstanding shares of Series B
preferred stock were converted into approximately 1,770,000 shares of IMCERA
common stock.

i Subsequent to each of these transactions, all of the previously issued
' Series A and B shares were retired. At June 30, 1990, the Company has

authorized 1,400,000 shares, par value $1, of Series preferred stock, none of
which is outstanding.

Each outstanding common share includes a non-voting common stock purchase
right. The rights become exercisable and transferable apart from the common
stock only if a person or group acquires, or obtains the right to acquire, 20,

percent or more of the common stock or makes a tender offer for 30 percent or'

; more of the common stock. After the rights become exercisable, if the
; Company becomes a party to a merger or other combination or transfers 50
l percent or more of its assets or earnings power to such person or group, each
j right, except those held by such person or group, can be exercised to
i purchase $200 worth of common stock of the surviving company for $100. The

j rights may be redeemed at a price of 5.05 per right under certain conditions
prior to their expiration on March 31, 1996.a

Common shares reserved at June 30, 1990, consisted of the following:

!
i
i Exercise of common stock purchase rights 25,548,933

Exercise of stock options and granting of stock awards 2,840,431
Conversion of 4 oercent debentures 18.522

i
28,407,886'
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Changes in the number of shares of common stock issued and in treasury were
as follows:

1990 1989 1988

Common stock issued
Balance, beginning of year 28,404,579 28,281,793 27,964,860

Stock options exercised 391,257 118,762 312,556

Conversion of 4% debentures 2.516 4.024 4.377

Balance, end of year L8. 798. 352 _ 28.404.579 18.281.793

Treasury common stock
Balance, beginning of year 8,171,037 2,813,798 646,675

Purchases 1,292,712 5,369,239 2,167,123

Conversion of Series A and B
preferred stock (3,355,377)

Awards of restricted shares (12.000)

Balance, end of year 6.108.372 8.171.037 2.813.798

Common stock
outstandina, end of year 22,689,980 20,233,542 25,467,995

Note N
Stock Plans

Two non-qualified stock option and award plans adopted in 1973 and 1981, as
amended, provide for granting options to purchase up to 5,200,000 shares of
common stock at prices not less than 100 percent of market price (as defined)
at the date of grant. 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 3,592,263 shares was granted under these
plans through June 30, 1990. The plans permit employees to tender shares to
IMCERA in lieu of cash for the exercise of stock options. Information on ,

options exercised and shares tendered follows: |

f1990 1989 1988

Options exercised 265,606 111,662 258,569

Market value $13.4 $4.6 512.4

Shares tendered 192,457 85,746 179,583

Market value 59.7 $3.6 $8.6
l

For options granted prior to 1985, these tendered shares have been
accounted for as a purchase of treasury shares at market value. For the ,

'

exercise of options issued subsequent to 1984, the Company's operating
results included charges of $1.4 million, 5.6 million, and $1.5 million in
1990,1989, and 1988, respectively, relative to these tendered shares.

!

i

I
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Information on options folloes: L i ,i
Price p

~':
Ranae 1990 1989

_N_ umber of Ootions

Outstanding, beginning of year $29-48 1,071,132 _785,269 3

39-61 788,202 424,650
Granted. 29-61 (13,645) (20,025)
Cancel 1ed- 29-48 (391.257) (118.762)
Exercised

29-61 1,454,432 1,071,132
Outstanding, end of year

1:

-At June 30 479,475 597,194 '

Exercisable
- 1,385,999 660,556__

Reserved for future ootion arants

The average purchase price of outstanding stock options at June 30, 1990, i

was $48.15 a share, based on an aggregate purchase price of $70.0 million.
''

Outstanding stock options will expire over a period ending no later than ,

June 14, 2000.
|The 1973 non-qualified stock option and award plan also provides for the ~

|,Under the plan, the .

award of restricted shares of IMCERA's common stock. a y
grantee makes no cash payment for the award, the shares are held in escrow
until vested, which is generally four years from the date of award, and the

j

grantee cannot dispose of the restricted shares until vested.
Upon

|

forfeiture of any share of restricted stock in accordance with the stock
i

option 'and award plan, or the terms and conditions of the award, the shares |
!

would automatically be transferred to and reacquired by IMCERA at no cost. i '-|
In 1989, IMCERA issued from its treasury 12,000 restricted shares.

St |
'

!

Note 0 )
| International Operations ! ;

'

Sales from continuing operations from the United States to unaffiliated
; |

customers in other geographic areas were as follows: p i
d

1990 1989 1988

$ 10.3 $ 14.7 $ 39.6
Latin America 1.6 7.5 34.7
Europe 20.2 14.1 101.4
Far East 2.2 4.8 19.4
Other;

,
$ 34.3 5- 41.1 $ 195.1?

!

!

!

| 11

s
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Net sales, earnings from continuing operations before income taxes, and
identifiable assets by geographic areas were as follows:

Net Sales to Unaffiliated Customers 1990 1989 1988

United States 5 934.5 $ 753.9 $1,240.4
285.5 142.5 135.0Europe

Latin America 71.3 19.6 12.2

Australia /New Zealand 66.1 11.8 7.5

Canada 32.4 37.2 67.5
34.8 17.9 8.0Other

Consolidated $1,424.6 $ 982.9 $1,470.6

1990 1989 1988
Earn'inos

United States $ 101.0 $ 72.2 $ 195.1
38.2 15.5 19.3Europe

Latin America 7.5 2.5 3.3

Australia /New Zealand 9.6 (.3) .1

Canada 1.2 1.8 21.6

Other .1 .6 12.7

Corporate (41.9) (35.8) (45.5)
Eliminations (3.1) (.8) (5.1)
Operating earnings 112.6 55.7 201.5

Equity in earnings of IMC Fertilizer 31.4 52.9 26.2

Gain (loss) on IMC Fertilizer 28.6 (11.9)public stock offerings
Interest charaes, net (56.9) (5.4) (47.5)

Consolidated $ 87.1 $ 131.8 $ 168.3

Assets 1990 1989 1988 ;

;

''

United States $1,005.0 $ 890.1 5 791.3
Europe 383.2 152.3 134.1

Latin America 54.3 12.0 10.1

Australia /New Zealand 96.6 9.5 8.9

Canada 29.5 23.5 30.2 ||
'

Other 18.7 8.3 76.5 i

546.7 878.4 744.2Corporate
Eliminations (3.1) (2.51 (1.5)

Consolidated $2,130.9 $1,971.6 $1,793.8

Transfers of product between geographic areas are at prices approximating
those charged to unaffiliated customers. The amount of such transfers was ;

not material. |
!

,
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Translation gains related to local currency debt for subsidiaries in
hyperinflationary economies have been classified as a reduction of interest
expense. Net translation losses from other net assets of such businesses
aggregating $5.5 million in 1990 have been included in "Other operating
income, net." These translation effects are primarily from the newly
acquired Coopers business of Pitman-Moore. Translation effects in 1989 and
1988 were not material. i

Note P
Business Senments ,

i'
The tables on page 31 show IMCERA's continuing worldwide operations, which j:

are organized in three industry segments, as follows:
-

Mallinckrodt Medical

Production and sale of products used primarily in hospitals, including
x-ray contrast media, interventional products, airway catheters, temperature
monitoring products, diagnostic and therapeutic radiopharmaceuticals, and
blood gas and vital sign monitoring systems.

Mallinckrodt Specialty Chemicals

Production and sale of analgesics and medicinal narcotics used by
pharmaceutical companies; catalysts, specialty organics and inorganics,
stearates, photochemicals, aromatic fluorine intermediates, and electronic
and laboratory chemicals used by industry and research organizations; and
products for processed food, beverage, and the personal care industries.

l Pitman-Moore
;

Production and sale of mineral feed supplements and animal productivity,
antimicrobials, biologicals, parasiticides, veterinary specialties, and other<

j> health-related products for companion and food animals.
y

Corporate assets consist primarily of cash and short-term investments and j
|

the investment in IMC Fertilizer of $365.8 million, $345.2 million, and
ed$480.5 million in 1990, 1989, and 1988, respectively.

,

f In 1990, corporate expense included restructuring charges of $4.9 million
f reported in the Consolidated Statement of Earnings under " Selling,
I administrative, and general expenses."
!
) In 1989, Pitman-Moore operating earnings included a gain of $3.9 million
i from the sale of a business reported in the Consolidated Statement of

Earnings under "Other operating income, net."

| Results in 1988 included restructuring charges totaling $20.4 million as ;

i follows: Mallinckrodt Medical -- $4.5 million; Mallinckrodt Specialty [
{ Chemicals -- $6.8 million; and Pitman-Moore -- $9.1 million. p

i 0

. t Mallinckrodt Medical operating earnings in 1988 included net nonrecurring
'

j gains of $48.8 million principally from the sale of various operations.
These nonrecurring items were included in the Consolidated Statement of'

;

j Earnings under "Other operating income, net."

k'

| - 51 -

_ _ - _ - _ _ - -



U
. .

Note Q
Commitments

t

IMCERA leases office space, data processing equipment, buildings, and
machinery and equipment. Rent expense for continuing operations in 1990,
1989, and 1988 related to operating leases was $18.9 million, $16.2 million,
and $20.6 million, respectively.

.

| Minimum rent commitments for continuing operations at June 30, 1990, under
I operating leases with a remaining non-cancellable period exceeding one year

are set forth below.

| Years endina June 30

1991 $ 19.1
1992 15.5
1993 11.6 |1994 9.5 i

1995 8.5
Later years 107.8

$172.0

IMC Fertilizer has assumed the Company's obligations under certain leases
and industrial revenue and pollution control bonds. The Company remains
primary lessee under leases which had future minimum rentals of approximately
$209 million at June 30, 1990. However, IMC Fertilizer has indemnified the

3Company with respect to any obligation that might arise. '

In connection with the initial public offering of IMC Fertilizer in
February 1988, the Company entered into an agreement with IMC Fertilizer that
extends to March 30, 1993, or earlier under certain circumstances, including
a decrease in the Company's common stock ownership in IMC Fertilizer to less
than 10 percent. The agreement provides for the making of cash advances to
IMC Fertilizer to pay for certain costs incurred by IMC Fertilizer, but only
if IMC Fertilizer is unable to pay when due all of its debts and ob?igations
without giving effect to the Company's cash advances. Borrowings under this
agreement may not exceed $150 million (Canadian). To date, no advances have
been made under this agreement.

The Company periodically uses forward foreign exchange contracts and
interest rate futures contracts to hedge inventory purchase commitments, debt
denominated in a foreign currency, and interest rate exposures. Gains and
losses on hedge contracts are reported as a component of the related
transaction. At June 30, 1990, forward foreign exchange contracts with an
aggregate contract value of $125.1 million were outstanding. The difference
in the value of the contracts and the June 30, 1990, market value was not jmaterial. The Company is exposed to credit loss on $57.9 million of such
contracts in the event of nonperformance by the counterparties to the
contracts that have expiration dates on or before June 30, 1991. However, |the Company does not anticipate nonperformance by the counterparties. I

!
I
i
!
!

- 52 -

__



.,

-
. .

Note R
Continaencies

i

The Company is subject to various investigations, claims, and legal
proceedings covering a wide range of matters that arise in the ordinary
course of its business activities. In addition, the Company is a party to
several environmental remediation investigations and clean-ups and, along

|
with other companies, has been named a "potentially responsible party" for
certain waste disposal sites. Each of these matters is subject to various

g

i uncertainties, and it is possible that some of these matters may be decided
unfavorably against the Company. The Company has established accruals for
matters that are probable and reasonably estimable. Based on information
presently available, management believes that any liability that may
ultimately result from the resolution of these matters will not have a
material adverse effect on the financial position of the Company.

1

i

|

|

l

|

4
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Quarterly Results (Unaudited)
(In millions except per share amounts)

Fiscal
Ouarter First Second Third Fourth Year

FISCAL 1990

Net sales $315.2 $334.9 $371.7 $402.8 $1,424.6
Gross margins 128.6 135.5 163.8 178.6 606.5
Earnings from

continuing operat' 7.5 9.8 18.7 22.9 58.9
Dis' continued operat. (.3) .5 (2.6) (2.41
Net earnings 7.5 9.5 19.2 20.3 56.5
Preferred stock dividends 1.6 1.2 1.3 .1 4.2
Available for

common shareholders S 5.9 $ 8.3 $ 17.9 $ 20.2 $ 52.3

Primary earnings
(loss) per common share

Continuing operations S $ .40 $ .83 $ .99 2.53..

Discontinued operations (.01) .02 (.11) (.11)

Net earnings S .27 $ .39 5 .85 $ .88 $ 2.42

FISCAL 1989

Net sales .6 $241.0 $258.4 $265.9 $ 982.9
Gross margins +.5 88.9 101.5 114.7 389.6 3

Earnings from
continuing operations 28.8 15.0 23.9 42.6 110.3

Discontinued operations 8.4 f.4) (1.3) 6.7
Net earnings 28.8 23.4 23.5 41.3 117.0

!, Preferred stock dividends 3.6 3.6 3.6 3.6 14.4
|

f Available for
j- common shareholders $ 25.2 $ 19.8 $ 19.9 $ 37.7 $ 102.6
L

Primary earnings
(loss) per common share

i Continuing operations $ 1.03 $ .48 $ .91 $ 1.88 $ 4.20
| Discontinued operations .35 (.01) (.06) .29

g Net earnings $ 1.03 $ .83 $ .90 $ 1.82 $ 4.49-

4

Fiscal 1990

Second quarter results included favorable adjustments from the conclusion
4

j. of income tax audits that amounted to an after-tax gain of $1.9 million, or
5.09 a share.

I
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I Discontinued operations for the third quarter included an after-tax gain of
$5.2 million, or 5.25 a share, from the sale of the Company's fragrance
business, and after-tax provisions of $4.7 million, or 5.23 a share, for
cr.vironmental and litigation costs associated with other discontinued
operations.

Fourth quarter results benefitted from income tax and related interest
income adjustments aggregating $6.1 million, $10.0 million after taxes, or
$.46 a share. This benefit was partially offset by the elimination of the
tax benefit of the dividend received deduction for IMC Fertilizer 1990
unremitted earnings (56.1 million, or 5.28 a share). Also included in the
fourth quarter results were restructuring charges totaling $4.9 million, $3.0
million after taxes, or $.14 a share. Additional provisions for
environmental and litigation costs associated with previously reported
discontinued operations of $2.6 million, or $.11 a share, were also recorded.

Additionally, net sales for the first and second quarter have been restated
to reflect a reclassification of certain costs previously netted against
s al e s .

Primary earnings per share for the four quarters of 1990 are less than full
year per share results by $.03 from an increase in common shares outstanding.

Fiscal 1989

First quarter earnings included a gain of $28.6 million, $17.5 million
after taxes, or $.72 a share, from the IMC Fertilizer July 1988 public stock
offering which was at a price in excess of the per share carrying amount of
the Company's investment in IMC Fertilizer.

Results from discontinued operations in the second quarter included an
after-tax gain of $8.4 million, or $.35 a share, from the sale of the
Company's investment in a previously discontinued methanol joint venture.

Third quarter earnings included a $3.9 million gain, $2.4 million after
taxes, or $.10 a share, from the sale of a Pitman-Moore business.

Fourth quarter earnings benefitted from income tax and related interest
accrual adjustments aggregating $16.6 million after taxes, or $.73 a share on
an annual basis, and also included a reduction of $4.0 million, or $.17 a
share, on an annual basis related to income taxes of IMC Fertilizer's July
1988 stock offering.

Primary earnings per share for the four quarters of 1989 are more than full
year per share results by $.09 from a decrease in common shares outstanding.

!

!
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Item 9. Changes in and Disagreements with Accountants '

on Accounting anti Financial Disclosure

Not applicable.

Part III.
9

Item 10. Directors and Executive Officers of the Registrant

For information concerning directors of the Registrant, see pages 1 through
7, incorporated herein by reference, of IMCERA's definitive Proxy Statement
for the Annual Meeting of Stockholders to be held on October 17, 1990.
Information concerning executive officers of the Registrant is included in
Part I of this report.

Item 11. Executive Compensation

For information concerning management remuneration, see pages 18 through
32, incorporated herein by reference, of IMCERA's definitive Proxy Statement -
for the Annual Meeting of Stockholders to be held on October 17, 1990.

,

Item 12. Security Ownership of Certain Beneficial Owners and Management '

For information concerning security ownership of certain beneficial owners "
-

and management, see pages 7 through 9, incorporated herein by reference, of
IMCERA's definitive Proxy Statement for the Annual Meeting of Stockholders to
be held on October 17, 1990.

,.

.

Item 13. Certain Relationships and Related Transactions

For information concerning certain relationships and related transactions,
see pages 9 through 12, incorporated herein by reference, of IMCERA's
definitive Proxy Statement for the Annual Meeting of Stockholders to be held
on October 17,'1990.

l

-

i

)

- 56 - 1

, wd



__, - - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __

,

. , , .

Part IV.

Exhibits, Financial Statement Schedules, and Reports on Form 8-KItem 14.

(a) FINANCIAL STATEMENTS

See index on page 64 for a listing of financial statements and [.(1) schedules filed with this report. ,

(2) Exhibits
Incorporated Herein Filed

Exhibit by Reference to Herewith
No. Description

(1)
3.1 Restated Certificate of

Incorporation of IMCERA,
'

dated July 9, 1990.
(1)

3.2 Certificate of amendment of
the certificate of 3

incorporation of IMCERA
dated June 4, 1990.

(1)
3.3 By-Laws of IMCERA as amended

through April 18, 1990.

4.1 Indenture dated as of January 1, Exhibit 4.1 to
1966, between IMCERA and The 1987 10-X. '

First National Bank of Chicago
for 4% convertible subordinated
debentures due January 1, 1999.

4.2 Indenture dated as of November 1, Exhibit 4.2 to
1975, between IMCERA and Morgan 1987 10-K.
Guaranty Trust Company of
New York (" Morgan") for $100
million 9.35% Sinking Fund
Debentures due November 1, 2000.

4.3 Indenture dated as of July 1, Exhibit 4.3 to
1966, between Commercial 1987 10-X.
Solvents Corporation and The
Chase Manhattan Bank for 4.5% f
convertible subordinated 1

debentures due July 1, 1999 !
("CSC Indenture").

4.4 First Supplemental Indenture Exhibit 4.4 to
dated as of May 12, 1975, 1987 10-K.

under CSC Indenture.

4.5 Second Supplemental Indenture Exhibit 4.5 to
aated as of June 30, 1978, 1987 10-K.

under CSC Indenture.

- 57 -
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Exhibit Incorporated Herein Filed
No. Descriotion by Reference to Herewith

4.6 Form 8-A Registration Exhibit 4.6 to
Statement under Section 12 1989 10-K.
of the Securities Exchange
Act of 1934, dated April 10,
1987 defining the rights of
holders of IMCERA's 4% Cumulative
Preferred Stock and Common Stock.

4.7 Amended and restated common Exhibit 4(b) to
stock purchase rights agreement Form 8-K dated
dated March 10, 1989. March 10, 1989.

4.8 Indenture dated as of March 15, Exhibit 4
1985, between IMCERA and Morgan to Form S-3

-

pursuant to which $150 million Registration
9-7/8% Sinking Fund Debentures Statement
due March 15, 2011 were issued. No. 2-96566.

4.9 Indenture dated as of November Exhibit 4(a)
1, 1988, between IMCERA and to Form S-3
Continental Illinois National Registration
Bank and Trust Company of Statement
Chicago, Trustee, for IMCERA's No. 33-25017.
Liquid Yield Option Notes, zero
coupon exchangeable subordinated
debentures due November 14, 2005.

10.l(a&b) Employment agreements with Exhibit 10.l(b) and
George D. Kennedy dated (d) to 1988 10-K.
May 19, 1982.

10.1(c) Employment agreement with Exhibit-10.l(f) to
? M. Blakeman Ingle dated 1987 10-K...

1
I May 19, 1982.
1

10.1(d) Employment agreement with Exhibit 10.l(e) to
Kenneth J. Burns, Jr. 1988 10-K.
dated May 19, 1982.

d
'

10.1(e) Employment agreement with Exhibit 10.l(h) to
Raymond F. Bentele dated 1987 10-K.
April 1, 1987.

10. l( f) Employment agreement with Exhibit 10.1(i) to
John A. Edwardson dated 1989 10-X.:

October 19, 1988.

10.2 IMCERA Executive Life Insurance Exhibit 10.2 to
Program adopted May 20, 1987. 1989 10-K.

10.3 Restated IMCERA Executive Exhibit 10.3 to
Long-Term Disability Plan 1989 10-K.
effective January 1, 1987.

|'
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Incorporated Herein FiledExhibit
No. Description by Reference to Herewith

10.4 Employment Agreement with Exhibit 10.5 to
George D. Kennedy dated 1988 10-K.
February 2, 1979.

10.5 Amendment dated May 19, 1982, Exhibit 10.5 to
to Employment Agreement with 1989 10-K.
George D. Kennedy.

10.5(a) Amendment dated September 19, (1)
1984, to Employment Agreement
with George D. Kennedy.

1

10.5(b) Amendment dated July 24, 1986, Exhibit 10.6(b) to
to Employment Agreement with 1986 10-K.
George D. Kennedy.

10.5(c) Amendment dated October 10, 1988, Exhibit 10.5(c) to
to Employment Agreement with 1989 10-K.
George D. Kennedy.

10.6(a) Supplemental Benefit Plan for Exhibit 10.6(a) to
Participants in the IMCERA 1989 10-K.
Retirement Plan as amended
and restated effective
January 1, 1980.

10.6(b) Amendment No. 1 dated June 20, Exhibit 10.6(b) to
1989 to Supplemental Benefit 1989 10-K.
Plan for Participants in the
Retirement Plan for Salaried
Employees of IMCERA.

10.6(c) Amendment No. 2 dated April 20, (1)
t 1990 to Supplemental Benefit

Plan for Participants in the
IMCERA Retirement Plan.

10.7(a) IMCERA Supplemental Executive Exhibit 10.7(a) to
Retirement Plan restated 1989 10-K.'

effective April 19, 1988.

10.7(b) Supplement No I dated Exhibit 10.9(d) to
February 21, 1986, to 1986 10-K.
Supplemental Executive
Retirement Plan.i

4

{ 10.7(c) Amendment No. 1 effective (1)
December 6, 1989, to Supplemental

! Executive Retirement Plan.
I
i 10.8 IMCERA 1.ong-Term Performance Exhibit 10.8 to

Incentive Plan as amended 1989 10-K.
March 17, 1982, May 19, 1982,

i and April 19, 1988.
II
4' - 59 -
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Incorporated Herein Filed
by Reference to Herewith

Exhibit Descriotion
No.

Exhibit 10.9 to 3:IMCERA Management Incentive 1989 10-X.
Compensation Program as amended 710.9

,

effective January 1, 1984. ;
Post-Effective

IMCERA 1973 Stock Option and Amendment No. 1
o

10.10(a)
Award Plan as amended effective to Form S-8
February 21, 1990, Registration

Statement
No. 33-32109.

Exhibit 10.11 to
IMCERA Directors Retirement 1989 10-X.10.11
Services Plan effective
July 1, 1984, as amended
February 15, 1989.

Post-Effective
10.12(a) IMCERA 1981 Stock Option Amendment No. 3

Plan as amended through to Form S-8
April 19, 1988, Registration

Statement >

No. 2-80553
;

Exhibit.10.12(b) to
Amendment to the 1981 1989 10-K.10.12(b) Stock Option Plan effective
February 15, 1989.

Exhibit 10.1 to
,

Intercorporate Agreement dated IMC Fertilizer10.13(a)
| as of July 1,1987 by and Group,.Inc.'s
| between IMCERA and IMC Fertilizer, Form S-1Inc. with Exhibits, including Registration3

the Restated Certificate of Statementf -

I Incorporation of IMC Fertilizer No. 33-17091.
Group, Inc., as amended;-8y-Lawsi ,

'

of IMC Fertilizer Group, Inc.;
Preliminary Agreement for K-2
Advances; Registration Rights
Agreement; Services Agreement,
Management Services Agreement; i

4 Agreement regarding Pollution |
''

Control and Industrial Revenue
Bonds; License Agreement;
office lease and sublease;
management agreements; supply
agreements; and transportation
service agreements. '

(2)
Agreement dated September 12,10.13(b) 1990, among IMCERA Group Inc. and
IMC' Fertilizer Group, Inc.

- 60 -
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Exhibit Incorporated Herein Filed
! No. Description by Reference to Herewith

10.14(a) Note Agreement with The Exhibit 10.24 to :
!Prudential Insurance Company 1987 10-K.

of America dated as of |

February 1, 1980.

10.14(b) Agreement dated June 3, 1981, (1)
consolidating obligation in
loan 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).

10.14(c) Amendments dated October 31, Exhibit 10.31 to
1986, February 26, 1987, 1987 10-X.
August 14, 1987, and
September 14, 1987 to Note
Agreement with Prudential
Insurance Company of America
dated as of February 1, 1980,

10.14(d) Amendment dated June 15, Exhibit 10.14(d) to
1989, to Note Agreement 1989 10-K.
with Prudential Insurance
Company of America dated
as of February 1, 1980.

10.15 Management Compensation and Exhibit 10.30 to
Benefit Assurance Program. 1988 10-K.

10.16 Form of Trust Agreement dated Exhibit 10.31 to
June 7, 1988, between IMCERA and 1988 10-K.

:

i Wachovia Bank & Trust, N.A.,
incident to the program in
Exhibit 10.30, for IMCERA's

,

| 1973 Stock Option and Award
Plan,1981 Stock Option Plan,
Long-Term Performance incentive
Plan, Supplemental Executive
Retirement Plan, Contingent
Employment Agreements, Gross-Up
of Excise Tax Agreement,
and Management Incentive

! Compensation Plan.
;

! 10.17 Letter of Credit Agreement Exhibit 10.32 to
dated May 31, 1988, between 1988 10-X.'

IMCERA and a group of banks
providing the means of
funding the trusts described
in Exhibit 10.31.i

5

l
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Exhibit Incorporated Herein Filed
No. Description by Reference to Herewith

10.18(a) Corporate Staff Employee Exhibit 10.33 to
Severance and Benefit 1988 10-K.
Assurance Policy.

10.18(b) Form of letter sent to Exhibit 10.18(b)
participants in IMCERA's 1989 10-K.
Corporate Staff Employee
Severance and Benefit
Assurance Program.

10.19(a) IMCERA Strategic Incentive Plan Exhibit 10.19 to
effective July 1, 1988. 1989 10-K.

10.19(b) Amendment to IMCERA Strategic (1)
Incentive Plan effective
April 18, 1990.

10.20 Supplemental Life Plan Exhibit 10.20 tc,

of Mallinckrodt, Inc. 1989 10-K.,

effective July 15, 1984.

10.21 Mallinckrodt, Inc. Management Exhibit 10.21 to
Incentive Compensation Plan 1989 10-K.
effective July 1,1988.

10.22 Agreements related to the Exhibits 2(a)
Coopers acquisition between through (d) to
The Wellcome Foundation Limited, Form 8-K dated
Imperial Chemical Industries July 5, 1989.
Plc, et al . , and IMCERA dated
June 16, 1989: Framework
Agreement; United Kingdom
Sale and Purchase Agreement;
Australia Sale and Purchase

.*"

Agreement; and New Zealand

{
Sale and Purchase Agreement.

,

| 11.1 Primary earnings per share (2)
f computation for the three
! years ended June 30, 1990.

11.2 Fully diluted earnings (2)
i per share for the three ;

years ended June 30, 1990.

22 Subsidiaries of the Registrant. (2)

24.1 Consent of Ernst & Young. (2)

28.1 Items I., 2. and 3. of Annual (2)
Report on Form 10-K of IMC
Fertilizer Group, Inc. for :

the year ended June 30, 1990. j

i

| :|
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Exhibit Incorporated Herein Filed
No. Descriotion by Reference to Herewith

,

28.2 f.MC Fertilizer Group, Inc. (1)
definitive proxy statement
dated September 14, 1990.

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

(b) REPORTS ON FORM 8-K

During the fourth quarter and through the date of this filing the following
reports were filed:

Report dated April 18, 1990, under Item 5, regarding the call for
redemption of IMCERA's $3.25 Convertible Exchangeable Preferred Stock,
Series B.

Report dated April 21, 1990, under Item 5, regarding resolutions adopted
by the IMCERA Board of Directors increasing the size of the Board from
eleven to twelve members, electing an additional director, and amending
the Corporation's By-Laws to require at least thirty-days' notice of
Stockholder nomination or other proposal.

Report dated June 15, 1990, under Item 5, regarding International !
I

Minerals & Chemical Corporation's name change to IMCERA Group Inc.

Report dated June 20, 1990, under Item 5, regarding resolution adopted
by the IMCERA Board of Directors increasing the size of the Board from
twelve to thirteen members and listing management changes: Dr. ft.
Blakeman Ingle elected President and Chief Operating Officer; John A.
Edwardson resignation; Darrell L. Feaker resignation; and A. Jacqueline
Dout named Acting Treasurer.

Report on Form 8 dated July 10, 1990, amending the report dated June 20,
1990.

E

i
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INDEX TO FINANCIAL STATEMENTS, SUPPLEMENTARY DATA,
AND FINANCIAL STATEMENT SCHEDULES

Paoe References
33|

Consolidated balance sheets at June 30, 1990 and 1989

For the years ended June 30, 1990, 1989, and 1988: 31
Information by business segment 32
Consolidated statement of earnings 34

Consolidated statement of cash flows 35
Consolidated statement of changes in shareholders' equity

36-53
Notes to consolidated financial statements

54-55
Supplementary data (unaudited)

30, 1990, 1989, and 1988:
Consolidated schedules for years ended June 67

- Marketable securities -- other security investments
,

I

II - Amounts receivable from related parties
and underwriters, promoters, and employees 68 !!
other than related parties

69-70
V - Property, plant, and equipment

VI - Accumulated depreciation, depletion, and 71-72
amortization of property, plant, and equipment

73
i IX - Short-term borrowings

74
- Supplementary income statement information4

X ,

IMC Fertilizer Group, Inc. consolidated statements: F-3
Balance sheets at June 30, 1990 and 1989
For the years ended June 30, 1990, 1989, and 1988l'

F-2
Statement of earnings F-4-F-5
Statement of cash flows F-6
Statement of changes in shareholders' equity

F-7-F-22
Notes to consolidated financial statements

Consolidated schedules II, V, VI, IX, and X for years F-23-F-29
ended June 30, 1990, 1989, and 1988

|

i

All other schedules are omitted as the required information is not present
in sufficient amounts or the required information is included in the ;

consolidated financial statements or notes thereto.
i

Except for the consolidated statements of IMC Fertilizer Group, Inc. noted
above, financial statements and schedules and summarized financial
information of 50 percent or less owned persons are omitted, as none of such

persons are individually or in the aggregate significant under the testsspecified in Regulation S-X under Article 3.09 of general instructions to the
financial statements. - 64 -

t aa



- - - _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _

-
. ..

SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the Registrant has duly caused th.is report to be signed
on its behalf by the undersigned, thereunto duly authorized.

|

IMCERA Group Inc.
(Registrant)

JOHN F. SONDEREGGER
John F. Sonderegger

j

Vice President and Controller I

1

Date: September 26, 1990

)

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:

Sianature Title Date

GEORGE 0. KENNEDY
Chairman September 26, 1990

George D. Kennedy |;

; (Chief Executive Officer)
,

|
( JOHN F. $0NDEREGGER

John F. Sonderegger Vice President and Controller September 26, 1990
(Chief Accounting Officer)

Director September 26, 1990
K u e,

i RONALD G. EVENS
Ronald G. Evens Director September 26, 1990

LOUIS FERNANDEZ'

Louis Fernandez Director September 26, 1990

;

ALEC FLAMM'

Alec Flamm Director September 26, 1990
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Sianature Title Date

JAMES W. GLANVILLE
James W. Glanville Director September 26, 1990

I
PAUL R. JVDY j

f Paul R. Judy Director September 26, 1990
'

ROBERTA S. KARMEL
Roberta S. Karmel Director September 26, 1990

JEREMIAH MILBANK 1

Jeremiah Milbank Director September 26, 1990 |
1

|
MORTON MOSKIN j

Morton Moskin Director September 26, 1990 j
i

HERVE M. PINET
| Herve M. Pinet Director September 26, 1990 ,

i I

j DANIEL R. TOLL ,

|'

Daniel R. Toll Director September 26, 1990

|

{

i

>
|

|

|
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Schedule I. ,,

MARKETABLE SECURITIES -- 0THER SECURITY INVESTMENTS
At June 30, 1990
($ in millions)

BalanceNumber
of Market Sheet

IMC Fertilizer Group, Inc.
Issue Shares Cost Value Amounts

Common Stock
10,000,000 $206.2 $351.3 $313.9

51.9 (A)
Other

$365.8

(A) Represents a dividend receivable in an amount equal to the proceeds (but
not in excess of $51 9 million) which IMC Fertilizer's wholly owned
subsidiary, International Minerals & Chemical Corporation (Canada)
Limited, expects to receive from an insurance claim related to Canadian
potash operations.

{

i

|

!

I

I

l

!

4

|
1

|
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Schedule II

AMOUNTS RECEIVABLE FROM RELATED PARTIES AND UNDERWRITERS, PROMOTERS,
AND EMPLOYEES OTHER THAN RELATED PARTIES
Years Ended June 30, 1988, 1989, and 1990

($ in thousands)

| Balance at End
| Deductions of Period
f Balance

at
Beginning Amounts Not|

of Period Additions Collected Current CurrentName of Debtor

1988:
U.S. employee relocation loans (A) $218 $1,099 $643 $674

8 30 17 21
Number of loans ,

I

Canadian employee housing loans (B) $488
29Number of loans

1989:
U.S. employee relocation loans (A) $674 $2,213 $2,579 $308i

21 31 47 5
Number of loans

4

U.S. employee relocation loans (A) $308 $140 $126 $322 |1990:'

5 6 2 9 |

| Number of loans i!

U.K. employee relocation loans (A) $1,700 $1,700t

|: Number of loans
11 11

h

(A) Generally non-interest bearing and repayable upon the sale of the ,

employee's former residence. {
(B) Interest at rates ranging from 6 percent to 15 percent per annum and '

These loans were transferred to IMCrepayable over 8 to 25 years.
Fertilizer in conjunction with the IPO.

,

e

f !!
n

i

\
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Schedule V
(Page 1 of 2)

PROPERTY, PLANT, AND EQU1PMENT

Years Ended June 30, 1988, 1989, and 1990
($ in millions)

Balance
Other Effect of Balance

at

Beginning Additions Changes-- IMC Fertilizer at End<

of Period at Cost Retirements- Add (Deduct) IPO (E) of Period

1988:
Land $ 70.0 $ .8 5 1.8 $ .2 (A)

.2 -(B)

.1 (C)
(.2) (F) $ (26.3) $ 43 0

Mineral
properties and rights 211.4 1.4 1.1 4 (F) (212.1)

i
I Buildings and leasehold

420.1 10.0 12.0 8.9 (A)
improvements 4.2 (B)

f- 4 (C)
'

3.4 (F) (281.9) 153.1-

Machinery and equipment 1,543.0 34.0 19.9 (10.0) (A)
7.5 (8)

.3 (C)

(1.3) (D)
. (2.7) (F) (1,174.3) 376.6

Construction in progress 48.0 35.0 11.9 .9 '(A)
.2 (8)
.1 (C)

2.2 .(D) (19.8) 54.7-

$2.292.5 $ 81.2 3 46.7 $ 14.8 $(1,714.4) $ 627.4

1989:
Land $ 43.0 $ 2.8 $ .2 $ 7.9 (B)

(.1) (C)
.1 (D) $ 53.5.

Buildings and leasehold
improvements - 153.1 17.5 2.0 .1.3 (B)-

'(1.6)~(C).
(3.4) (D) 164.9

Machinery and equipment 376.6 64.3 14.1 .2 (B)
(2.4) (C)
(3.4) (D) 421.2

l '- Construction in progress 54.7 (2,4) (.7) (C) 51.6

t

$ 627.4 $ 82.2 $ 16.3 $ (2.1) $'.691.2l

- 69 -
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Schedule V
(Page 2 of 2)

PROPERTY, PLANT. AND EQUIPMENT

Years Ended June 30, 1988, 1989, and 1990

($ in millions)
l
'

Balance
at Other Balance

Beginning Additions Changes-- at End

of Period at Cost Retirements Add (Deduct) of Period

1990:
Land $ 53.5 $ .5 $ 1.2 $ (.2) (A)

9.9 (8) $ 63.1
1.2 (C) ,

Buildings and leasehold f
improvements 164.9 20.7 7.2 .8 (A)

33.3 (8)
5.2 (C)
(.5) (D) 217.2

Machinery and equipment 421.2 58.0 22.9 2.5 (A)
41.8 (B)
6.8 (C)

.3 (D) 507.7

Construction in progress 51.6 6.5 1.0 (3.1) (A)
2.6 (B) <

1.6 (C)
(.1) (D) 58.1

$ 691.2 $ 85.7 $ 32.3 $ 102.1 3 846.7

1
Notes:j-
(A) Transfers between accounts.
(B) Purchases of businesses.
(C) Foreign currency adjustment.

| (D) Reclassification from other balance sheet accounts.
(E) Deconsolidation of IMC Fertilizer in conjunction with the IPO.
(F) Miscellaneous related to INC Fertilizer.

l
i

I

70 -
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Schedule VI
e (Page 1 of 2)

ACCUMULATED DEPRECIATION, DEPLET!0N, AND AMORTIZATION

OF PROPERTY, PLANT, AND EQUIPMENT

Years Er.ded June 30, 1988, 1989, and 1990

($ in millions)

Balance Additions j

at Charged to Other Effect of Balance |

Beginning Cost and Changes-- IMC Fertilizer at End

of Period Expenses Retirements Add (Deduct) IPO (F) of Period

1988:
Hineral

properties and rights $ 36.2 3 3.4 $ .2 (6) $ (39.8)

Buildings and leasehold
improvements 188.8 16.3 $ 2.7 2.9 (B)

.2 (C)
1.6 (G) (175.2) $ 31.9

|
i

Machinery and equipment 789.2 69.2 13.4 (2.9) (B)
,

1.5 (C) i

(1.5) (D)
(.2) (G) (692.2) 149.7

Allowance for

|
plant closings (A) 1.1 (1.1)

$1,015.3 $ 88.9 $ 16.1 3 1.8 $ (908.3) $ 181.6

1989:
Buildings and leasehold

improvements 3 31.9 $ 8.0 $ .9 $ (.2) (D) $ 38.8

Machinery and equipment 149.7 39.1 9.5 (6.6) (D)
(.5) (E) 172.2

!

$ 181.6 $ 47.1 $ 10.4 $ (7.3) $ 211.0

- 71 -
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Schedule VI
(Page 2 of 2)

ACCUMULATED DEPRECIATION, DEPLETION, AND AMORTIZATION

OF PROFERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1988, 1989, and 1990

($ in millions)

Balance Additions
at Charged to Other Balance

Beginning Cost and Changes-- at End

of Period Expenses Retirements Add (Deduct) of Period

1990:

Buildings and leasehold
improvements $ 38.8 $ 9.9 $ 2.5 $ 1.2 (E) $ 47.4

Machinery and equipment 172.2 51.9 13.7 .4 (D)
2.7 (E) 213.5

$ 211.0 $ 61.8 $ 16.2 3 4.3 $ 260.9

Notes:
(A) This account is used to provide for losses on disposals of property, plant, and equipment.

Charges to the account consist of losses, net of gains, on such disposals.
(B) Transfers between accounts.
(C) Purchases of businesses.
(D) Reclassification from (to) other balance sheet accounts.
(E) Foreign currency adjustment.
(F) Deconsolidation of IMC Fertilizer in conjunction with IPO.
(G) Miscellaneous related to IMC Fertilizer,

f

I |

; i

p i

f |
,

o
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Schedule IX

SHORT-TERM BORROWINGS
Years ended June 30, 1990, 1989, and 1988

($ in millions)

Maximum Average Weighted
Balance Weighted Amount Amount Average

at End Average Outstanding Outstanding Interest
of . Interest During the During the Rate During

Period Rate Period Period the Period-

Notes payable to banks (A): .l
1
| 1990 $ 63.8 10.7% $ 72.0 $ 68.1 .17.3%

1989 43.6 8.6 46.0 33.6 8.1

1988 33.2 5.6 46.8 36.6 5.6

|

|

Commercial paper:

1990

1989 !

I

1988 $295.7 $153.3 8.2%(B)

.

The average amount outstanding for each period was computed by averaging J

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 outstanding during the year.

I (A) Primarily foreign banks.
(B) Includes the effect of various interest rate swap agreements .

!
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Schedule X
t

SUPPLEMENTARY INCOME STATEMENT INFORMATION

Years ended June 30
($ in millions)

|
,

. .

Charged to Costs and Expenses'
, of Continuing Operations'

1990 1989 1988

! Maintenance and repairs S 44.6 $ 28.1 $ 82.8 -

|
; Amortization of intangible assets $ 20.7 $ 15.2 $ 17.9

i
; Taxes, other than payroll and income taxes: ,

'5 18.1
| Severance taxes

Other. taxes and fees 5 26.9 5 19.3 15.7
|

$ 26.9 $ 19.3 $ 33.8-

Advertising $ 36.9 $ 21.9 $ 20.8
,

h
i

l)itl

*

!;t

&
A
if i

-

.
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REPORT OF INDEPENDENT AUDITORS,

To the Board of Directors and Shareholders
of IMC Fertilizer Group, Inc.

We have audited the accompanying consolidated balance sheet of IMC
Fertilizer Group, Inc. as of June 30, 1990 and 1989, and the related
consolidated statements of earnings (before 1988 pro forma adjustments), cash
flows, and changes in shareholders' equity for each of the three years in the
period ended June 30, 1990. These financial statements are the
responsibility of the Company's management. Our responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free

,

J

of material misstatement. An audit includes examining, on a test basis,
;

evidence supporting the amounts and disclosures in the financial statements.
!An audit also includes assessing the accounting principles used and j

significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a i

!reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly,
in all material respects, the consolidated financial position of IMC
Fertilizer Group, Inc. at June 30, 1990 and 1989, and the consolidated
results of its operations and its cash flows for each of the three years in
the period ended June 30, 1990 in conformity with generally accepted
accounting principles.

ERNST & YOUNG
Ernst & Young

Chicago, Illinois
July 27, 1990

$
F-1
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Consolidated Statement of Earnings of IMC Fertilizer Group, Inc.
(In millions except per share amounts)

Years ended June 30,
1990 1989 1988 i

!

Net sales (including sales to IMCERA i
iof $59.8, $66.3 and $59.9 in 1990,

1989 and 1988, respectively) $1,105.7 $1,221.7 $1,085.6
Cost of goods sold 875.7 886.0 823.1

Gross margins 230.0 335.7 262.5

Se1. ling, administrative and general
expenses (including charges from
IMCERA of $3.3, $9.3 and $6.3 in
1990, 1989 and 1988, respectively) 61.7 69.8 54.3

Other operating (income) and expense, net (2.7) 8.7 (10.4)
Operating earnings 171.0 257.2 218.6

Interest earned and
other non-operating income (3.9) (11.0) (8.5)

Interest charges (including charges
from IMCERA of $1.1 and $11.2 in
1989 and 1988, respectively) 47.3 53.3 36.2 1

Earnings from operations before income taxes 127.6 214.9 190.9
Provision for income taxes 45.0 77.6 79.2
Net earnings 82.6 137.3 111.7
Preferred stock adjustment (14.3)
Net earnings available

for common shareholders S 82.6 $ 137.3 $ 97.4

Earnings per common share $ 3.13 $ 5.27
!

I
Pro forma data (unaudited)

Net earnings, as reported $ 111.7 i

Pro forma adjustments (5.0)
Pro forma net earnings 106.7
Pro forma preferred stock adjustment (24.0)

1

Pro forma net earnings applicable to common stock 5 82.7

(

Pro forma earnings per common share $ 3.88

(See Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc.)

!
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Consolidated Balance Sheet of IMC Fertilizer Group, Inc.i
(Dollars in millions except per share amounts)

At June 30,

1990 1989Assets
Current assets:

Cash and cash equivalents $ 29.6 $ 91.5
54.9 116.5Receivables, net

Inventories
|

Products (principally finished) 106.4 133.0
48.5 46.4Operating materials and supplies'

154.9 179.4
6.1 7.1Prepaid expenses

Total current assets 245.5 394.5
Insurance claim receivable, net 140.0 118.5

Property, plant and equipment 2,203.3 2,142.5
Accumulated depreciation and depletion (1,059.21 (998.4)

| Net property, plant and equipment 1,144.1 1,144.1
55.1 20.8Other assets

$1,584.7 51,677.9

'

Liabilities and Shareholders' Eauity
rCurrent liabilities:

$ 90.1 $ 110.1 |Accounts payable
22.2 17.9 |

Income taxes 77.8 82.0Accrued liabilities
Current maturities of long-term debt 21.5 60.3 |

Total current liabilities 211.6 270.3
385.0 501.5Long-term debt, less current maturities
36.5 33.1Accrued reclamation costs
29.3 20.2Deferred income taxes 51.9 51.9 }

Dividend payable to IMCERA I

50.7 35.6Other noncurrent liabilities

Shareholders' equity:
Common stock, $1 par value, authorized

50,000,000 shares; issued 26,398,410 and
26,364,030 shares in 1990 and 1989, respectively 26.4 26.4

558.0 557.0Capital in excess of par value
238.0 183.9Retained earnings

Treasury stock, at cost, 63,429
and 49,191 shares of common
stock in 1990 and 1989, respectively (2.7) (2.0)

Total shareholders' equity 819.7 765.3

$1,584.7 51,677.9

k
E (See Notes to Consolidated Financial Statements' of IMC Fertilizer Group, Inc.)
i
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Consolidated Statement of Cash Flows of IMC Fertilizer Group, Inc.
(In millions)

:
Years ended June 30,

1990 1989 1988

1
'

Cash Flows from Operating Activities
i

Net earnings 5 82.6 $ 137.3 $ 111.7
Adjustments to reconcile net earnings to4

i
ne'. cash provided by operating activities:

J Depreciation and depletion 92.5 99.7 78.5

N Deferred income taxes 9.1 9.5 2.2
1 Reserve for insurance claim receivable 19.7

Other non-cash charges and credits, net 16.7 23.4 2.6
Changes in:>

Receivables 61.6 (26.0) (2.2)
Inventories 24.5 (43.1) 13.4
Prepaid expenses 1.0 (.3) (2.7)
Accounts payable (20.0) 14.2 1.0
Accrued liabilities (4.2) 21.0 18.4
Income taxes 4.3 (14.1) 27.7

i Net cash provided by
operating activities 287.8 221.6 250.6

Cash Flows from Investing Activities
|

| Capital expenditures (94.3) (55.3) (26.3)
Sales of property, plant and equipment 7.8 2.0 17.3
Water inflow expenditures, represented

by an insurance claim receivable (41.2) (28.4) (38.2) i
Investment in oil and gas joint venture (38.2)

3||Purchase of Four Corners "

1. Mine partnership interest (105.2)
Other, net (2.0) ( 27. 5).

Net cash used by
investing activities (165.9) (188.9) (74.7)

Net cash provided before
1 financing activities 121.9 32.7 175.9 ;

(continued on following page)

i
!,

i;

.

|

!
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Consolidated Statement of Cash Flows of IMC Fertilizer Group, Inc. (cont'd)
,

~

(In millions)
Years ended June 30,

1990 1989 1988

Cash Flows from Financing Activities

Proceeds from issuance of long-term debt $ 188.8 $ 220.0 $ 370.0

Payments of long-term debt (344.1) (259.3) (11.4)
Proceeds from issuance of IMCERA notes payable 110.0 370.0

Payment of IMCERA notes payable (110.0) (370.0)
192.0 229.2

Proceeds from issuance of common stock
Redemption of preferred stock (200.0)
Cash dividends paid:

Preferred stock dividend to IMCERA (14.3) (229.2)

Common stock dividend to IMCERA (386.0) |
prior to initial public offering j

Common stock dividends ~
after initial public offering (28.5) (26.9). (7.9) j

!Net cash used by
(183.8) (88.5) (35.3) |financing activities \

l

Net increase (decrease)
in cash and cash equivalents (61.9) (55.8) 140.6

| Cash and cash equivalents-
| 91.5 147.3 6.7

beginning of year'

;

Cash and cash equivalents-
$ 29.6 $ 91.5 $ 147.3

end of year

Supplemental cash flow disclosures: $ 40.6 $ 38.5 5 25.8Interest paid
Income taxes paid $ 32.5 $ 87.8 $ 52.8

fSupplemental schedule of non-cash |
investing and financing activities:

$ 51.9 j
Dividend declared to IMCERA '

Issuances of common stock for
S .2 $ 6.0

compensation awards

(See Notes to Consolidated Financial Statementsof IMC Fertilizer Group, Inc.)
I

f
,

| i

| |
| i
| :
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Consolidated Statement of Changes in Shareholders' Equity
of IMC Fertilizer Group, Inc.
(In millions except per share amounts)

Capital in
Excess

Preferred Common of Par Retained Treasury
Stock Stock Value Earninas Stock

Balance at June 30, 1987 $ 200.0 $ 10.0 $ 794.3
Net earnings $ 111.7
Sale of common stock 11.0 218.2
Dividends

Exchangeable Preferred
Stock, Series A
(to IMCERA) (229.2)

Common stock ;

Prior to initial
'

public offering
(to IMCERA) (421.9) (16.0)

After initial
public offering
($.37 a share) (7.9)

Restricted stock awards .3 5.7
Acquisition of shares $ (.1)

Balance at June 30, 1988 200.0 21.3 367.1 87.8 (.1)
Net earnings 137.3
Sale of common stock 5.0 187.0
Dividends

Exchangeable Preferred
Stock, Series A
(to IMCERA) (14.3)

Common stock
($1.02 a share) (26.9)

Stock options exercised .1 2.7
Restricted stock awards .2
Redemption of shares (200.0)
Acquisition of shares (1.9)

Balance at June 30, 1989 26.4 557.0 183.9 (2.0)
Net earnings 82.6
Dividends-

Common stock
($1.08 a share) (28.5)

Stock options. exercised .8'
Restricted stock awards .2
Acquisition of shares f.7)

Balance at June 30, 1990 - $ 26.4 5 558.0 $ 238.0 $ (2.7)

(See Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc.)
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Notes to Consolideted Financial Statements
I of IMC Fertilizer Group, Inc.

(Dollars in millions except as otherwise indicated)

Note 1 Oroanization. Recapitalization and Business of the Company

Through June 30, 1987, the Company's business was operated as the
fertilizer business group (" Fertilizer Business") of International Minerals &
Chemical Corporation ("IMC"). As of July 1, 1987, IMC contributed
substantially all of the net assets of the Fertilizer Business to the-Company9

i

in exchange for 1,000 shares of common stock and the Company's assumption of
IMC's liabilities and obligations attributable to the Fertilizer Business.
In September 1987, the Company adopted a recapitalization plan whereby it
issued to IMC ten million shares of its $1 par value common stock and four
million shares of its Exchangeable Preferred Stock, Series A, in exchange for
1,000 shares of the Company's common stock then owned by IMC. In February
1988, the Company completed an initial public offering of 11 million shares
of common stock. Net proceeds from this initial public offering were used to
pay a special dividend on the Exchangeable Preferred Stock, Series A, all of
which was owned by IMC. See Note 17 - Capital Stock for information
concerning an additional common stock offering in July 1988, and the
subsequent redemption of all of the outstanding shares of Exchangeable
Preferred Stock, Series A. As a result of these transactions, IMC's
ownership of the Company's common stock was reduced to approximately 38
percent. On June 14, 1990 at a special shareholders' meeting, IMC changed
its name to IMCERA Group Inc. As used in these financial statements, unless
otherwise indicated, " Company" refers to IMC Fertilizer Group, Inc., its
subsidiaries and its predecessors, and "IMCERA" refers to IMCERA Group Inc.

1

The Company, which operates in a single industry segment, is engaged in f
the mining, processing, production, and sale of phosphate rock, phosphate {
chemicals, potash, and ammonia for inorganic fertilizers; the production and
sale of mixed fertilizers; and the production and sale of uranium oxide.

Note 2 Accountino Policies

Principles of Consolidation
Financial statements of all subsidiaries controlled by the Company are

consolidated. The Company also consolidates its proportionate share of the
asset < and liabilities of the Company's new sulphur venture, while its 25
percent investment in its recent oil and gas venture is being accounted for
using the equity method. Intercompany transactions are eliminated.

Cash Flow Information
The Company considers all highly liquid investments with a maturity ofThe effect of

i three months or less when purchased to be cash equivalents.
foreign currency exchange rate fluctuations on the total cash and cash
equivalents balance was not significant.

Inventories
Inventories are valued at the lower of cost or market (net realizablej

value) . Cost for substantially all inventories is determined on a cumulative
annual average basis.

F-7
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

Property, Plant and Equipment Provisions for i

Property, plant and equipment are recorded at cost. l
depreciation are based upon estimated useful lives of 17 to 50 years for
buildings and 5 to 20 years for machinery and equipment, using principallyProvisions for depletion of
straight-line and unit-of-production methods.
mineral properties are based upon estimates of recoverable reserves, using
the unit-of-production method.

Pension Plans
The Company has pension plans that cover substantially all employees.

Generally, contributions to the U.S. plans are made to meet ERISA minimum|

funding requirements, while contributions to Canadian plans are made in
accordance with Pension Benefits Acts instituted by the provinces of
Saskatchewan and Ontario.

Income TaxesU.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.

In December 1987, the Financial Accounting Standards Board ("FASB") '

issued Statement of Financial Accounting Standards ("SFAS") No. 96 that
established new accounting and reporting standards for the effects of income

In December 1989, the FASB issued SFAS No. 103, which deferred the
i

When SFAS No. 96 is adopted, jtaxes.
effective date of SFAS No. 96 to fiscal 1993. |the Company will be required to reflect a one-time charge of approximately |
$141 million, which relates primarily to recording the deferred tax effects !However, the FASB is
of the basis differences of certain net assets.

'

currently reconsidering a fundamental aspect of SFAS No. 96, the effects of
.

F

which cannot be reasonably estimated at this time since the effect may be !
substantially influenced by future developments, including any amendment to

]
the standard.

u,

j
Note 3 Pro Forma Data (Unaudited)q

Pro forma data is presented assuming the Company's recapitalization andd Pro formainitial public offering had been completed on July 1,1987.i adjustments in 1988 consist of:g
'

$ 6.1
Interest charges 1.5 |
General and administrative expenses (2.61 !

'

Credit for income taxes S 5.0 ,

|t

i
'

;

$370 millionPro forma interest charges are based on additional debt o:
,

'

(See Note 18 - Dividends) outstanding from July 1, 1987 through September 8,
1987 at an annual interest rate of 8.5 percent. Pro forma general and
administrative expenses are additional expenses from July 1,1987 through the
date of the initial public offering, primarily for shareholder relations,
board of director costs, and additional financial services which management
estimates would have been incurred if the Company had been a publicly held

-
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

;

A pro forma credit for income taxes of $2.6 million for the
effect of these pro forma adjustments is provided at a federal statutory rate

:

corporation.

of 34 percent.

Earninas Per Common Share and Pro Forma Earninos Per ShareNote 4

Earnings per common share were based on the weighted average number of|

,

Shares used in the! common and common equivalent shares outstanding. shares for the years ended June
;

26,388,378 and 26,047,007calculations were
30,1990 and 1989, respectively. ||

In 1988, pro forma earnings per common share (unaudited) were based oncommon shares outstanding, assuming the initial public offeringil
|

had been completed on July 1, 1987, a restricted common stock award granted21,272,454

to participants of the Company's long-term incentivej

compensation plan, and after recognition of the pro forma preferred stockJanuary 29, 1988''
;

I
adjustment provided on pro forma net earnings.!'

j

f
Note 5 Eglated Party Transactions

The Company, in the ordinary course of business, sold to IMCERA certainThese sales and purchases were generally at pricesJ;

I
materials and products.
approximating those charged to unaffiliated customers.,

f'|
Prior to March 1989, IMCERA provided certain financial and administrativeBeginning in March 1989, IMC Fertilizer assumed thel

administration of certain functions, including payroll and other
services to the Company. !

.

I

administrative services, and now provides such services, at cost, to IMCERA.
,

f
The Company, through its operating agreement with IMCERA, also provided
certain management and overhead functions at certain IMCERA plant locations.These charges are included in the|

Such services were charged at actual cost. accompanying financial statements in receivables, net as shown in the
!

1

following summary of transactions: Years ended June 30,
1990 1989 1988_

|
5 (7.9) $ (3.7) )

Balance at beginning of year !

Charges from IMCERA:
Financial, administrative 3.3 8.6 5 6.3

and other services |
Interest charges on 1.1 11.2 j

short-term borrowings .7 56.3 |, ,
'

Payroll and associated costs 25.7
Income taxes paid 3.3 10.4 99.5

Charges to IMCERA: (59.8) (66.3) (59.9)
(26.21Sales of product (34.61 (26.4) __

Management and overhead services (94.4) (92.7) (86.1)
!

78.1 (17.1192.0_ _

Net cash transferred from (to) IMCERA _5 (7.0) 5 (7.9) 5 (3.74g
i Balance at end of year

( F-9 ;
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

Note 6 Other Operatina (Income) and Exoense. Net
1;
I

Other operating (income) and expense, net in 1990. included a gain of 56.1 l '|
: million which represented the first installment payment from the sale ofj
,

certain potash reserve interests to the U.S. government for $24 million. The
book value of the reserve interests was negligible. The balance of the sales 3|

[ price, amounting to $17.9 million, is contingent upon the availability of
h appropriated funding by Congress over the next year. 1990 also included a
' ' charge of $4.6 million resulting from an increase in a plant decommissioning ;

reserve. In 1989, Other operating (income) and expense, net included a
charge of $7.1 million from the announced shutdown of a production facility
and in 1988 included a gain of $8.3 million from the disposition of certain
assets.

l

i

Note 7 Current Receivables

1990 1989

Trade accounts S 84.7 $ 99.9 I

Non-trade receivables 15.4 11.0
Due from IMCERA 7.0 7.9

I
107.1 118.8[

i Less:
| Allowances 2.2 2.3

Receivable interests sold 50.0
? $ 54.9 5 116.5 .

L

1

In January 1990, the Company entered into a five-year agreement with a
,

(' financial institution whereby the Company sold an undivided interest in
' designated receivables, up to a maximum of $50 million, on an ongoing basis,
.i subject to limited recourse provisions. Related costs for the year ended
L June 30, 1990, charged to interest earned and other non-operating income
k totaled $1.9 million. Proceeds from the sale of receivable interests were
h used to reduce outstanding borrowings under the Company's revolving credit (

[ agreement.

[ Note 8 Four Corners Mine Purchase
t

In January 1989, the Company purchased an additional 50 percent'

partnership interest in the Four Corners Mine and related properties in west
central Florida from a subsidiary of W. R. Grace & Co. for $112 million. The

purchase price and the Company's share of Four Corners debt totaling $107
million were refinanced with a $220 million note discussed in Note 12 -
Long-Term Debt. The Four Corners Mine resumed operations in January 1989,
following a three-year shutdown brought about by unfavorable market
conditions for phosphate rock. Operating results of the partnership interest
purchased in 1989 were not material to the Consolidated Statement of Earnings ,

for the periods prior to the acquisition.

F-10
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

The Company's approximately 50 percent equity interest in the
partnership's loss prior to January 1989 was included in the Consolidated
Statement of Earnings in " Cost of goods sold" and amounted to $8.7 million
and $13.0 million in 1989 and 1988, respectively.

{ Note 9 Insurance Claim Receivable

A water inflow in one of the Company's two inter-connected potash mines
in Saskatchewan, Canada, has continued in greater or lesser degree since
December 1985. Efforts to correct the problem are ongoing with $251.3
million (Canadian) having been expended through June 30, 1990. Expenditures
are estimated to be approximately $54 million (Canadian) in 1991. The
Company has filed a Proof of Loss in this matter with its insurers. Material

i

aspects of the Company's claim are disputed by the insurance carriers and are!

I being litigated in Regina, Saskatchewan. The Company, after discussion with
| legal counsel, believes it should prevail in this litigation, at least up to

the stated policy limits of $250 million (Canadian). The Company contends
that its recovery under certain provisions of its insurance policies is not
limited to the stated policy limits and has filed claims exceeding this
amount against the insurers.

Recently, the primary insurers have amended their case and now allege
that the Company committed fraud, and thereby forfeited its rights to any
insurance recovery, by inflating its claims and by making a claim for
property that has not been lost. The Company vigorously disputes this
allegation and believes it to be without merit.

At June 30, 1990, the insurance claim receivable, net, converted into
U.S. funds using a U.S. dollar equivalent of 5.86, totaled $140 million, and
was classified as long term because the litigation is not expected to be
resolved within one year. On January 1, 1990, the Company began to reserve :

| against increases in the insurance claim receivable resulting from remedial
water inflow expenditures incurred subsequent to that date. For the year
ended June 30, 1990, net earnings included a related charge of $9.7 million .

(U.S.), or 5.37 per share, from the recording of this reserve. i

In September 1987, the Company, as part of its recapitalization, declared
a dividend on its common stock in the amount of $51.9 million, which was
equal to the amount of the insurance claim receivable on the Company's booksi

at June 30, 1987. This dividend is payable to IMCERA from insurance proceeds ;

recovered by the Company. !

IMCERA has entered into an agreement to provide cash advances to the |
Company to pay for, or to reimburse the Company for th payment for, remedial !

i efforts at the mines during the period commencing March 31, 1988 and ending
on the earlier of January 1,1993 or the date on which all of the commitments .

'

are terminated under various credit agreements described in Note 12 - |'

: Long-Term Debt and the Company's obligations thereunder have been paid, but
} only if the Company is unable to pay when due all of its debts and
i obligations without giving effect to such cash advances from IMCERA.
! Borrowings under this line of credit may be not more than $150 million
|

9
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e Notes to Consolidated Financial Statements !
of IMC Fertilizer Group, Inc. (Continued)

o

(Canadian).in'the aggregate. At IMCERA's option, annual borrowings may be !
limited based on remedial costs and .the amount of advances in each fiscal l

year. Such advances bear interest at a rate equal to the Company's lowest
cost of borrowing at the time. To date, no advances have been made under the
agreement.

Note 10 Property. Plant and Eouipment

1990 1989

Land $ 18.4 $ 17.6
[. Mineral' properties and rights 311.5 304.9 I

Buildings and leasehold improvements 329.0 329.4
Machinery and equipment 1,477.6 1,451.7
Construction in progress 66.8 38.9

2,203.3 2,142.5
Accumulated depreciation 995.9 944.8
Accumulated depletion 63.3 53.6

1.059.2- 998.4 i

Net property, plant and equipment .51,144.1 51,144.1
'

Amounts related to capital leases included above:
Gross assets $ 107.3 $ 112.6 ,

Net assets S 53.4 5 61.5

In 1990, the Company reduced the estimated useful lives -of-its New Wales
uranium plant assets because of the uncertainty whether sales contracts,
covering most of the production, will be renewed when they expire in 1992,
and whether the market price of uranium oxide will be favorable enough to;

warrant continued operation of the plant beyond that date. As a result, 1990
depreciation expense increased $4.3 million because of this change.

| Note 11 Accrued Liabilities

1990 1989

Salaries, wages and bonuses 3 28.3 $ 26.3
Taxes other than income taxes 10.7 20.4
Interest 21.6 13.5
Other 17.2 21.8

5 77.8 5 82.0

1
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00 Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

Note 12 Lono-Term Debt
'1990 1989

Notes payable, with interest at 11.25%,
due in installments from 1995 to 2004 $ 220.0 $ 220.0

,

i Notes payable, unsecured, with interest
' rates averaging 9.1%, due in 1996 70.0

Notes payable, with interest rates
averaging 10.3%, due in variable

224.4installments through 1998 ,

Notes payable, unsecured, with
interest rates averaging 9.7%,
due in installments through 2002 33.0 33.0

Capital lease obligations, with
interest rates averaging 9.25% 62.2 63.0

Pollution control, industrial revenue and
special purpose revenue bonds, with
interest at 6.75% to 11.625%, due in
varying installments from 1997 to 2013 21.3 21.3

.1Other, due in 1991
406.5- 561.8

Less current maturities 21.5 60.3
$ 385.0 $ 501.5

In December 1987, the Company entered into term loan agreements and a
revolving credit agreement under which the Company could borrow up.to $370
million and $130 million, respectively, for 10 years. In December 1989, the
Company completed a restructuring of these credit facilities. The new
revolving credit agreement, totaling $300 million, is unsecured and matures
in 1996. Borrowings under this agreement bear interest at the Company's *

option at rates based on the bank's base rate, a certificate of deposit rate,
or a Eurodollar rate. At June 30, 1990, $70 million of notes payable were
outstanding under this revolving credit agreement. Commitment fees of 1/8
and 1/4 percent are required on the used and. unused portion'of the total
commitment, respectively.

The revolving credit agreement requires, among other things, the
maintenance of a working capital ratio of not less than 1.1 to 1.0, a ratio
of available cash flow to debt service of not less than 2.0 to 1.0, and
restrictions on increases in funded debt and the payment of dividends. At
June 30, 1990, $138.6 million of retained earnings were available for
dividends under the agreement.

In February 1989, the Company entered into a $220 million loan agreement,
proceeds of which were used to finance the purchase of the Four Corners Mine
partnership interest and related properties, and to repay the Company's
portion of previous Four Corners debt. These notes arc due in annual
installments of $22 million beginning in 1995.

F-13
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

.

Scheduled maturities of long-term debt for the next five years, excluding
capital lease obligations, are as follows:

1991 $ 5.1
1992 2.5
1993 2.5
1994 2.5
1995 24.5

Note 13 Commitments

The Company has a number of lease agreements primarily involving
buildings, rail cars, data processing equipment, and machinery and
equipment. The present value of future minimum capital lease payments and
the future minimum lease payments under non-cancellable operating leases at
June 30, 1990 were as follows:

Capital Operating
Lease Lease

Payments Payments

1991 5 27.0 $ 13.3
1992 14.0 13.7
1993 13.0 12.5
1994 8.2 9.9
1995 8.2 7.8
Subsequent years 16.4 55.7
Future minimum lease payments 86.8 $ 112.9
Less equivalent interest (24.6)
Present value of future minimum lease payments 5 62.2

Rent expense in 1990, 1989 and 1988 related to operating leases was $17.1
million, $15.7 million, and $13.8 million, respectively.

The Company's Canadian subsidiary is committed under a service agreement
with Potash Corporation of Saskatchewan Inc. ("PCS") to produce annually from
mineral reserves specified quantities of potash for a fixed fee and a pro
rata share of production and capital costs. The term of the agreement
extends through June 30, 1991, and is renewable on the same terms at the
option of PCS for seven additional five-year periods. Potash produced for
PCS may, at PCS's option, amount to an annual maximum of approximately
one-fourth of the Canadian subsidiary's production capacity. During 1990,
production of potash for PCS amounted to 525,000 tons, or approximately 19
percent of tons produced.

The Company is committed through a joint venture agreement with Freeport
and Felmont Oil Corporation to contribute its share of costs incurred in
exploration and development of 11 sulphur leases located offshore Louisiana.
In connection with this agreement, IMC Fertilizer executed and delivered to

,
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

Freeport Collateral Mortgage Notes totaling $595.8 million which will become
effective only if the Company fails to meet its obligations required under
the Joint'0perating Agreement covering each lease. At June 30, 1990,
~ drilling had been completed on six of the leases, one of which resulted in a
major sulphur discovery at Main Pass Block 299.

In addition, the Company is committed through a Joint Operating Agreement !
'

with Freeport and Felmont Oil Corporation to contribute its share of costs to
build offshore mining facilities to extract oil and gas deposits which were
also discovered at Main Pass Block 299. In June 1990, the Company executed
and delivered to Freeport a lien and security interest totaling $28.3 million
covering its obligations under the agreement.

,.
,:

The Company is also committed, under a management compensation and !!!
benefit assurance program, to fund various deferred management compensation '.
and benefit plans in the event of a change in control of the Company. Under -

this program, standby letters of credit, totaling $60 million, have been '

established to ensure that officers and key management personnel receive the ;:
compensation and benefits expected by them under unfunded benefit plans,
including severance and benefits, in the event of termination after a change
in control of the Company. i=

Note 14 Pension Plans

The Company has several defined benefit pension plans covering most U.S. !

and Canadian employees. Retirement benefits are based on a combination of
years of service and the level of compensation for the highest five
consecutive salary years occurring generally within a period of time up to 10
years prior to retirement, depending on the plan.

Effective July 1, 1988, IMC Fertilizer changed its method of accounting
for pension costs by adopting the provisic.ns of SFAS No. 87, " Employers'

,

Accounting for Pensions," for its Canadian pension plans. Pension expense
for Canadian plans for 1988 was determined under the provisions of previous
accounting principles. The effect on pension expense of the adoption of SFAS

. ,

No. 87 was immaterial. J

The components of pension expense, comra ed actuarially, were as follows:

U.S. Plans Canadian Plans -

1990 1989 1988 1990 1989
;

i Service cost $ 4.8 $ 4.2 $ 4.6 $ .7 $ .6
! Interest cost on projected

benefit obligation 9.0 7.7 6.6 1.6 1.3
Return on plan assets (11.6) (7.5) (2.4) (1.9) (1.5)
Net amortization and deferral 4.0 .2 (3.4) .1 (.1)

!$ 6.2 $ 4.6 5 5.4 $ .5 $ .3 i

i

I

{
Pension expense in 1988 for Canadian plans was $.3 million.

t
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' Notes to Consolidated Financial Statements
'of IMC Fertilizer Group, Inc. (Continued)

The funding status of the Company's pension plans, including Canadian
,

plans, and amounts recognized in the Consolidated Balance Sheet were as
follows:

1990 1989
Plans Plans Plans Plans
With With With With

Assets in Accumu- Assets in Accumu- ,

Excess of lated Excess of lated
'

Accumu- Benefits Accumu- Benefits.
lated in Excess lated. in Excess ,

Benefits of Assets Benefits- of Assets j

Plans' assets at fair value 5 112.4 5 5.7 $ 100.2 $ 4.0
.,

Actuarial present value of
benefit obligations: -

!Vested benefits 78.4 10.2 71.7 7.2
Non-vested berefits 1.3 .9 2.6 .6
Accumulated '

benefit obligations 79.7 11.1 74.3 7.8
Projected future

salary increases 35.9 5.2 30.2 4.6 e;
; Projected #''

benefit obligations 115.6 16.3 104.5 12.4-
Projeci.ed benefit obligations ;

p _in excess of assets (3.3) (10.6). (4.3) (8.4)
| Items not yet ;
~ recognized in earnings:

Unrecognized net
(gain) loss (2.0) 2.2 2.0 1.1

Unrecognized transition
(asset) liability (4.2) 2.9 (4.7) 3.2

Unrecognized prior
service cost 4.4 1.1 .8 .6-

Additional,

minimum liability (1.8)
Accrued pension liability $ (5.1) 5 (6.2) 5 (6.2) 5 (3.5)!

i 1990 1989 1988
,

:

Rates used in determining the
actuarial present value of the
projected benefit obligation: ;

Discount rate .8.6% 8.6% 8.0% |, _ .

t. Long-term rate of return on assets 9.2% 9.1% 8.0%
; Rate of increase in compensation levels 6.1% -6.0% 5.5%

? |
'

iThe plans' assets consist mainly of corporate equity and U.S.-government
debt secarities, and units of participation in a collective short-term
investment fund.
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Notes to Consolidated Financial Statements-F of IMC Fertilizer Group, Inc. (Continued)t

Note 15 Postretirement Health Care Benefits

The Company provides certain health care benefits for U.S. salaried and
- hourly retired employees. Employees. may become eligible for health care
benefits if they retire after attaining specified age and service

! requirements while they worked for the Company.
! Health care benefits are paid directly by the Company to individuals'who

retired from the Company after January 31, 1988 and are recognized as an
expense when claims are paid. For those individuals who retired prior to
February 1,1988, health care benefits will be paid by IMCERA,-and the
Company will be charged for one-half of such costs, not exceeding $.8 million
in any fiscal year. The cost to the Company of such health care benefits was
insignificant.

Note 16 Income Taxes
i

Prior to February 3,1988, the Company was included in the consolidated I

income tax returns of IMCERA and the Company's current federal and state |

income tax provisions were governed by a tax-sharing arrangement. Under this I

arrangement, such provisions were based on taxable income calculated on a
|separate tax-return basis for the period July 1, 1987 through February 2,

1988.

The components of earnings before income taxes and the income tax effects
of significant tax credits and other items were as follows:

1990 1989- 1988

Domestic $ 87.9 $ 161.2- $ 155.1 .

|

Foreign 39.7 53.7 35.8
Earnings before income taxes $ 127.6 $ 214.9 $ 190.9

i

Computed tax at the
federal statutory rate of 34% $ 43.4 $ 73.1 $ 64.9 |

J

Foreign income and withholding taxes 6.7 9.8 18.7

Percentage depletion (6.9) (11.5) (8.6)
1

Federal taxes on
undistributed foreign earnings 2.5 1.7 3.2

State income taxes, net of
federal income tax benefit 1.5 4.7 4.7

Basis difference reversal (2.0) (2.5) (4.2)
Other items (none in

excess of 5% of computed tax) (.2) 2.3 .5

Provision for income-taxes $ 45.0 $ 77.6 5 79.2

Effective tax rate 35.3% 36.1% 41.5%

F-17
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

The provision for income taxes consisted of the following:

1990 1989 1988

Current
Federal $ 19.0 $ 36.5 $ 41.6State and local 1.0 6.3 7.5Foreign 15.9 25.3 27.9

35.9 68.1 77.0Deferred
Federal 3.4 6.3 .8State and local 1.3 .8 (.4)Foreign 4,4 ?d 1.8

9.1 9.5 2.2
5 45.0 $ 77.6 $ 79.2

Deferred income tax provisions (credits) result from timing differences,
principally depreciation, in the recognition of income and expenses for
financial reporting and tax purposes.

The company has no present intention of remitting undistributed earnings
of foreign subsidiaries aggregating $125 million at June 30, 1990, and
accordingly, no deferred tax liability has been established relative to these
earnings.

At June 30, 1990, the Company's buildings and leasehold improvements,
machinery and equipment, and certain liabilities, primarily accrued
reclamation costs, have tax bases which, in the aggregate, are approximately
$383 million less than their book bases. These differences, which will
result in expenses for financial reporting purposes in subsequent years in
excess of related tax deductions, are accounted for as permanent differences
under the Company's current method of accounting for income taxes.

Note 17 Capital Stock

In July 1988, the Company completed a public offering of 5,000,000 shares
1of common stock at $40 per share. The net proceeds from this stock offering i

of $192 million plus $8 million of internally generated funds were used by
the Company to redeem all of the outstanding shares of Exchangeable Preferred ;

Stock, Series A, at the stated redemption price of $50 per share or $200
million in the aggregate. .

!
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)-

Changes in the number of shares of common stock issued and in treasury
,

were as follows:

1990 1989 1988

Common stock issued
Balance, beginning of year 26,364,030 21,277,800 10,000,000
Common stock sold 5,000,000 11,000,000
Stock options exercised 31,300- 81,400

Award of restricted shares 3.080 4.830 277.800
Balance, end of year 26.398.410 26.364.030 21.277.800

Treasury common stock
Balance, beginning of year 49,191 5,346
Additions 14.238 43.845 5.346
Balance, end of year 63.429 49.191 5.346

i Common ' stock outstanding, end of year 26,334,981 26,314,839 21,272,454
4

Pursuant to a Shareholders Rights Plan adopted by the Company in June
1989, a dividend of one preferred stock purchase right ("Right") for each
outstanding share of common stock of the Company was issued on July 12, 1989
to shareholders of record on that date. Under certain conditions, each Right
may be exercised to purchase one one-hundredth of a share of a new series of ;

participating preferred stock at a price of $150. This preferred stock is
designed to participate in dividends and vote on essentially equivalent terms |

with a whole share of' common stock. The Rights become exercisable apart from
the common stock only if a person or group acquires 20 percent or more of the.
common stock or makes a tender offer for 20 percent or more of the
outstanding common stock. In addition, upon the acquisition by a person or
group of.20 percent or more of the common stock, each Right will entitle the
holder to purchase, at the then-current exercise price of the Right, a number
of shares of common stock having a market value at that time'of twice the
exercise price. The Rights may be redeemed at a price of 5.01 per Right
under certain circumstances prior to their expiration on June 21, 1999.

Note 18 Dividends

The amount available for the payment of dividends is subject to y
1restrictions under the Company's credit agreements (See Note 12 - Long-Term

Debt).

In September 1988, pursuant to the special dividend right of the
Company's Exchangeable Preferred Stock, Series A, the Company paid a dividend
of $14.3 million to IMCERA equal to 40 percent of the Company's annual net
earnings which exceeded $20 million for the six-month period ended June 30,
1988.

In September 1987, the Company declared and paid a dividend of $370
million to IMCERA, financed through bank borrowings, and declared a dividend
of $51.9 million to IMCERA payable only out of funds collected on an
insurance claim (See Note 9 - Insurance Claim Receivable). In January 1988,
a $16 million dividend was declared on the common stock and paid to IMCERA.
In February 1988, pursuant to the special dividend right of the Company's
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!)Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

Exchangeable Preferred Stock, Series A, the Company declared and paid a
dividend of $229.2 million to IMCERA equal to the net proceeds (after

}
underwriting discount) from the initial public offering (See Note 1 -
Organization, Recapitalization and Business of the Company).

Note 19 Stock Plans

A non-qualified stock option plan (" Plan") adopted in 1988 provides for
the granting of options to purchase up to one million shares of common stock

| at prices not less than 100 percent of market price at the date of the
''

grant. Options are exercisable over 10 years beginning one year after the
| date of the grant and are limited to 50 percent during the second year. For,

I awards issued prior to December 7, 1989, the Plan permits employees to tender
shares to the Company in lieu of cash for the exercise of stock options.
During 1990 and 1989, 31,300 and 81,400 options with an aggregate market ,

Ivalue of $1.1 million and $3.9 million were exercised by the tendering of
14,238 and 40,275 shares with a market value of $.5 million and $1.9 million,
respectively. In 1990 and 1989, operating results included charges of $.1
million and $.9 million relative to these tendered shares. There were no 1

such charges in 1988. For stock options awarded on or after December 7,- ,

'

1989, only officers or other employees restricted by Section 16(b) of the
Securities Exchange Act of 1934 are permitted to tender shares to the Company
in lieu of cash for the exercise of stock options.

Information on options follows:

1990 1989 1988-

Outstanding, beginning of year 180,700 271,200
Granted 279,840 271,200
Exercised (31,300) (81,400)
Cancelled (8.100) (9.100)
Outstanding, end of year 421,140 180,700 271,200

l

Price range $22 to $32 $22 $22
1

IAt June 30
Exercisable 148,750 51,575
Available for future grants 189,366 464,186 456,346

The average purchase price of outstanding stock options at June 30, 1990
was $28.47 a share, based on an aggregate purchase price of $12 million.
Outstanding stock options will expire over a period ending no later_ than
December 7, 1999.

The Plan also provides for the granting of stock appreciation rights
("SARs") in conjunction with options granted. Upon exercise of a SAR, 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 prict under the
related option. The Company may elect to pay such amounts in cash, common
stock, or a combination thereof. The SAR is exercisable only to the extent
the related stock option is exercisable. Upon exercise of the right, the
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

related stock option must be surrendered and the related common shares are
not available for future option grants. At June 30, 1990, no SARs had been
granted,

i The Company also adopted a long-term performance incentive plan in 1988
i

under which officers and key managers are awarded shares of restricted commonI

stock of the Company and contingent stock units. Under the plan, these
shares and units vest in whole or in part during and at the end of the
performance period. A total of 285,710 shares of restricted common stock of
the Company were awarded under this plan through June 30, 1990, of which

| 83,412 shares were vested. The remaining shares will vest at June 30, 1991
provided established performance goals are met. At June 30, 1990, no
additional shares were reserved for issuance under this plan. A total of
8,916 restricted shares of common stock have been cancelled and reacquired at
no cost by the Company at June 30, 1990.

I
l Note 20 Opgrations by Geoaraphic Area
1

|
Net earnings of consolidated foreign subsidiaries, before consolidation

!
eliminations, amounted to $26.6 million in 1990, $27.8 million in 1989, and

| $12.4 million in 1988. Net assets of such subsidiaries were $200.2 million
and $179.7 million at June 30, 1990 and 1989, respectively.

Financial information relating to the Company's operations in various
geographic areas was as follows: Net Sales

1990 1989 1988

United States $1,072.6 $1,176.6 $1,051.6
Canada 154.8 173.8 144.8

9.2 1.9 1.3Other
Transfers between geographic areas

(principally from Canada) (130.9) (130.6) (112.1)

Consolidated $1,105.7 $1,221.7 51,085.6
i

Earnings
'

i Before Income Taxes Identifiable Assets
1990 1989 1988 1990 1989 1988

i

!
United States $ 131.9 $ 205.2 $ 187.7 $1,319.3 $1,433.9 $1,266.6

| Canada 35.8 50.8 38.9 254.5 244.3 209.5

Other 7.5 1.0 .7 16.6 8.7 6.9 1

Eliminations (4.2) .2 (8.7) (5.7) (9.0) (10.9)
Operating

earnings 171.0 257.2 218.6
Interest earned

and other
non-operating
income 3.9 11.0 8.5

Interest
charges (47.3) (53.3) (36.2)

Consolidated $ 127.6 5 214.9 $ 190.9 51,584.7 51,677.9 51,472.1
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

h Transfers of product between geographic areas were at prices
e approximating those charged to unaffiliated customers.
I

Sales from the United States, as shown in the preceding table, included
sales to unaffiliated customers in other geographic areas as follows:

'
1990 1989 1988

4

Far East $ 159.1 $ 182.6 $ 151.8
j Europe 61.8 57.7 47.5-

.i Latin America 56.4 60.9 46.8
'

$ 277.3 $ 301.2 $ 246.1

d
|-
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! !
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Schedule II
,

IMC FERTILIZER GROUP, INC.
|

AMOUNTS RECEIVABLE FROM RELATED PARTIES AND UNDERWRITERS, PROMOTERS,
AND EMPLOYEES OTHER THAN RELATED PARTIES
Years Ended June 30, 1988, 1989, and 1990

($ in thousands)

Balance at End
Deductions of Period

Balance
at

Beginning Additions Amounts Not

Name of Debtor of Period Collected Current Current

1988:
U.S. employee relocation loans (A) $230 $220 $ 10i

j) 3 2 1
Number of loans

30 43 $415
Canadian employee housing loans (B) $4P8

Number of loans 29 4 25 25

1989:
U.S. employee relocation loans (A) $ 10 $ 53 $ 42 $ 21

Number of loans 1 2 2 1

Canadian employee housing loans (B) $458 $ 10 $ 2 5 41 $425

Number of loans 25 1 26 26

1990:
U.S. employee relocation loans (A) $ 21 $ 33 $ 54

Number of loans 1 2 3

$ 84 5 44 $338
Canadian employee housing loans (B) $466

Number of loans 26 6 20 20

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

(B) Interest at rates ranging from 6 percent to 15 percent per annum and |
1

repayable over 8 to 25 years.
.
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Schedule V
(Page 1 of 2)

IMC FERTILIZER GROUP, INC.

PROPERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1988, 1989, and 1990

($ in millions)

Balance
at Other Balance

Beginning Additions Changes-- at End
of Period at Cost Retirements Add (Deduct) of Period

1988:
Land $ 26.5 $ .6 $ 1.6 $ (7.7) (A) $ 17.8,

Mineral
properties and rights 211.5 2.0 1.2 7.7 (A) 220.0

Buildings and leasehold
improvements 270.7 2.8 4.3 8.3 (A) 277.5

Machinery'and equipment 1,186.8 20.8 18.6 (8.3) (A) 1,180.7

Construction in progress 22.5 .1 22.6

i

$1,718.0 $ 26.3 $ 25.7 $1,718.6 |
!

!,
,

{I1989:
land $ 17.8 1 .5 $ .1 $ ( .6) (A) $ 17.6 |

i

Mineral
,

properties and rights 220.0 12.0 .1 .3 (A) 304.9 ;
72.7 (B) t

Buildings and leasehold
tmprovements 277.5 27.2 12.5 37.2 (B) 329.4

L
Machinery and equipment 1,180.7 107.0 42.5 .3 (A) 1,451.7 '

206.2 (B) |'
Construction in progress 22.6 16.3 38.9 (

$1,718.6 1 163.0 $ 55.2 $ 316.1 12,142.5

I
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Schedule V
(Page 2 of 2)

IMC FERTIL12ER GROUP, INC.

PROPERTY, PLANT, AND EQU1PMENT

Years Ended June 30, 1988, 1989, and 1990
($ in millions)

!

.

Balance
Other Balance

at
|
|

Beginning Additions Changes-- at End

1 of Period at Cost Retirements Add (Deduct) of Period '

l

|
t 1990:

Land $ 17.6 $ .9 $ .1 $ 18.4
|
!
y

* Mineral
properties and rights 304.9 6.6 311.5

..

Buildings and leasehold
improvements 329.4 19.1 21.7 $ 2.2 (A) 329.0'

,

Machinery and equipment 1,451.7 39.8 11.7 (2.2) (A) 1,477.6

|
Construction in progress 38.9 27,9 66.8

1

5

$7,142.5 $ 94.3 $ 33.5 $2,203.3

i Notes:

?

| (A) Transfers between accounts.
;

| (B) Reclassification f rom other balance sheet accounts.
|

t

1 i

!

l!
l l

Il
| |

.

io
l I

"
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Schedule VI-
(Page'1.of 2)

IMC FERTILIZER GROUP, INC.

ACCUMULATED DEPRECIATION, DEPLETION, AND AMORTIZATION

OF PROPERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1988, 1989, and 1990
($ in millions)

Balance Additions
at Charged to Other Balance

Beginning Cost and Changes-- at End
of Period Expenses Retirements Add (Deduct) of Period

1988:

Mineral
properties and rights $ 36.2 5 5.9 $ .6 (C) $ 42.7

Buildings and leasehold
improvements 163.7 12.3 $ 2.6 3.0 (A) 176.4

Machinery and equipment 675.6 58.8 14.5 ( 3,0) (A) 716.9

Allowance for
plant closings (E) 1.1 1.5 2.6

$ 876.6 $ 78.5 $ 17.1 $ ,6 $ 938.6

1989:

Mineral
properties and rights $ 42.7 $ 9.8 $ .2 $ 1.3 (C) $ 53.6

Buildings and leasehold
fmprovements 176.4 16.6 10.4 .4 (B) 183.0

Machinery and equipment 716.9 73.3 42.0 11.9 (B) 760.1

Allowance for
plant closings (E) 2.6 ( .9) 1.7

$ 938.6 $ 99.7 5 52.6 3 12,7 $- 998.4
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e (Page 2 of 2)

IMC FERTILIZER GROUP, INC.

ACCUMULATED DEPRECIATION, DEPLETION, AND AMORTIZATION

OF PROPERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1988, 1988, and 1990
j

I ($ in millions)
t

!

-

,

Balance Additions
at Charged to Other Balance

Beginning Cost and Changes-- at End

i of Period Expenses Retirements Add (Deduct) of Period
i

l

1990:
,

|
) 1Mineral;

( properties and rights $ $3.6 $ 9.0 $ .7 (C) $ 63.3

|

| - Buildings and leasehold 183.0 15.3 $ 21.5 3.0 (A) 180.1 j
.3 (D) Jimprovements i

'

Machinery and equipment 760.1 67.5 11.2 (3.0) (A) 813.4

' Allowance for
plant closings (E) 1.7 .7 2.4

h
l $ 998.4 $ 92.5 $ 32.7 $ 1.0 $1,059.2

r

:
t

i

Notes:

(A) Transfers between accounts.

(B) Reclassification f rom other balance sheet accounts.

(C) Difference between average and actual depletion rates on certain Florida phosphate ore reserves which
i has been offset against deferred charges in the consolidated balance sheet.

1(D) Amortization of pre-operating plant expenses.

(E) This account is used to provide for losses on disposals of property, plant and equipment. Charges to
the account consist of losses, net of gains, on such disposals.

,

.1

k

|
,

i
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Schedule IX

IMC FERTILIZER GROUP, INC.

|-
SHORT-TERM BORROWINGS

; Years ended June 30, 1990, 1989, and 1988
($ in millions)

! Maximum Average Weighted
. |'Balance Weighted Amount Amount Average

at End Average Outstanding Outstanding Interest
of Interest During the During the Rate During.

Period Rate Period Period the Period

|

!

Notes payable to banks:

1990 None -- -- -- --

io
'

-- -- -- --

1989 None

1988 None -- $370.0 $ 65.9 8.0%

4

i

Note payable to IMCERA:

1990 None -- -- -- --

$110.0 $ 11.2 10.1%
1989 None --

370.0 135.2 8.3
1988 None --

;

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 outstanding during the year.
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Schedule X
e

j IMC FERTILIZER GROUP, INC.

SUPPLEMENTARY INCOME STATEMENT INFORMATION

Years ended June 30
($ in millions)

Charged to Costs and Expenses
of Operations

i 1990 1989 1988

Maintenance and repairs $121.1 $121.0 $105.3 q

g

j Taxes, other than payroll and
't income taxes:
! Severance taxes S 29.9 $ 47.9 $ 44.2

Other taxes and fees 23.9 19.7 17.0

$ 53.8 $ 67.6 $ 61.2

1

Amounts for amortization of intangible assets, advertising and royalties are |

I
-

| not presented as such amounts are less than 1 percent of total sales.
1

f
1|

:

l
i

t

i
h
3

i

,\

i!
t

1

||
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-Part I.

;' Item 1. Business

INTRODUCTION

i

Company Profile

IMCERA Group Inc. (IMCERA, the Company, or the Corporation) provides human
and animal health care products and specialty chemicals worldwide through its

| three technology-based businesses: Mallinckrodt Medical, Mallinckrodt
! Specialty Chemicals, and Pitman-Moore. IMCERA also owns Mallinckrodt, Inc.

and at June 30, 1991, the Company had a 16 percent interest in IMC Fertilizer
Group, Inc. (IFL) all of which was sold to IFL in July 1991.

The Company was incorporated in New York in 1909. The corporate
headquarters is located at 2315 Sanders Road, Northbrook, Illinois
60062-6198, and the telephone number is (708) 564-8600.

The Transition of the_ Comoany

During the past several years the Company has taken significant steps to: i

;I develop its current composition of businesses and to change its capital
: structure as follows:
I l-

. In February 1986, the Company purchased Mallinckrodt, Inc. for $675'

million in cash. -

. In October 1986, the Company sold its gas and oil segment and its j
industrial products segment for $162 million.

. In February 1988, IFL, then a wholly owned subsidiary, completed an
initial public offering (IPO) of shares of common stock. Until March of
1991, IMCERA owned 10 million shares of IFL common stock, less than a ;,

i majority voting interest in IFL, and accounted for its investment in IFL
! by the equity method.
! I

. In July 1988, a second public offering of common stock by IFL reduced the -

Company's 10 million share interest in IFL from 47 percent to 38 percent.

. In September 1988, the Company's holdings of IFL's Preferred Stock,
Series A, were redeemed by IFL for $200 million.

|[ . In November 1988, the Company issued $1.4 billion of zero coupon
L subordinated debentures which provided that, among other things, the i

holders had the option to exchange each debenture for shares of IFL j.

common stock held by the Company. In conjunction with the sale and
option agreement with IFL discussed below, as of July 1991 all of these
debentures have been redeemed. See Note J-Debt in Notes to Consolidated
Financial Statements for additional information.

-1- 4
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. In July 1989, the Company acquired Coopers Animal Health for $218 million
in cash plus the assumption of liabilities.

. In July 1989, IMCERA redeemed 1,236,077 shares of its $3.75 Series A
.

preferred stock for cash of $65 million. The balance of 1,302,123 shares
j was converted into approximately 1,586,000 shares of IMCERA common stock.

. In April 1990, following IMCERA's call for redemption for cash, all of
the 1,398,000 outstanding shares of Series B preferred stock were
converted into approximately 1,770,000 shares of IMCERA common stock.

. In June 1990, shareholders approved changing the Company's name from
International Minerals & Chemical Corporation to IMCERA Group Inc.

. From August 1987 through October 1990, under authorization from the,

+ Company's Board of Directors, the Company repurchased 9,223,557 shares of
i its outstanding common stock (including the common stock equivalency of
; its Series A and B Preferred) for an aggregate cost of $386.2 million, or 0
: an average cost of $41.87 per share. In April 1991, this continuing

authorization was suspended by the Board of Directors incident to the
authorization of the equity offering discussed below. (However, with
Board approval, purchases may resume pursuant to this program.) .

. In March 1991, the Company entered into a sale and option agreement with m
IFL under which IFL purchased, between March and July 1991, the 10 |g
million shares of IFL common stock owned by IMCERA for total net proceeds

_

to IMCERA of $384.6 million. As of July 1991, IMCERA no longer owned any 1
.

IFL shares. See Note A-Changes in Business in Notes to Consolidated g
Financial Statements for additional information. _.g

. In April 1991, the Company paid $217.4 million to redeem one-half of the
zero coupon exchangeable subordinated debentures and in July 1991, paid [7$221.7 million for the redemption of the remainder.

g
. In April 1991, the Company completed a public offering of 2 million fshares of IMCERA common stock for net proceeds of $189.9 million to be

i,used for general corporate purposes. g
.;

Other recent acquisitions and divestitures are described in the discussions 5of the business segments. y
[

Four Reminders
-

In this report: b $
3

IMCERA Group Inc. and its subsidiarie.s, collectively, are called the $ |
" Company," the " Corporation," or "IMCERA," unless otherwise indicated by the '

@(context. The Company has three business segments: Mallinckrodt Medical, ;
Mallinckrodt Specialty Chemicals, and Pitman-Moore. J !

6
The term " operating earnings" of a business segment represents that c |business segment's revenues, including sales to other IMCERA business y i,

segments, less all operating expenses. Operating expenses of a business N
|

segment do not include interest expense, corporate income and expense, and | 1taxes on income. /

:
-2- }

-

__



_ -r7
- - -

-t .
,- ,

,

Also, unless otherwise noted, the reference to years is fiscal years ended
a June 30.

Registered trademarks are indicated by an asterisk.

MALLINCKROOT MEDICAL

l' Mallinckrodt Medical sales in millions of dollars were:

(in millions) Years ended June 30 1991 1950 1989

Net sales
Radiology & Cardiology $ 232.0 $ 163.4 $ 110.2

Nuclear Medicine 129.5 101.8- 91.2
Anesthesioloav & Critical Care 151.0 134.6 119.2

5 512.5 $ 399.8 $ 320.6

,

Mallinckrodt Medical products are instrumental in the delivery of health '

care services and are sold to hospitals, clinical laboratories, and other
customers on a worldwide basis. They are related by a high degree of
innovation and technology, by regulation from agencies such as the U.S. Food
and Drug Administration (FDA), and by markets served. They are significantly

. affected by conditions within the health care industry. An aging population
and demand for technologically superior products to improve the quality of
life and lower the cost of care are two major factors fueling growth within
the industry.

.

Principal products of this industry segment are x-ray concrast media and
I radiopharmaceuticals for medical diagnostic procedures and disposable medical

devices and instruments and systems for use in surgical procedures and
critical care.

Mallinckrodt Medical focuses on five specialty businesses providing -
advanced, innovative products for radiology, cardiology, nuclear medicine,
anesthesiology, and critical care. Specialized sales, marketing and general

,.

management resources have been established to service these markets.
i

.,

Radioloov & CardioloQv

Radiology products include iodinated contrast media (ionic and nonionic)
and catheters for use in studies of the brain, abdominal organs, renal
system, peripheral vascular system and other areas of the body to aid in
diagnosis and therapy. These products are marketed principally by a direct ,

sales force. In June 1989, Optiray*, one of the new generation of nonionic
contrast media which contributes to better patient tolerance and comfort, was
introduced in the United States. Acceptance of the product in the
marketplace is exceeding expectations. Optiray* was introduced
internationally in fiscal 1991, .and to meet growing demand, a major increase
in production capacity will be completed in the fall of 1991 to support

i

( -3-
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international expansion and continued U.S. growth. Under a 10-year exclusive
agreement, Yamanouchi Pharmaceutical Co., Ltd., will distribute Optiray* in
Japan beginning :n calendar 1992. In fiscal 1990, Mallinckrodt Medical
introduced Ultraject*, a patented innovation in contrast media agent
administration. Mallinckrodt Medical is the only company supplying this
unique prefilled, plastic syringe which gives radiologists a more efficient,
convenient and safer methed of delivering contrast agents.

The cardiology business is dedicated exclusively to helping cardiologists
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, principally by a |

dedicated sales force. 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 occurred in May 1991. Molecular Biosystems, Inc. estimates Albunex * !

will be approved by the FDA before the end of 1991 and launched in the U.S.
during calendar 1992.

The company's largest developmental effort is directed at products for
magnetic resonance imaging (MRI), primarily in neurology, oncology and
cardiovascular applications. Mallinckrodt Medical has already obtained U.S.
and Canadian ma keting rights from Advanced Magnetics to an MRI medium for
upper gastrointestinal tract imaging which is expected to be filed with the
FDA in 1992,

|

f

| 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*

MAG 3* to the U.S. market for improved imaging of kidneys and the renal
system. Unlike x-rays, a nuclear medicine scan utilizing MAG 3* can
accurately assess renal tubular function. Additionally, the company entered;

into a research and licensing agreement with Biogen, Inc. in July 1991 to'

develop nuclear imaging products for blood clots and 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 i

and clinics in the U.S., and internationally through direct sales forces and
distributors.

-

0

Anesthesioloav & Critical Care h

Anesthesiology products include continuous core temperature monitoring
systems, tracheal tubes, and other airway management products. Continuous H

core temperature monitoring systems are utilized in surgical procedures and y

are marketed directly and through distributors in the U.S. Airway management d
products consist of basic and specialty tracheal tubes used in hospitals for

. [Nmaintaining a secure airway during anesthesia. Airway products are marketed
m

];-4-
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principally through hospital supply distributors in the U.S.
Internationally, airway and temperature monitoring systems are marketed
directly and through distributors. In addition, the company is capitalizing
on the rapid conversion to disposable tracheal tubes in Europe by expanding
its anesthesiology products plant in Athlone, Ireland.

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. The company's newest analyzer -- the GEM Premier -- was introduced
in the summer of 1991 and is user friendly, high capacity, and more
cost-effective than any whole-blood analyzer that preceded it. The GEM
Premier will be utilized in intensive care units as well as in hospital stat
and central laboratories. These products are sold directly to hospitals in
the U.S. and through direct sales forces and distributors in international
markets.

Mallinckrodt Medical's U.S. production and distribution facilities are
located in Missouri, North Carolina, New York, Texas, California, Illinois,
and Michigan. Twenty-six radiopharmacies are located in large metropolitan
markets throughout the U.S. for dosage form distribution of
radiopharmaceuticals to hospitals and clinics. Facilities outside the U.S.
are located in Europe, the Far East, Canada, Australia, and Latin America.

MALLINCKRODT SPECIALTY CHEMICALS

Mallinckrodt Specialty Chemicals sales in millions of dollars were:
;

L

f (in millions) Years ended June 30 1991 1990 1989

'l
Net sales

|
Ongoing operations

Drug & Cosmetic Chemicals 5 223.8 $ 185.5 $ 158.1;
Catalysts & Performance Chemicals 156.6 132.0 119.2
Flavors 70.0 59.0 47.7

50.6 45.1Science Products 53.7
__ 427.1 370.1504.13

Divested operations 17.3 29.6

$ 504.1 $ 444.4 '$ 399.7

. Mallinckrodt Specialty Chemicals products are sold to a variety of
# markets. These products possess a higher degree of technology and service

than is required by commodity chemicals. Generally, they are sold as
intermediates which are used by customers worldwide as components,
ingredients, or reagents, rather than as final consumer products. Many of
Mallinckrodt Specialty Chemicals products are processed in multi-purpose
manufacturing facilities. These products are also subject to government'

regulation and industry standards, including FDA-mandated " Good Manufacturing
Practice."

-5-
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Principal products in this industry. segment are drug chemicals, cosmetic- i'

chemicals, high-purity performance chemicals, catalysts, flavors, laboratory
chemicals, and electronic chemicals.

Druo & Cosmetic Chemicals 1

'

Drug chemical products include analgesics such as codeine salts and other
opium-based narcotics used to treat pain and cough, and acetaminophen (APAP)-
used to control pain and reduce fever. .In 1991, productivity improvements ,

increased capacity at.the company's APAP facility in Raleigh, North .
Carolina. The Derbyshire, England facility is being expanded and modernized
at a cost of $10 million. When completed-in 1992, capacity at Derbyshire
will nearly double and unit costs will be reduced. Other drug chemical
products include; narcotic / acetaminophen combination products; Toleron* brand
of ferrous fumarate which. stimulates the formation of red 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 were also produced and sold; the company
exited th R product line at year end. In 1991, Mallinckrodt Specialty .z

Chemicals entered into a cooperative agreement with Star Biochemicals for
production of pharmaceutical peptides and peptide building blocks at its St. J
Louis plant.

'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.

.

Catalysts & Performance Chemicals

High-purity performance chemicals sold to industrial consumers include such !
'products 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 for use as a " salt substitute" in low-sodium diets.
Mallinckrodt Specialty Chemicals sells these products through. distributors
and its sales force.

L g

Catalysts produced in Erie, Pennsylvania, are s'old 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 .i
shapes of nickel catalyst; and a variety of custom catalysts. Catalysts are y

j/} 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 -

h
Calsicat. 1

N

j&
The company also produces basic aromatic fluorine intermediates for use in

the manufacture of pharmaceuticals, pesticides, and engineering plastics. It

is the world's number-one supplier of fluorobenzene. These products are. .k
marketed by Mallinckrodt Specialty Chemicals sales forces. Additionally, f ;

q
'

~ '
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during 1991 Mallinckrodt Specialty Chemicals opened a new development center
which will provide facilities needed to support the development of more
advanced fluoroaromatic chemical compounds.

Flavors

The ' flavors business headquartered in Cincinnati, Ohio, is known as Fries &
Fries. Products include liquid 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 liquid beverage
mixes; cordials, cocktails, and wines; ice cream, cheese, and other dairy
products; pharmaceutical products; cake and cookie mixes, snacks and other
bakery products; and main meals and entrees. Production and distribution of
these products are subject to regulation by such agencies as the FDA 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. Fries & Fries supplies nearly every
major food and beverage company in the U.S.

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
to medical, industrial, educational, and governmental laboratories. Also
included are a line 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.

The Creations Aromatiques fragrance business was sold in 1990.

Mallinckrodt Specialty Chemicals' U.S. production and distribution
facilities are located in Missouri, Pennsylvania, New Jersey, North Carolina,
Ohio, and Kentucky. Operations outside the U.S. are located in Europe,
Mexico, Canada, the Far East, and Australia.

5 |
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PITMAN-MOORE

Pitman-Moore is one of the world's largest providers of products for
improving the health and growth of animals. The company's global

,

'

capabilities in distribution, marketing and manufacturing provide it with a
significant competitive position in the market.

Pitman-Moore's operations support a product line of more than 1,000Operations are located in 30products, one of the largest in the industry.
countries with distribution networks in an additional 90 nations and market
development activity in the Soviet Union and China.

Pitman-Moore commands a significant presence in 23 of the top 25 animal
health markets, with approximately 50 percent of its net sales outside the ,

U.S.

The worldwide animal health market served is currently estimated at about
Pitman-Moore participates in the. fastest-growing segments of$10.2 billion.These total more than 57.5 billion, and are growing at a rate ofthe market. Pitman-Moore's growth is expected to be .4 to 6 percent annually.

accomplished through increased leverage of a worldwide structure, development
of new products from internally generated research, and access to technology
from various pharmaceutical and biotechnology companies.

Cross-registration, or filing for approval of products already marketed in-
other regions of the world, is a key component of Pitman-Moore's geographic
expansion efforts. Seventy-six new products have resulted from
cross-registration to date. An additional 280 approvals are expected over
the next three to five years. ,

Penetrating new markets, such as Japan and Spain, will add to the company's
already considerable global presence.

Pitman-Moore's current position in the industry was significantly enhanced
with the acquisition of Coopers Animal Health Group (Coopers) in July,1989.

Coopers' vaccines, anthelmintics, antiprotozoals, antibacterials and a
variety of therapeutic preparations greatly expanded Pitman-Moore's product
lines.

Following the integration of Coopers, Pitman-Moore set up its operations by
geographic region. Organizations in North America, Asia, Europe,
Australia /New Zealand and L.atin America are aligned for increased market
focus and customer responsiveness. Pitman-Moore is able to sell directly.to

!

the consumer, veterinarian, distributor, dealer or agent, depending on the-
maximum market opportunity.

| 4

iPitman-Moore divides the world market into six strategic business units:
animal productivity, antimicrobials, biologicals, parasiticides, veterinary.

specialties and feed ingredients.

-8-
i

- . _ .



~ -

;

|

t |-
.. .

Pitman-Moore sales in millions of dollars were:

(in millions) Years ended June 30 1991 1990(1) 1989

Net sales
Ongoing operations

Animal Productivity $ 51.9 $ 49.4 $ 33.9
Antimicrobials 68.8 62.0 12.5
Biologicals 106.4 100.3 24.2 ;

Parasiticides 145.9 132.9 21.7 |

Veterinary Specialties and Other 72.4 69.7 30.9 |

Total Animal Health 445.4 414.3 123.2 j
Feed Ingredients 177.5 166.1 131.2 !

I622.9 580.4 254.4
Divested operations 8.2

$ 622.9 $ 580.4 $ 262.6

(1) Coopers Animal Health was acquired on July 5,1989, and its results were
.

consolidated after that date.
!

Animal Productivity

|
| The worldwide animal productivity market, currently estimated at a size of

$1.8 billion, should expand at a considerably faster rate than the rest of
the animal health market. Pitman-Moore's most consistent performer in this

j

.

market is Ralgro *, the leading growth promotant for cattle and feedlot
sheep. Growth potential beyond North American markets for this product

| exists in Middle Europe, the Soviet Union and Third World countries.

Pitman-Moore has several major products in development.

Grolene* (porcine somatotropin), a swine carcass modifier, is currently
under review by the FDA and regulatory agencies in Australia and New
Zealand. Published studies have shown that porcine somatotropin reduced fat
content, increased muscle growth, improved feed efficiency and enhanced

| growth rate. The annual world market for Grolene* could be in excess of $550
million. Pitman-Moore believes it could be the first to market this new'

product.

Pitman-Moore also is developing products for cattle. Lysocellin and
tetronasin, two novel, second-generation rumen modifiers, are currently under
review by the FDA. Studies have demonstrated that these products improved
average daily gain and feed efficiency in cattle. These products will
compete in a worldwide annual market of approximately $100 million. j

I
Clinacox*, an anticoccidial for chickens and turkeys, was introduced in i

Mexico, Argentina and Ecuador during 1991. A New Animal Drug Application l

(NADA) has been submitted in the U.S. The world market is estimated to be !

||
$350 million annually. |

| Paracox*, which prevents poultry coccidiosis, was launched in the U.K.
during 1991. The vaccine works by stimulating the immune system. Paracox*

,

1 registrations have been filed in other European countries. The worldwide

|
annual market is expected to be approximately $40 to $50 million.

-9-
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Pitman-Moore continues to develop a biological wool harvesting system in
collaboration with the Australian Wool Corporation and an Australian
government research institute. A natural protein, epidurmal growth factor,
makes it possible to detach wool by hand, instead of shearing, after an
injection. The product is expected to be filed for approval in the
mid-1990's.

Antimicrobials

Pitman-Moore is a leader in the $1.6 billion global antimicrobials market,
which includes antibacterials and antifungals. Led by well-known brands and

;

new product introductions, sales are expected to exceed market growth rates.
,

Two broad-spectrum antibacterials, Zaquilan* and Diprinovet*, are being2

| introduced in 1992 for food and companion animals. They were developed at
! Pitman-Moore's research and development center in Harefield, U.K. The

combined world market for these products is approximately $300 million'

annually.

In its first full year of sales, Clinafarm*, an antifungal for poultry
hatcheries, performed well. Clinafarm* is used to control the fungus, :

}
Aspergillus. In the U.S., it competes in a $25 million market. !

Butalex*, a unique treatment for theileriosis in cattle, was launched in
April 1991. A highly effective product, Butalex* helps control this
tick-transmitted disease which costs equatorial nations more than $8 billion
annually.

;

'

Bioloaicals

While the $1.3 billion biologicals market is growing at just 1 percent {
annually, Pitman-Moore's sales are expected to exceed that rate based on its !

strong market presence and geographic expansion of poultry pro'iucts, f
lIn 1991, Pitman-Moore launched a feline leukemia vaccine., GenetiVac* FeLV, j

in the U.S., which has a cat population of approximately 55 million. It is i

the first recombinant vaccine for this fatal disease. Cats must have an
annual booster shot for complete protection.

A variety of vaccir.es based on new technology are being developed along
with nw delivery systems. To meet Pitman-Moore's global vaccine
requirements, S37 million is being invested to construct two world class
facilities, one in New Zealand and the other in Germany.

||
Parasiticides

With a global presence unmatched by its competition, Pitman-Moore's growth
rates are expected to exceed growth rates projected for the $1.6 billion
parasiticides market. This is the company's second largest segment in sales,
and new branded products will drive growth.

!
I
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EXspot*, a canine topical flea control product.that also protects against
deer ticks (carriers of organisms that cause Lyme disease), was successfully
introduced in the U.S. in June 1991. Marketed through veterinarians, the.
product is applied in one or two spots on a dog's back. Ease of application
and long-term protection are making EXspot* extremely popular. The world
veterinary market for this product is estimated to be $125 million, with $80
million in the U.S. EXspot* is awaiting regulatory approval in Europe and
Australia.

.

In August 1990, Pitman-Moore acquired the U.S. marketing. rights to
Tramisol* from American Cyanamid Company in exchange for the North American
marketing rights to Baciferm*, a brand of zine bacitracin.

The addition of Tramiso1* gives Pitman-Moore a strong position in the
levamisole market, one of the broadest spectrum anthelmintics available. The
company markets levamisole under the trade names levasole* and.Totalon* for
use in swine, cattle and sheep. o

.

In June 1991, Pitman-Moore acquired manufacturing technology and worldwide
'

marketing rights to Warbex* from American Cyanamid in exchange for
manufacturing technology rights to Baciferm*. Warbex*, a pour-on insecticide
used to control grubs and lice infestations in cattle, provides Pitman-Moore
with an established, effective product that broadens its existing global
cattle parasiticide business.

.

Veterinary Soecialties

In the $800 million worldwide veterinary specialties market, Pitman-Moore
is a leading supplier of companion animal pharmaceuticals and surgical
products. Sales are expected to increase at rates greater than the market's
3 to 4 percent annual rate as the company continues to concentrate on-
maintaining premier brand positions in profitable segments. -

The company has two fast-acting, injectable anesthetic products for
companion animals, Rapinovet* and Saffan*, as well as an inhalation -

anesthestic Metofane*. The world market for these products is approximately
$30 million.

Estrumate*, a prostaglandin that regulates the estros cycle in cattle and
horses, is a major product in its market.

Pitman-Moore's extensive veterinary marketing system enables it to sell
products from other companies. It is a leading veterinary distributor of
Johnson & Johnson surgical products.

Feed Inaredients
t
; A nearly $950 million worldwide market, feed ingredients is the largest

segment of Pitman-Moore's sales. The company has the largest share of the
7

y North American market and a sizeable position worldwide. By capitalizing on
q its low-cost producer status and continued geographic expansion, sales are

expected to exceed the market's annual growth rate,

l
- 11 - ;
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Pitman-Moore has a strong brand position in this market with feed
supplements such as Monofos*, Biofos*, Dynafos*, Multifos*, Dyna-K* and
Dynamate*.

As a result of the Coopers acquisition, the company has expanded its
distribution of feed ingredients into new markets, including Latin America
and the Pacific Rim.

Pitman-Moore owns a feed phosphate plant adjacent to the IFL New Wales
phosphate chemical complex. Under an agreement, IFL supplies utilities and
operates the Pitman-Moore feed plant at cost.

Pitman-Moore also contracts with IFL for key raw materials including
phosphoric acid, phosphate rock, and anhydrous ammonia, at prices based on a
market-related formula. IFL also supplies Pitman-Moore's requirements of
animal feed-grade potassium products. In the event these supply agreements
are terminated, the company believes there are adequate sources of supply
from other producers.

GENERAL FACTORS RELATED TO BUSINESS SEGMENTS

None of IMCERA's business segments is dependent upon any single customer or
group of related or affiliated customers whose loss would have a material
effect on its sales and operating results.

In general, IMCERA's business segments, including related working capital
requirements, are not materially affected by seasonal factors.

IMCERA's business segments do not extend long-term credit to customers.
The Company believes this non-extension of credit as well as its working
capital requirements are not materially different from the credit policies
and working capital requirements of its competitors.

Competition with foreign and domestic manufacturers in IMCERA's business
segments involves price, service, quality, and the development of technology
and is strong in all markets served.

IMC FERTILIZER GROUP, INC. (IFL)

IFL's business was for many years the principal business of the Company.
In 1987, IFL was incorporated in Delaware as a wholly owned subsidiary of
IMCERA, and as a result of public offerings of IFL common stock in February
and July 1988, the ownership by IMCERA decreased from 100 percent to about 38
percent of the outstanding common stock. At June 30, 1991, the Company had a
16 percent interest in IFL all of which war ,old in July 1991. Additionally,

IMCERA no longer has representation on IFL's Board of Directors. These
changes occurred in conjunction with the March 1991 sale and option agreement
with IFL noted above under "The Transition of the Company" on page 1 and in
Note A-Changes in Business in Notes to Consolidated Financial Statements.

- 12 - |
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A detailed discussion of IFL's business and properties is incorporated
herein by reference to Item 1. Business in IFL's Annual Report on Form 10-K
for the fiscal year ended June 30, 1991.

,'**************

The following discussions of IMCERA's international. operations, research
and development, environmental matters, employees, labor relations, and legal
proceedings do not include. consideration of IFL's operations. Such

. .

'

discussion relative to IFL is also incorporated herein by reference to Item
1. Business, Item 2. Properties, and Item 3. Legal Proceedings in IFL's
Annual Report on Form 10-K for the fiscal year ended June 30, 1991.

_ .
. . ;t

' -

See also Note E-Investment in -IFL in the Company's Notes * to Consolidated -
Financial Statements and Note 6-Insurance Claim Receivable in IMC
-Fertilizer's Notes to Consolidated Financial Statements for additional .

information.

,

o
i
'

INJERNATIONAL OPERATIONS

Foreign operations and investments are subject to risks. customarily
encountered in such operations _ and investments, including fluctuations in
currency exchange rates and controls, expropriation, and other economic,.
political, and regulatory policies of local governments and laws;and policies i

of the United States affecting foreign trade and investment. -

IMCERA sales outside the U.S. represented 34 percent of consolidated net
sales in both 1991 and 1990. Products are manufactured and marketed through
a variety of subsidiaries, affiliates, and joint ventures around the world.
See discussions of individual business segments included under Item 1,
Management's Discussion and Analysis of Financial Condition and Results of

~

Operations on pages 21-29 and Note P-International Operations in. Notes to
Consolidated Financial Statements for additional information. .

e

1-

OTHER ACTIVITIES

1

Research and Development

The Company performs applied research directed at development'of- new
products, development of new uses for existing products, and improvement of -

j existing products and. processes. Research and development programs include
; laboratory research as well as product development and application. -;

$

h
a
! '
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Mallinckrodt Medical research and development efforts are coordinated on aResearch and development of imagingworldwide basis by a senior scientist.
and therapeutic products are carried on by a centralized organization.
Research and development for anesthesia and critical care are performed

Mallinckrodt Medical's various development
within these businesses.
activities are focused on market place need.

Mallinckrodt Specialty Chemicals research and development are organized
within its operating divisions to focus technical resources on the
development of new and improved products meeting defined market and customer

Technical personnel for process support are located at each
Internal research effort is supplemented with thirdneeds.

manufacturing location.
party and university technical agreements.

Pitman-Moore currently has more than 35 products under development throughThese products include
a global network of research and development centers.
vaccines, growth enhancers, and parasiticides for livestock, poultry and

To supplement its own research, Pitman-Moore has
~

companion animals.
technical agreements with various pharmaceutical and biotechnology companies.

IMCERA's businesses also perform applied research in pollution 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

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 the
others.

'

Company's business. L

L
.

Environmental Matters 't

IMCERA is subject to various environmental laws and regulations in the f[IMCERA hasUnited States and foreign countries in which it operates.
handled, and will continue to handle, materials and wastes classified asAlthough significant
hazardous or toxic by one or more regulatory agencies.
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 J

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.

- 14 -
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Capital expenditures worldwide related to air emission control, wastewater
purification, land reclamation, and solid waste disposal totaled
approximately $11 million in 1991. IMCERA expects that environmental capital
expenditures over the next two years will average about $15 million per year.

Various U.S. Federal, state, municipal, and foreign laws and regulations,
govern the production, packaging, labeling, and distribution of a number of
the Company's products.

See also Note S-Contingencies in Notes to Consolidated Financial Statements
for additional information.

Employees

IMCERA had 9r,800 employees at June 30, 1991. The workforce at June 30,
1991, consisted of 5,900 U.S. and 3,900 employees outside the U.S. Employees

by business segment are: Mallinckrodt Medical -- 3,600; Mallinckrodt
|

Specialty Chemicals -- 2,500; and Pitman-Moore -- 3,500.

Labor Relations

The Company has seven collective bargaining agreements within the U.S. with |
seven U.S. international unions or their affiliated locals covering about 600 |
employees . One agreement covering less than-5 percent of the hourly work l

force was negotiated during 1990 and five agreements covering 23 percent of -{
the hourly work force were negotiated during 1991, all with no work 1

stoppages. One agreement covering 45 employees will expire in-1992. Five
Mallinckrodt Medical and Mallinckrodt Specialty Chemical operating locations ;

outside the U.S. have collective bargaining agreements and/or work counsel !

agreements covering about 800 employees. Most of the Pitman-Moore operating |
'locations outside the U.S. have collective bargaining agreements and/or work

counsel agreements covering approximately 1,000 employees. Resulting wage ,

and benefit increas e were consistent with competitive industry and community {
patterns.

i

Item 2. Properties,j

'!
! Information regarding the plant and properties of IMCERA is included in
I Item 1. Business.

k
h

Item 3. Legal Proceedings |

0 IMCERA is a defendant in a number of lawsuits. Management believes that

/ these suits will not have a material effect on the Company's financial
j condition or the conduct of any of its businesses. Except in respect of
|' matters not as yet fully evaluated, as stated below, this' conclusion applies

also to pending and threatened environmental matters described below.
I

- 15 -
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The previously reported Lick Mill Creek Apartments and Prometheus
Development Co. versus IMCERA litigation in the U.S. District Court in San
Francisco, California, has been settled. The Company is undertaking the
remediation ordered by the California Department of Health Services at this
site (which had been sold in 1980) at an estimated cost which will have nomaterial effect on the Company's financial condition.

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 facility in Pontiac, Michigan, which the Company sold in 1976,
IMCERA has reached a settlement in principle with the State. The Company.
cannot predict the outcome until the negotiation of the final settlement -is . ,

completed, but believes the result will not be material,
i

In the previously reported remand by the U.S. Court of Appeals for the- )
First Circuit to the U.S. District Court in Concord, New Hampshire, the ,

!Company and the U.S. Environmental Protection Agency (EPA) continue to '

negotiate terms of a settlement regarding soil and groundwater remediation at
the Kingston, New Hampshire, site (sold in 1976). IMCERA cannot predict the
outcome of the negotiations but continues to believe that the result will not
be material.

In the previously reported litigation by the U.S. EPA against the Company
and other companies concerning alleged pollution of a stream near Ashtabula,
Ohio, designated as " Fields Brook", where the Company once operated a plant,
there have been no significant developments.

IMCERA recently reported settlement of the Hanlin Group, Inc. versus IMCERA
litigation in Bangor, Maine. Hanlin has subsequently filed for Chapter 11
bankruptcy. The trustee in bankruptcy has the option of rejecting the

|
settlement agreement but, as yet, the Company has no indication one way or

: another on this matter. The Company previously reported the transfer of the
Hanlin versus IMCERA claims involving the Company's former Ashtabula, Ohio,
plant from Bangor, Maine, to the U.S. District Court in Cleveland, Ohio.

-

% re have been no significant developments in this private litigation.
!

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,
1991.

,

4
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EXECUTIVE OFFICERS OF THE REGISTRANT

The ages and five-year employment history of IMCERA's executive officers at
June 30, 1991, were as follows:

Georae D. Kennedy
Age 65. 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 Inale
Age 49. President and Chief Operating Officer since July 1990 and a director
since October 1990; Executive Vice President from March 1989 to July 1990;
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.

Raymond F. Bentele
Age 54. Executive Vice President since March 1989 and Vice Chairman of the
Board since October 1990; 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 64. Vice President since February 1986; Corporate Staff Vice President
from October 1978 to February 1986. Retired from the Company August 1, 1991.

Kenneth J. Burns. Jr.
Age 64. Vice President and General Counsel since March 1979. Secretary
since March 1988.

Ashok Chawla
Age 42. Vice President, Strategic Management since July 1991; Vice President
Strategic Planning and Business Development of Pitman-Moore, Inc. from August
1990 to July 1991; Division Director, Finance and Administration for*

1 Mallinckrodt, Inc. - Europe from August 1988 to August 1990; Executive
j Assistant, Office of the President for Mallinckrodt, Inc. from April 1986 to

August 1988.
j
s

}
$ A. Jacaueline Dout
1 Age 36. Vice President and Treasurer since February 1991; Acting 1reasurer
j; from June 1990 to February 1991; Assistant Treasurer and Corporate Staff Vice
J- President from June 1988 to May 1990; Assistant Treasurer for Koppers

Company, Inc. from April 1981 to June 1988.
|,

3-
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Beverley L. Hayes

Age 52. Vice President, Organization and Human Resources since November
1990; Senior Vice President, Human Resources of Pitman-Moore, Inc. from
September 1990 to November 1990; Vice President Human Resources of
Pitman-Moore, Inc. from July 1989 to September 1990; Director Compensation
and Benefits of IMCERA from October 1985 to July 1989.

1

Elizabeth M. Hiaashi !
Age 39. Vice President, Corporate Communications since February 1986; 4

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

,

to leave the Company on October 1, 1991.
|

C.R. (Ray) Holman

Age 48. Vice President, IMCERA since October 1990 and President and Chief
Executive Officer, Mallinckrodt Medical, Inc. since January 1989; Group Vice
President of the Medical Products Group, Mallinckrodt, Inc. from September
1985 to January 1989.

Mack G. Nichols
Age 53. Vice President, IMCERA since October 1990 and President and Chief
Executive Officer of Mallinckrodt Specialty Chemicals Company since January
1989; Vice President of the Chemical Group, Mallinckrodt, Inc. from April
1982 to January 1989.

'

John F. Sondereocer
Age 60. Vice President, Financial Management since November 1990; Vice
President and Controller from December 1974 to November 1990.

William B. Stong
Age 48. Vice President and Controller since November 1990 and Vice President
for Mallinckrodt, Inc. since April, 1983; Assistant Controller and Corporate
Staff Vice President from October 1989 to November 1990.

| '

Boyd D. Wainscott'

Age 47. Vice President, IMCERA since October 1990 and President and Chief
Executive Officer, Pitman-Moore, Inc. since August 1990; Executive Vice-

| President, Pitman-Moore, Inc. from July 1989 to August 1990; Senior Vice
j President, Marketing for Pitman Moore, Inc. from April 1987 to July 1989;
} Executive Director, Sales and Marketing, Agricultural Products, Stauffer

Chemical Corporation until April 1987.t
,

{

All of IMCERA's officers are elected annually, with the terms of the
officers listed above to expire in October 1991. No " family relationships,"
as that term is defined, exist among any of the listed officers.
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Part II.

iItem 5. Market for the Registrant's Common Stock and Related
I-Stockholder Matters

.

COMMON STOCK PRICES AND DIVIDENDS -

I
Ouarter First Second Third Fourth

Fiscal 1991
Dividends per common share $ .25 5 .25 $ .25 $ .25
Common stock prices

High 61-5/8 75 100-1/2 110-1/2
Low 48 52-1/4 67-1/4 89-3/4

Fiscal 1990
Dividends per common share $ .25 $ .25 $ .25 $ .25
Common stock prices

High 55-1/2 53-1/8 59-1/2 62-1/8
Low 42-3/8 46-1/8. 52 55-3/8

The principal market on which IMCERA'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 August 31, 1991, the number of registered holders of common stock, as
reported by the Company's registrar, was 9,843.

4

<
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item 6. Selected Financial Data
(Dollars in millions except per share amounts)

Years ended June 30 1991(2) 1990f2) 1989(2) 1988f3) 1987(4)

Net sales IL633.9 $1,424.6 1 982.9 $ 932.0 1 817.5

Earnings from continuing operations 3 97.2 3 55.3 $ 53.4 $ 46.3 $ 2.5
Ince e (loss) from discontinued operations (5) (9.0) 1.2 63.6 52.6 23.4
Extraordinary items 14,6 (4.8)
Net earnings 88.2 56.5 117.0 113.5 21.1
Preferred stock dividends 4 4.2 14.4 16.2 12.5
Ava ilable f or common shareho lders 1 87.8 $ 52.3 $ 102.6 1 97.3 $ 8.6
Per Common Share Data (6)
Earnings (loss) from continuing operations $ 4.11 $ 2.36 $ 1.70 $ 1.13 $ (.36)
Net earnings 3.73 2.42 4.49 3.66 .31
Dividends declared 1.00 1.00 1.00 1.00 1.00
Book value 43.25 35.92 33.69 32.24 30.35
Averace commen shares (in millions) 23.5 21.7 22.8 26.6 27.3

OTHER DATA

(Dollars in millions)
Total assets $2.250.2 $2.130.9 $1,971.6 $1,793.8 $2,434.2

Working cap 6ta l 409.0 311.1 594.6 507.8 205.9
Current ratio 1.6:1 1.8:1 3.3:1 2.7:1 1.4: 1
Total debt 3 643.4 $ 837.4 $ 773.7 $ 407.7 3 857.3
Deferred income taxes 48.0 52.9 42.8 29.4 24.9
Shareholders' equity 1,084.2 824.8 888,2 1,027.7 1,069.0

Invested capital 1,775.6 1,715.1 1,704.7 1.464.8 1,951.2

Total debt / invested capital 36% 49% 45% 28% 44%

Capital expenditures $ 123.4 3 85.7 $ 82.2 3 81.2 $ 62.5
Total dividends declared 23.7 25.8 36.9 42.6 40.4
Common shares outstanding (in millions) 25.1 22.7 20.2 25.5 27.3
Neber of employees 9.800 9.600 6.900 6.900 12.900

(1) All years have been restated to reflect IFL results and relatec interest charges on a discontinued
basis. See Note A of Notes to Consolidated Financial Statements.

(2) See " Management's Olscussion and Analysis of Financial Condition and Results of Operations" for a
description of nonrecurring items.

(3) Included restructuring charges totaling $20.4 million, $12.6 million after taxes, or 3.47 a share,

net nonrecurring gains of $48.8 million, $31.1 million after taxes, or $1.15 a share, principally

from the sale of various operations and an extraordinary gain of $14.6 million, or 3.55 a share,
f rom the ut ilization of a net operating loss carryforward. |

(4) Included an extraordinary charge of $4.8 million, net of income tax benefit of 3.9 million, or [

$.18 a share, from the Company's redemption of its 11.875 percent debentures. |
(5) See Note A of Notes to Consolidated Financial Statements for information on discontinued I

operations in 1991, 1990, and 1989. The restatement of IFL results to discontinued operations in

1988 and 1987 reduced earnings from continuing operations by $57.6 million, or $2.17 a share, and
$12.1 million, or $.44 a share, respectively. Restatements included a 1988 nonrecurring loss of
$32.5 million, or $1.22 a share from the !FL IPO, and a 1987 gain of $9.0 million, or 3.33 a

share, from a contract settlement. The IFL restatment reduced sales for 1988 and 1987 by $538.6
million and $820.0 million, respectively. Olscontinued operations for 1968 also included

after-tax charges of $5.0 million, or 1.19 a share, for environmental and litigation costs related ;

to operations previously sold. The disposal of IMCERA's gas and oil and industrial products

segments resulted in income from discontinued operations in 1987 of $11.3 million, or $.41 a

share, from adjustments of losses provided in 1986 in anticipation of these transactions. ,yI
(6) Primary per common share basis. |%

"$ I.
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| Item 7. Management's Discussion and Analysis of

(
Financial Condition and Results of Operations

OVERVIEW

IMCERA's fiscal 1991 earnings from continuing operations increased 76 percent
over last year to $97.2 million, or $4.11 a share. Corresponding earnings in
1990 were $55.3 million, or $2.36 a share. Net earnings were up 56 percent
to $88.2 million. _

|

Net sales and operating earnings for the Company's three businesses were
significantly higher than last year. Net sales for 1991 were $1,633.9
million, compared with $1,424.6 million in 1990, a 15 percent increase.
Operating earnings were $184.6 million in 1991, a 64 percent increase from
1990 results.

In March 1991, the Company entered into a sale and option agreement with IMC
Fertilizer Group, Inc. (IFL) regarding the 10 million shares of IFL common
stock which IMCERA owned. As a consequence of such agreement, the Company's
financial statements have been restated for.all periods presented to reflect

i the results of IFL on a discontinued basis and the Company changed from the i

equity to the cost method of accounting for this investment effective April
1, 1991. The agreement and the ef fects of: this restatement are discussed in
Note A of Notes to Consolidated Financial Statements.

Certain unusual and nonrecurring items in 1990 and 1989 affect year-to-year
comparisons.

| In 1990, earnings from continuing operations included favorable adjustments ,

,
from the conclusion of income tax audits that amounted to $11.9 million after |

| taxes, or $.55 a share, from lower income taxes and higher interest income. |

That oenefit was partially offset by after-tax restructuring charges of $3.0
million, or S.14 a share, and charges for compensation plans tied to the

I price of IMCERA's common stock that amounted to $2.4 million after taxes, or
5.11 a share.

In 1989, earnings from continuing operations included favorable adjustments
from the conclusion of income tax audits that amounted to $16.6 million after
taxes, or $.73 a share, from lower income taxes and related interest
charges. Such earnings also included an after-tax gain from the sale of a
business, $2.4 million, or S.10 a share. -

In the following discussions of operating results reference is made to
ongoing operations and divested operations. Except for the 1990 gain of $5.2
million after taxes 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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[4_ALLINCKR00T MEDICAL

(in millions) Years ended June 30 1991 1990 1989

Net sales $ 232.0 $ 163.4 $ 110.2
Radiology & Cardiology 129.5 101.8 91.2
Nuclear Medicine 151.0 134.6 119.2
Anesthesioloav & Critical Care

$ 512.5 $ 399.8 $ 320.6 {
]

1991 vs. 1990
Operating earningsResults in 1991 showed strong improvement from 1990.

increased 73 percent to $86.9 million on net sales of $512.5 million, up 28
percent.

Net sales of radiology and cardiology products increased 42 percent.
Optiray, the company's nonionic.x-ray contrast medium introduced in June
1989, was the most significant contributor to the net sales and earnings

Optiray sales growth continued strong in the U.S., while
.

|
improvements. The $42| international introduction began in the latter part of the year.
million Optiray manufacturing plant expansion, to be completed in the fall of
1991, will double production capacity to support the international expansion

l U.S. sales of Hexabrix also increased substantially.and U.S. growth.'

Nuclear medicine product net sales increased 27 percent from last year.

Higher net sales and improved earnir.gs were attributable, in part, to theintroduction of Technescan MAG 3, a product for imaging of the kidneys and the
Other major factors were utilization of double injections ofrenal system.

thallium by physicians for improved imaging of organ and tissue function,
increased thallium sales associated with a new pharmacology stress test
utilized by physicians, and improved manufacturing performance in the U.S.
Higher European sales volume and favorable exchange rates were additional
factors.

Net sales of anesthesiology and critical care products increased 12 percent.
Strong sales of critical care products from higher instrument and disposable
cartridge volume were partially offset by increased selling and marketing
costs associated with the launch of the GEM Premier blood gas analyzer,
Higher anesthesiology sales volume, principally Europe, and favorable

i

exchange rates also contributed to the growth.

1990 vs. 1989

Operating results in 1990 increased significantly over those of the prior
Net sales increased 25 percent to $399.8 million, due primarily toyear.

volume growth.
.
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Operating earnings increased 28 percent to $50.3 million in 1990. The higher
operating earnings were mainly attributable to the improvement in sales
performance which was partially offset by increased costs associated with
selling and marketing organizations to support new and existing product lines
and higher levels of spending which were devoted to development of new
products.

Net 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.

Nuclear medicine product net sales increased 12 percent to $101.8 million in
1990 from $91.2 million in 1989. Sales growth, primarily in the U.S. and
Europe, was attributable to U.S. radiopharmacies 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.

Net sales of anesthesiology and critical care 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.

I

MALLINCKRODT SPECIALTY CHEMICALS

(in millions) Years ended June 30 1991 1990 1989 .

!

Net sales
! Ongoing operations

Drug & Cosmetic Chemicals $ 223.8 $ 185.5 $ 158.1
Catalysts & Performance Chemicals 156.6 132.0 119.2

! Flavors 70.0 59.0 47.7
Science Products 53.7 50.6 45.1

504.1 427.1 370.1
'

Divested operations 17.3 29.6
!

$ 504.1 $ 444.4 $ 399.7

{
1991 vs. 1990

I Ongoing net sales and operating earnings improved over last year by 18 and 25
l percent, respectively, excluding the fiscal 1990 results of the fragrance

,

|i
business which was sold in January 1990. All major businesses contributed to |

the improvement.

Drug and cosmetic chemicals sales increased 21 percent. The business' net
sales and earnings benefited from higher sales of PAP /APAP resulting from
strong worldwide demand. An expansion is underway in Europe which will
nearly double manufacturing capacity for PAP in that region upon completion
in fiscal 1992. Higher medicinal narcotics sales in the U.S., along with
improved plant performance, also contributed significantly.

<

?.

,
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Net sales for catalysts and performance chemicals were up 19 percent.
Stronger net sales and earnings resulted from price and volume improvements
in specialty organics. The year benefited from higher catalyst sales and
margins; however, growth slowed, as expected, in the second half of this year
as a result of recessionary pressures. The company . continued significant
investment in the development of AFIs.

|
'

The flavors business recorded a 19 percent net sales increase for the year.
Sales of flavors for sweet goods and beverage products in the U.S. were major
factors in the improved performance. Europe's growth in beverage product
sales also contributed. The company continues to invest substantially in new
product development.

Net sales of science products increased 6 percent on higher sales of ;

laboratory and electronic chemicals partially offset by lower prescription |
)chemicals sales. |

| 1990 vs. 1989
|

Ongoing net sales and operating earnings improved 15 percent and 33 percent,
respectively, with all major businesses contributing to these results.

Drug and cosmetic chemicals net sales and operating earnings improvements |

|
reflect higher volumes and prices for analgesic products in worldwide
markets. Production and sales of PAP /APAP increased in 1990 through

i

expansion of the Raleigh, North Carolina, plant and acquisition of a plant in
England. Partially offsetting these gains were losses related to the
expected exit from the tannin business and lower margins on a changing mix of
sunscreen product sales.

Catalysts and performance chemicals operating earnings gained principally
from higher sales and continued improvement in plant production performance>

for AFIs. Results in 1989 reflected approximately $8 million of business
development and start-up costs for AFIs, compared with $3 million in 1990's
resul ts .

Net sales and operating earnings for the flavors business improved
significantly in 1990 due to strong U.S. sales of new sweet goods, savory,
and beverage products. The new products were the result of higher current
and prior-year development expenses.

For science products, the operating earnings growth was largely attributable
to higher sales volumes and prices for prescription chemicals.

In 1990, the fragrance business was sold and its results prior to the sale
are included in divested operations. The related gain is included in the
Consolidated Statement of Earnings under " Income (loss) from discontinued
operations."
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PITMAN-MOORE

(in millions) Years ended June 30 1991 1990(1) 1989

Net sales
Ongoing operations

Animal Productivity 5 51.9 5 49.4 5 33.9
Antimicrobials 68.8 62.0 12.5
Biologicals 106.4 100.3 24 2
Parasiticides 145.9 132.9 21.7
Veterinary Specialties and Other 72.4 69.7 30.9

Total Animal Health 445.4 414.3 123.2
Feed Ingredients 177.5 166.1 131.2

622.9 580.4 254.4
,_ Divested operations 8.2

5 622.9 5 580.4 5 262.6

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

1991 vs.1990

Pitman-Moore's 1991 operating earnings increased 33 percent. Net sales were
up 7 percent. All major product-lines contributed to the increase. Annual
net sales were derived about equally from U.S. and international operations.
The year's results benefited from global efficiencies in manufacturing and
distribution. Expense containment also favorably affected the results. The
downturn in the sheep and wool market in Australia unf avorably impacted the
business, particularly in respect to biological and parasiticides sales.
Also, economic problems in Brazil continue to unfavorably affect the
business.

Animal productivity net sales increased 5 percent principally from higher
Ralgro sales volumes in North and Latin America.

Net sales of antimicrobial products were up 11 percent. Product launches for
new products and product cross-registration in Europe and Asia contributed
favorably to the year's results..

Biological products net sales grew 6 percent. Poultry product sales in
Europe and Asia showed significant gains.

Parasiticide products net sales increased 10 percent. North American results
were favorably affected by a product trade that better balanced the company's
business. European and Latin American regions both experienced sales volume

j. growth.
1

{, Feed ingredients sales improved 7 percent. International sales volume
{! improved, while downward movement in U.S. pricing, which began late in the
} fourth quarter and is expected to continue into fiscal 1992, had an

unfavorable impact.a

<
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1990 vs. 1989 '

The Coopers Animal Health acquisition in July 1989 greatly expandedPitman-Moore's worldwide operations and is largely responsible for theThis new business
dramatic increases in net sales and operating earnings.
approximately doubled total sales and margins for the Pitman-Moore segment.
Parasiticides sales were over six times greater and biological sales wereBoth of these product lines contributed significantly to
four times greater. Operating earnings also benefited from the synergiesoperating earnings.
resulting from the combined Coopers and Pitman-Moore businesses.

'

percent of worldwide sales were achieved outside of the U.S.
Prior to the Coopers acquisition, U.S. sales were 76 percent of totalIn 1990, 50

In addition, Latin America contributed significantly to
Pitman-Moore sales.earnings despite difficult economic conditions in that region.

Worldwide sales and operating earnings for feed ingredients also contributedIncreased poultry numbers and higher
substantially to the_ improved results.
animal protein prices stimulated demand for Pitman-Moore's inorganic feedThe Coopers acquisition also helped to improve the international
products. feed business, and contributed to the improved results.

CORPORATE MATTERS i

Corporate expenses were $36.5 million in 1991 compared with $41.9 million in
1990 and $35.8 million in 1989. Higher 1990 expenses came-from a 9
nonrecurring charge of $4.9 million for restructuring and charges of $3.
million for compensation plans tied to the price of IMCERA's common stock.
Expenses for such compensation plans were $1.0 million in 1991.

Interest and other nonoperating income for 1991 was down $7.8 million fromHigher interest income in 1990 on income tax refunds was the
<

|

the prior year. For 1990 versus 1989, interest
major reason for the year-to-year decrease.
and other nonoperating income declined $17.7 million because of cash outlaysfor the Coopers acquisition, repurchases of common stock, and the redemptionThe decrease was partially offset

,

of part of the Series A preferred stock.
by interest income from income tax refunds.

Interest charges for continuing operations in 1991 versus 1990 decreased by,Interest charges for 1990 were $24.2 million
$2.5 million or 6 percent. Contributing to the increase were higher international
interest expense, principally from the expanded operations resulting from thehigher than 1989.

Coopers acquisition, and the year-to-year effect of the benefit recorded in
1989 from the reversal of previously accrued interest that resulted from the
conclusion of income tax audits that spanned a number of years.

l

See Notes to Consolidated Financial Statements for information on the factorsimpacting the Company's reported effective tax rates of 36.6 percent, 36.11991, 1990, and 1989, respectively, and for
percent, and 25.4 percent indiscussion of discontinued operations in each of the three years presented.
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IMC Fertilizer Group, Inc. (IFL)

IFL's consolidated statement of earnings for each of the last three years
ended June 30, 1991, is summarized in Note E of Notes to Consolidated
Financial Statements. The following discussion is based on those statements
and reflects 100 percent of IFL's operating results.

IFL 1991 vs. 1990

IFL's 1991 net earnings were $96 million, or $3.85 per share, compared with
$83 million, or $3.13 per share in 1990.

Net sales for 1991 were $1.131 billion, a two percent increase over 1990 when
sales amounted to $1.106 billion. Increased prices in several product lines
were a key factor in IFL's improved performance. -

Included in IFL's operating results for 1991 was a pretax gain of $18 million
which represented the completion of the sale of certain potash reserve
interests to the U.S. government. In 1990, operating results included a
pretax gain of $6 million from the sale of such reserve interests, and a
charge of SS million resulting from an increase in a plant decommissioning
reserve.

Gross margins increased $11 million in 1991. Principal product lines
contributing to this increase were phosphate chemicals, $23 million, and
ammonia, $15 million. This increase was partially offset by lower margins in
phosphate rock, $15 million, potash, $10 million, and uranium, $3 million,
when compared to 1990.

;

Administrative costs increased $3 million primarily from the write-off of a
customer receivable balance.

Interest earned and other non-operating income and expense decreased $6
million as a result of costs incurred in the sale of receivables and the.
write-off of unamortized debt issuance costs in connection with the
restructuring of IFL's revolving credit facility.

4

Interest charges were $6 million lower than last year as a result of. lower-
interest rates and the increased capitalized interest related to the
development of IFL's sulphur and oil and gas reserves.

IFL's effective tax rate in 1991 was 37 percent, compared with 35 percent in
1990.

IFL 1990 vs. 1989

IFL's net earnings in 1990 totaled $83 million. This was $54 million lower
than 1989 net earnings of $137 million.

Net sales were $1.106 billion in 1990, down from $1.222 billion in 1989.
Depressed prices for most of IFL's major products, beginning in the spring of
1989, contributed to this decline.

!

I
,
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Included in operating results for 1990 was a pretax gain of $6 million
representing a first installment payment from the sale of certain potash
reserve interests, and a pretax charge of $5 million resulting from anIn 1989, operating results

increase in a plant decommissioning reserve. included a nonrecurring pretax charge of $7 million to reserve for the
shutdown of a production facility.

Gross margins decreased $106 million in 1990 when compared to 1989, mostly
1from lower prices.

Lower i

Interest costs declined as a direct result of IFL's reduction in debt.
'

cash balances led to lower interest earned from short-term investments when
compared to 1989.

|
IFL's effective tax rate in 1990 was 35 percent, compared with 36 percent in)

1989.

|

_FINANCI AL CONDITIOJ

cash and short-term investments increased $229.8
Net proceeds of $189.9 million from the Company's April 1991 public
30, 1990,Since June

stock offering of 2 million IMCERA common shares accounts for most of themillion.
|

Additionally, IFL stock sales and the related option generated net|

cash proceeds of $245.4 million which were used to redeem $217.4 million ofincrease.
This year's current ratio of 1.6:1 compares with

zero coupon debentures.
1.8:1 a year ago and a quick ratio of 1.0:1 in both years.

30, 1991, versus 49
Total debt was 36 percent of invested capital at June

percent a year ago, reflecting a decrease in debt, primarily from theredemption of $217.4 million of zero coupon debentures, and an increase inAfter the redemption of the |

equity from IMCERA's common stock offering. remaining $221.7 million of zero coupon debentures in July 1991, total debt
i

30, 1991 |

was reduced to about 27 percent of invested capital (based on JuneUnder authorization from the Company's Board of Directors, the,

amounts). 31, 1991, for
Company repurchased 31,600 IMCERA common shares through MarchIn April 1991, this continuing authorization was suspended by|

)

the Board of Directors incident to the authorization of the equity offeringHowever, with Board approval, purchases may resume pursuant
$1.6 million.

discussed above.
to this program.

The Company has a $150.0 million bank line of credit available until AprilSuch

1994 and another $189.1 million of international lines of credit.IMCERA also has an
international credit lines are cancellable at any time. agreement, expiring in 1994, under which up to $50 million of subsidiary

|

There have been no

trade receivables could be sold without recourse.borrowings under the committed credit line and no receivables have been sold
Borrowings under the cancellable lines of creditas of June 30, 1991.

amounted to $77.5 million at June 30, 1991.
30, 1992, is estimated to be

Capital spending for the fiscal year ending JuneThe Company believes that its present liquidity position and
cash flow from operations will be sufficient to meet its needs for working$185 million.

capital, expansion of operations, and payment of dividends.

- 28 -
t __ _ _ _ _ _ _ _ _ - - - _ - _ - _ - - _ _ _ _ _ - - _ _ - - _ _ _ _



, ._. . _ . . _ . . . . . . . . . . .
.

.

_ _ _ _ _ - _ _ _ _ _ _ _ _ _ . _ - _ _ - - _ _ _ _ _ -

"
*

, ,. .

OTHER MATTERS

See Notes H and M in Notes to Consolidated Financial Statements for
information concerning Statement of Financial Accounting Standards (FAS) No.
96, " Accounting for Income Taxes" and FAS No. 106, " Employers' Accounting for

. Postretirement Benefits Other Than Pensions".
'

The Company does not consider the present rate of inflation to.have a
significant impact on the businesses in which it operates except for the
hyperinflationary effects on the Latin American businesses of Pitman-Moore
which are discussed in Note P in Notes to Consolidated Financial Statements
and in the Pitman-Moore discussion on page 25.

See Note S in Notes to Consolidated Financial Statements for a discussion of
'

environmental matters. .
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Report of Independent Auditors

To the Shareholders and Board of Directors of IMCERA Group Inc.

We have audited the accompanying consolidated balance sheet of IMCERA Group
30,1991 and 1990, and the related consolidated statements ofInc. as of June

earnings, changes in shareholders' equity and cash flows for each of the
30, 1991, appearing on pages 31 throughthree years in the period ended June

These financial statements are the responsibility of the Company's53. Our responsibility is to express an opinion on these financialmanagement.
statements based on our audits.

We conducted our audits in accordance with generally accepted auditing
Those standards require that we plan and perform the audit tostandards.

obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in
all material respects, the consolidated financial position of IMCERA Group
Inc, at June 30,1991 and 1990, and the consolidated results of its
operations and its cash flows for each of the three years in the period ended

in conformity with generally accepted accounting principles.June 30, 1991

Ernst & Young
Chicago, Illinois
August 6, 1991

- 30 -
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Information by Business Segment

NET SALES

(In millions) 1991 1990 1989

Mallinckrodt Medical $ 512.5 $ 399.8 $ 320.6 |

Mallinckrodt Specialty Chemicals 504.1 444.4 399.7
Pitman-Moore 622.9 580.4 262.6
Interseament sales (5.6)

Consolidated $1,633.9 $1,424.6 $ 982.9

EARNINGS AND ASSETS
Earnings From

Continuing Operations
Before Income Taxes Identifiable Assets

(In millions) 1991 1990 1989 1991 1990 1989
Mallinckrodt

Medical $ C6.9 $ 50.3 $ 39.2 $ 528.7 $ 494.4 $ 416.5
Mallinckrodt

Specialty
Chemicals 60.5 48.6 37.1 463.3 457.1 460.4

Pitman-Moore 74.0 55.6 15.2 660.6 632.8 218.5
Corporate (36.5) (41.9) (35.8) 480.0 232.8 585.1
Eliminations (.3) (.3) (.1) (2.2)
Discontinued

operat-ions 117.9 313.9 293.3

Operating earnings 184.6 112.6 55.7
Interest and other

nonoperating
income, net 11.4 19.2 36.9

Interest charaes (42.7) (45.2) (21.0)

Consolidated $ 153.3 $ 86.6 $ 71.6 $2,250.2 $2,130.9 $1,971.6

PROPERTY, PLANT, AND EQUIPMENT
Capital Depreciation and

Expenditures Amortization
(In millions) 1991 1990 1989 1991 1990 1989
Mallinckrodt

Medical $ 52.8 $ 26.4 $ 18.2 $ 25.5 $ 25.7 $ 23.1
Mallinckrodt

Specialty
Chemicals 39.2 29.3 42.4 31.5 29.1 27.5

Pitman-Moore 30.4 29.7 20.2 28.2 25.3 9.7
Corporate 1.0 .3 1.4 1.4 2.4 2.0

Consolidated $ 123.4 5 85.7 $ 82.2 $ 86.6 $ 82.5 5 62.3

I i

(See Note Q of Notes to Consolidated Financial Statements) ;
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Consolidated Statement of Earnings
(In millions except per share amounts)

Years ended June 30 1991 1990 1989
:

$1,633.9 $1,424.6 $ '982.9 !

|
Net sales |

|
Operating costs and expenses 910.0 818.1 593.3 |

Cost of goods sold1

Selling, administrative, 457.4 419.7 280.3
and general expenses 80.8 75.5 65.0

Research and development expenses
1.1 (1.3) (11.4) j

Other operating (income) expense, net
1.449.3__ l.312.0 927.2 )

184.6 112.6 55.7 |
Operating earnings |

(
1

| Interest and other 11.4 19.2 36.9
nonoperating income, net - Note H (42.7) (45.2). (21.0)!

|
Interest charges - Note H
Earnings from continuing 153.3 86.6 71.6

|
operations before income taxes 56.1 31.3 18.2 i

Income taxes - Note H 97.2 55.3 53.4I

Earnings from continuing operations
Income (loss) from (9.0) 1. 2 __ 63.6

discontinued operations - Note A
88.2 56.5 117.0

Net earnings .4 4.2 14.4
Preferred stock dividends

Available for common shareholders S 87.8 5 52.3 5 102.6

Earnings per common share - Note B
Primary

$ 4.11 $ 2.36 $ 1.70 j
Continuing operations (.38) . 06 _ 2.79
Discontinued operations'

$ 3.73 $ 2.42 $ 4.49 ;
Net earnings i

h

,

Fully diluted $ 1.91 ;
Continuing operations 4.21 |
Net earnings

(See Notes to Consolidated Financial Statements)

..

1
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Consolidated Balance Sheet
(In millions)

ASSETS At June 30 1991 1990
Current assets

Cash and cash equivalents 5 213.8 $ 100.0
Short-term investments,

at cost which approximates market 147.8 31.8
Trade receivables, less allowances of

$12.8 in 1991 and $9.9 in 1990 272.5 252.2
Inventories - Note D 314.4 294.6
Other current assets 65.3 46.5
Net assets of discontinued

operations - Notes A and E 117.9
1,131.7 725.1

Investments and long-term receivables,
less allowances of $5.0 in 1991 and 1990 - Note E 122.5 126.0

Property, plant, and equipment 944.5 846.7
Accumulated depreciation (314.3) (260.9)

Net property, plant, and equipment - Note F 630.2 585.8
Intangible assets - Note G 365.8 380.1
Net assets of discontinued operations - Notes A and E 313.9

52,250.2 52,130.9

LIABILITIES
Current liabilities

Short-term debt - Notes A, J, and K S 315.9 $ 83.6
Accounts payable 125.4 115.0
Accrued liabilities - Note 1 235.3 199.'6
Income taxes - Note H 46.1 15.8

722.7 414.0
Long-term debt, less current
maturities - Notes A, J, and K 327.5 753.8

Deferred income taxes - Note H 48.0 52.9
Other noncurrent liabilities and deferred credits 67.8 85.4
Commitments and contingencies - Notes R and S

SHAREHOLDERS' EQUITY - NOTES B, N, and 0
(In millions except per share amounts)
Preferred stock 10.0 10.0
Common stock, par value $5, authorized

100,000,000 shares; issued 29,038,763
shares in 1991 and 28,798,352 shares in 1990 145.2 144.0

Capital in excess of par value 179.1 56.0
Reinvested earnings 915.9 851.4
Marketable securities .41uation allowance (1.1) (4.0)
Foreign currency tr anslation 1.5 22.2
Treasury stock (166.4) (254.8)

1.084.2 824.8
52,250.2 $2,330.9

!

(See Notes to Consolidated Financial Statements)
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Consolidated Statement of Cash Flows
(In millions)

' Years ended June 30 1991 1990 1989 1

CASH PROVIDED (USED) BY OPERATIONS $ 88.2 $ '56.5: $ 117.0 .

Net earnings
Adjustments to reconcile net earnings -

to net cash provided by operations 86.6 82.5 62.3
Depreciation and amortization 3.3 .(8.3) (17.4)L
(Gains) losses on disposals of assets (3.4) 13.2 15.3- .

Deferred income taxes
Discontinued operations (3.5) '10.3 (38.7)

(23.6) 14 . 9 -- (11.9)- &

Other, net 147.6 e 169.1 126.6
'

Changes in working capital
~

.
-

(35.7) (35.4)~ (10.1)
Receivables (28.4) (9.5) .(23.5)
Inventories
Accounts payable, accrued 88.8 13.0 (49.3)liabilities, and income taxes (7.2). 5.2 (16.7)
Other, net 165.1 142.4 27.0

'

CASH PROVIDED (USED) BY INVESTING ACTIVITIES.(22.1) (257.6) (11.7).
..

Acquisition spending (123.4)' (85.7)' (82.2)
Capital expenditures (116.0) 23.4_ (55.2)'
Short-term investments- 245.4
IFL stock sales 200.0
Redemption of IFL preferred stock 2.9 35.6 32.0
Proceeds from disposals of other assets (10.9) 13.3 (22.9)-
Other, net (24.1) _ (271.0) -60.0

'

CASH PROVIDED (USED) BY FINANCING ACTIVITIES -

Issuance of common: stock,
including $189.9 from the IMCERA 213.8 6.3 .3
public stock offering in 1991 (65.1)Preferred stock redemption 4.2 30.6 359.5

Proceeds from long-term debt
Payments on long-term debt, including

$217.4 for the partial redemption of
.the zero coupon exchangeable
subordinated debentures in 1991 (232.6) (38.6)- (35.3)

12.7 (11.9)- 15.6
Increase (decrease) in short-term debt (1.6) (56.0) (215.8)
Purchase of IMCERA stock
Dividends paid _ (23.7) (25.8) (36.9)

(27.2) -(160.5) 87.4

Increase (decrease) in. 113.8 _ 289.11 174.4(
cash and cash equivalents _ 100.0_ 389.1 214.7

Cash and cash equivalents at beginning of year
5 213.8 $ 100.0 $ 389.1

Cash and cash equivalents at end of year

(See Notes to Consolidated Financial Statements)
,

|
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$
Consolidated Statement of Changes in SharQholders' Equity

n (in million except per share amounts)
b,

Capital
in Excess

j Preferred Common of Par Reinvested Treasury
Stock Stock Value Earninas Other Stock

{: Balance. June 30, 1988 $14.6 $141.4 $255.1 $ 757.2 3 4.5 $(145.1)

f' Net earnings 117.0

ff Olvidends

g 4 percent preferred stock (34.00 a share) (.4)

f Series A preferred stock ($3.75 a share) (9.4)

{
Series 8 preferred stock ($3.25 a share) (4 6).

'

Common stock ($1.00 a share) (22.5)
.

j Stock option exercises .6 4.0' (3.6)
.j Purchase of shares (215.8)

Marketable securities valuation adjustment (1,1)
Translation adjustment (4.3)
Other .2 .4

Ba lance, June 30, 1989 14.6 142.0 259.3 837.3 (.9) (364.1) i

Net earnings 56.5 1

Dividends
'

4 percent preferred stock ($4.00 a share) ('. 4 )

Series A preferred stock ($.3125 a share) (.4)
Series 8 preferred stock-($2.4375 a share) (3.4)
Common' stock ($1.00 a share) (21.6)

Redemption, conversion, and retirement
of Series A and Series 8 preferred stock (4.6) (218.8) (16.6) 175.0

Stock option exercises 2.0 13.8 (9.7)
Purchase of shares (56.0)
Marketable securities valuation adjustment (2.9)
Translation adjustment 22.0

Other 1.7
,

Balance. June 30, 1990 10.0 144.0 56.0 851.4 18.2 (254.8)

Net earnings 88.2
.

Dividends
4 percent preferred stock ($4.00 a share) (.4)

"

Common stock ($1.00 a share) (23.3)
issuance of common stock in public offering 106.2 83.7

Stock opt-lon exercises 1.2 10.2 6.6

Purchase of shares (1 6) ,

Marketable securttles valuation adjustment 2.9

Translation adjustment (20.7)
Other 6.7 f.3)

Balance. June 30, 1991 $10.0 $145.2 1179.1 $ 915.9 $ .4 $(166.Q

(See Notes to Consolidated financial Statements)
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Notes to Consolidated Financial Statements
(In millions except per share amounts)

ACCOUNTING POLICIES

Principles of Consolidation
,

1
Financial statements of all subsidiaries are consolidated. On February 2,'

1988, IMC Fertilizer Group, Inc. (IFL), then a wholly owned subsidiary,
completed an initial public offering (IPO) of shares of common stock. After
the IPO, IMCERA Group Inc. (IMCERA or the Company) owned less than a majority |

voting interest in IFL, and the Company's investment in IFL was accounted for :
by the equity method through March 31, 1991. I

IIn March 1991, IMCERA entered into a sale and option agreement with IFL
regarding the 10 million IFL shares which IMCERA owned (see Note A-Changes in i

Business). As a consequence of this agreement, IMCERA's results have been i
1restated to reflect the investment in IFL and interest charges on the related

debt as a discontinued operation and the Company changed from the equity to
the cost method of accounting for this investment effective April 1, 1991.

Foreign Currency Translation

The financial statements of most of the Company's international affiliates 3

are translated into U.S. dollars using current exchange rates. Unrealized j
translation adjustments are included in shareholders' equity in the
Consolidated Balance Sheet. The financial statements of international
affiliates that operate in hyperinflationary economies, principally Brazil

,

and Argentina, are translated at either current or historical exchange rates,
as appropriate. Unrealized translation adjustments are included in operating
results for these affiliates.

Cash and Cash Equivalents

Cash and cash equivalents consist primarily of certificates of deposit, time
deposits, and other short-term securities with maturities of three months or
less from the date of purchase.

Inventories

Inventories are stated at the lower of cost or market. Cost for inventories
is determined on either an average or first-in, first-out basis.

Property, Plant, and Equipment

Property, plant, and equipment are recorded at cost. Depreciation is based
upon estimated useful lives of 15 to 45 years for buildings and 4 to 15 years
for machinery and equipment, using principally the straight-line method.

Income Taxes

All undistributed earnings of international subsidiaries are considered to be j

permanently invested. Accordingly, no provision for income taxes was made
for undistributed earnings of such subsidiaries.

- 36 - )
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NOTE A
Chanaes in Business'

IFL Stock Transactions ,

In March 1991, the Company entered into a sale and option agreement with IFL
under which IFL would purchase up to 10 million shares of IFL common stock .

which IMCERA owned. As of July 1991, IMCERA no longer owns any IFL shares. |
|

fUnder the agreement, the Company completed the sale of nearly 6 million
shares prior to June 30, 1991, for a pretax gain of $32.1 million, $7.6

j

million after taxes, or $.31 a share. In addition to this gain, discontinued !
(

operations includes charges of $17.3 million, $10.7 million after taxes, or
$.43 a share, for unamortized debt issuance costs and other costs associated
with the transaction. In July 1991, the remaining approximately 4 million
shares were sold for a pretax gain of $21.4 million, $5.7 million after
taxes,. or 5.23 a share, less associated casts of $11.7 million, $7.3 million
after taxes, or $.29 a share. ;

Approximately 8 million of the IFL shares held by IMCERA were subject to the
'

exchange rights of the holders of IMCERA zero coupon exchangeable
subordinated debentures. Accordingly, the Company called these debentures
for redemption for cash in connection with the IFL stock sales. On April 23,
1991, the Company paid $217.4 million to redeem one-half of the debt and on
July 1, 1991, paid $221.7 million for redemption of the remainder.

As a consequence of the agreement with IFL, the IMCERA financial statementsI

and related notes for all periods presented have ber:n restated to show the
results of IFL on a discontinued basis. Interest charges relate to the zero
coupon exchangeable subordinated debentures which were directly associatedj

with the investment in IFL, and, prior to the issuance of these debentures, a
prorated amount of total interest charges. Discontinued operations included
the following IFL operating results for each of the three years ended June
30:

1991 1990 1989_

$ 25.1 $ 31.4 $ 52.9Equity in earnings
) Gain on IFL stock sales -32.1

28.6Gain on IFL stock offering
1.1Dividend income

Debenture issuance costs (6.0)
IFL retiree medical costs (11.3)
Interest charges .

(30.9) ( 21. 3 ).(30.2)
10.8 .5 60.2Earnings before income taxes

Provision (credit) for income taxes 13.6 (3.1) 3.3

Earnings (loss) from .
$ (2.8) $ 3.6 $ 56.9_

.
.

discontinued operations .

Earnings (loss) from discontinued
operations per common share $ (.12) $ .17 $ 2.50

l
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In July 1988, IFL made a public stock offering of 5 million IFL common shares
that reduced IMCERA's common stock ownership in IFL from 47 to 38 percent.
The offering was at a price in excess of the carrying amount of the Company' sin September 1988, the Company received $200 million from
investment in IFL.IFL in redemption of the Company's holdings of IFL's Preferred Stock, Series
A, representing the proceeds of the July 1988 public offering plus internally '

As a result of both of these transactions, the-Company-|'
generated funds. recognized a gain of $28.6 million, $21.5 million after taxes, or $.89 a

'

share.
;

Coopers Acquisition
|

Coopers Animal Health (Coopers) was acquired on July 5,1989, for $218
'

million in cash plus the assumption of liabilities and its results were 4

consolidated after that date. |

|

Based upon estimated fair values, $162 million of the purchase price wasThe remainder, $178 million, was allocated
!

allocated to net tangible assets.
to goodwill and is being amortized over 40 years.

Unaudited pro forma combined information for results of operations, assuming
a July 1, 1988, acquisition is as follows:

1989
Year ended June 30

$1,273.5
Net sales $ 34.2
Earnings from continuing operations 5 97.8

$ .86 .t
, Net earnings

Earnings from continuing operations per common share $ 3.65
Net earnings per common share

!
;

This information does not necessarily indicate either what would have .i
occurred had the acquisition been consummated on July 1, 1988, or what future i

operating results of the combined operations might be.

Divestitures and Other Discontinued Operations

In 1990, the Company sold its fragrance business for an after-tax gain of-Results of operations of this business were
$5.2 million, or~$.25 a share.In 1989, the sale of the Company's investment in a
not material to INCERA.
previously discontinued methanol joint venture produced an after-tax gain ofThese gains were reported in the Consolidated
$8.4 million, or $.35 a share. Statement of Earnings under the caption " Income (loss) from discontinued
operations."

During 1989, the Company sold a Pitman-Moore business for a gain of $2.4This gain was included in the-million after taxes, or $.10 a share.
Consolidated Statement of Earnings under the caption "Other operating.
(income) expense, net."

I

- 38 -

. _ _ _ _ _ _ _ _ - _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ .



.- ..- _. .

k

C

7 Results for 1991', :1990, and 1989 included charges for entfironmental and
litigation costs related to operations previously sold, as' follows:

1991 1990' '1989
1

$ Net of taxes S 6.2 $ 7.6 $ 1.7

-) -Per share $ .26 $ .36' $ .06

,

-i
These charges were reported in the Consolidated Statement of Earnings under
the caption " Income-(loss) from discontinued operations."

NOTE B
Earninas Per' Common Share

Primary earnings per common share amounts were computed on the'btsis of the
weighted average number of common shares outstanding.- Shares used .in the _
computations were 23,544,586 in 1991; 21,651,824 in 1990; and 22,813,716 in
1989. ,

Fully diluted earnings per common share amounts were computed on the basis of
the weighted average number _of common shares outstanding and the dilutive
effect of the assumed conversion of convertible preferred stock and 4%-
Convertible- Debentures and exercise of stock options.- Shares'used in the

~

computation in 1991, 1990, and 1989 were 23,959,155, 23,237,235, and
27,714,942,'respectively. In 1991 and 1990, the dilutive effect was note
material .

NOTE C-
Sucolemental Cash Flow Information

1991 1990 1989

Interest-paid $ 42.2 $ 44.7 $ 29.5

Income taxes paid $ 17.1- $ 12.3 $ - t 8.3-
<

Noncash investing and financing activities:._
T

Conversion of Series A and
Series B preferred stock
for IMCERA common stock $ 137.0

Issuance of_IMCERA common stock _ _

S 2.4 . $ 11.2 $ 4.4
_ . . .

from-exercise of stock options
Purchase of IMCERA common stock

from exe'rcise of stock options $ 1.7 $ 9.7 $ 3.6

Issuance of IMCERA common stock-
$ .5

for restricted ~ stock awards
Assumption of liabilities

$ 44.8related to acquisitions
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NOTE D
: Inventories

'At June 30 1991 1990

Product
Mallinckrodt Medical $ 84.1 $- 79.7
Mallinckrodt Specialty Chemicals 80.8- 88.9
Pitman-Moore 132.9 114.1
Intersegment eliminations (.3) (.1)

297.5 282.6
00eratina materials and sucolies 16.9 12.0-

S 314.4 $ 294.6
,

NOTE E
J Investment in IFL

The carrying value of the Company's investment in IFL common stock is
included in " Net assets of discontinued operations" at June 30, 1991 and-

.

1990. A dividend receivable from IFL in an amount equal to the proceeds-(but_ '

not in excess of $51.9 million) which IFL expects to receive fromfan s

insurance claim related to Canadian potash operations is included in
" Investments and long-term receivables" at June 30, 1991 and 1990.

_

The Company's principal transactions with IFL were purchases of certain' . ,

materials and products and plant management services totaling $102.0 million, ~ ;

$93.7 million, and $96.2 million in 1991,1990, and 1989, respectively.
'

Summarized financial information of IFL follows:
i

Years ended June 30 1991 1990 1989

Net sales $1,131.2 $1,105.7 $1,221'.7
Costs.and expenses, including

provision for income taxes 1.035.4 1.023.l' l.084.4

Net earnings $- 95.8 $ 82.6 $ 137.3

. -

At June 30 1991 1990

Current assets $ 295;6- $ 245.5
Noncurrent assets $1,443.7. $1,339.2'
Current liabilities $ 247.5 $ 211.6
Noncurrent liabilities S 793.2 $ L553.4

.

V
i
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NOTE F
Property. Plant, and Eauipment'

At June 30 1991 1990

! Land $ 64.1 5 63.7
Buildings and leasehold improvements 229.8 217.2
Machinery and equipment 591.0 507.7
Construction in progress 59.6 58.1

944.5 846.7
Accumulated depreciation (314.3) (260.9)

Net property, plant, and equipment $ 630.2 $ 585.8

NOTE G
Intanaible Assets

At June 30 1991 1990

Patents and formulas 5 55.0 $ 54.8
Contracts 18.8 20.8
Goodwill and other intangibles 362.4 343.2

436.2 418.8
Accumulated amortization (77.4) (57.6)

358.8 361.2
Deferred charaes 7.0 18.9

$ 365.8 5 380.1

Identifiable intangible assets are amortized over estimated useful lives of
up to 5 years for contracts,17 years for patents and formulas. Goodwill and
other intangibles are amortized on a straight-line basis, primarily 20 to 40
years.

NOTE H <

Income Taxes

Income taxes included in the Consolidated Statement of Earnings follow:

1991 1990 1989

Continuing operations $ 56.1 5 31.3 $ 18.2
Discontinued operations 9.5 (4.3) 7.4

5 65.6 $ 27.0 $ 25.6

i
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|
The geographical source of earnings from continuing operations before income )
taxes and significant items affecting the effective income tax rate follow:

1991 1990 1989__

i

$ 89.2 $ 35.3 $ 54.8
Domestic 64.1- 51.3 16.8
Foreign

$ 153.3 $ 86.6 $ 71. 6 __

Computed ta'x at the Federal statutory rate $' 52.1 $ 29.4 $ 24.3

Adjustments to income tax accruals (5.0) (7.1) (8.4) ,
State income taxes, net-~

3.3 1.6 1.3
of Federal income tax benefits

Foreign income taxes rate differential (.5) (1.7) (.3)
2.2 4.7 _Foreign losses with no tax benefit 2.9 3.1 1.5

Goodwill amortization
Other items (none in 1.1 1.3 f.2)excess of 5% of computed tax)

5 56.1 $ 31.3 $ 18.2
Provision for income taxes

36.6% 36.1% 25.4%
Effective tax rate

The favorable adjustments to income tax accruals of $5.0 million, or $.21 a
share in 1991; $7.1 million, or 3.33 a share in 1990; and $8.4 million, or
$.37 a share, in 1989 included in the preceding table resulted from the" Interestconclusion of income tax audits that spanned a number of years.
and other nonoperating income, net" in the Consolidated Statement of Earnings
included $7.7 million-($4.8 million after taxes, or $.22 a share) from the
1990 adjustments, and " Interest charges" were. reduced by $12.4 million ($8.2
million after taxes, or S.36 a share) from the 1989 adjustments.

The income tax provisions for discontinued operations related to the
Company's equity in IFL earnings reflect a benefit of $2.4 million, $2.9
million, and $14.4 million, respectively, from the dividend received

Additionally, these provisions reflect a charge (benefit) fordeduction.
book and tax basis differences relative to the Company's investment in IFL
stock in 1991 and 1989, of $14.5 million and $(3.3) million, respectively;
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The provision for income taxes on earnings from continuing operations
consisted of the following:

1991 1990 1989

-Current
$ 10.7 $ (6.0) $ 1.2

Federal 3.2 2.2 2.2
State and local 8.0 -20.1 18.8 -

11.4Foreign 34.0 15.0

Deferred 17.0 15.3 7.5
Federal 1.7 (.7) (.1)
State and local 3,4 1.7 f.6)
Foreign

22.1 16.3 6.8

$ 56.1 $ 31.3 $ 18.2
(

Deferred income tax provisions result from timing differences in the
recognition of income and expenses for financial reporting and tax purposes.

i

f The principal components of the Federal and state and local provision for
j deferred income taxes from continuing operations for each of three years

ended June 30 were adjustments of net deferred tax credits through
In 1991, there were also deferred taxutilization of net operating losses.

provisions for various timing differences, primarily depreciation, employee
compensation and benefit plan related items, and acquisition liabilities.

At June 30, 1991, IMCERA had alternative minimum tax and general business tax
credit carryforwards of $42.3 million and $3.5 million, respectively,
available to reduce future Federal taxes payable. The alternative minimum

| tax credit has an unlimited carryforward period. The general business
| credits expire in 1999 through 2005.l

The Company also had net operating loss carryforwards of $29 million from its
international operations, primarily in the Unitet Kingdom ($20 million with

Utilization of carryforward losses related to Coopersno expiration date).
that pre-date the acquisition will reduce the goodwill associated with the
acquisition.

Undistributed earnings of certain foreign subsidiaries aggregating $93
million at June 30, 1991, are considered to be permanently invested.

The Company has not adopted the Statement of Financial Accounting Standards
" Accounting for Income Taxes" which is being reviewed by the Financial

|

j Adoption is not required until fiscalAccounting Standards Board (FASB).'

Because of the uncertainty created by the FASB's reconsideration of1993.| the requirements of the new standard and the choice of implementation

f
alternatives, the effects of the new standard on the Company's financial

t

j
- position cannot be estimated.

!

I,

I 1

1
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NOTE I
Accrued liabilities

1991 1990
At June 30

$ 59.9 $ 27.8
Salaries, wages, and bonuses 24.5 28.1
Former operations 19.3 25.8
Restructuring accruals 9.8 13.8 -

Contract. settlements 9.9 10.6
Interest. 8.8 7.2
Taxes other than income taxes 9.5 3.3
Pension 93.6 83.0
Other

$ 235.3 $ 199.6
-/

NOTE J
QRh1

The components of short-term debt were:
1991 1990_

At June 30
$ 77.5 $ 63.8

Notes payable 238.4 19.8
Current maturities of lono-term debt

$ 315.9 $ 83.6

The components of long-term debt were: '

1991 1990

Al June 30
S 221.7 $ 409.9

Zero coupon exchangeable subordinated debentures
9.875% debentures due in annual installments

of $15.0 million, beginning in 2002, with 134.3 134.3
final: payment of $12.8 million in 2011

8.75% promissory notes due in annual
installments of $10.3 million, with 92.8 103.0
final payment of $10.7 million in 2000

9.35% debentures due in annual installments
of $6.5 million, beginning in 1993, with 51.7 51.7
final payment of $7.4 million in 2000 65.4 74.7 .

Other 565.9 773.6
238.4_ 19.8

-

Less current maturities
$ >327.5 $ 753.8

!
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The zero coupon debentures were directly associated with the Company's
investment in IFL common stock. Pursuant to an agreement with IFL, IMCERA
completed the redemption in April 1991, of one-half of the zero coupon
debentures for cash of $217.4 million and in May 1991 called for redemption
the remaining debentures. At June 30, 1991, $221.7 million related to such
debentures has been classified as a current liability. In July 1991, these
debentures were redeemed for cash.

The 9.875 percent debentures are redeemable at the option of IMCERA at 100
percent in 2001 and thereafter.

The 9.35 percent debentures are redeemable at the option of IMCERA at prices
ranging from 102.337 percent at June 30, 1991, to 100 percent in 1995 and
thereafter.

Maturities of long-term debt for the next five years are: 1992 -- $238.4
million; 1993 -- $19.2 million; 1994 -- $34.3 million; 1995 -- $24.5 million;
and 1996 -- $17.2 million.

NOTE K
Lines of Credit

In April 1991, IMCERA entered into a $150 million revolving credit agreement
Under the terms ofwith a number of banks which expires in April of 1994.

the agreement, interest rates are determined at the time of ';orrowing and are
based on London Interbank Offered Rates (LIBOR) plus .40 percent, or other
alternative rates. There have been no borrowings under the facility through

In April 1991 IMCERA also established a facility expiring inJune 30, 1991.
April 1994 whereby up to $50 million of subsidiary trade accounts receivable
could be sold without recourse for cash proceeds less a discount based on
prime commercial paper rates plus .30 percent. No receivables have been sold
through June 30, 1991. The company also maintains various working capital
credit lines for its international subsidiaries which totaled $189.1 million
at June 30, 1991. Borrowings outstanding at June 30, 1991, amounted to $77.5
million. These international credit lines are cancellable at any time.

NOTE L
Pension Plans

The Company's pension plans provide for retirement benefits based on years of
and level of compensation for the highest three to five yearsservict

occurring generally within a period of up to 10 years prior to retirement.
Contributions to the U.S. plans meet ERISA minimum funding requirements.

Effective July 1,1989, the Company adopted the provisions of Statement' of
Financial Accounting Standards No. 87 " Employers' Accounting for Pensions" in
accounting for its foreign pension plans. The effect of this adoption was
not material.
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fPet.sion expense for continuing operations follows:

1991 1990 1989

U.S.and (for 1991 and 1990)
foreign pension plans

Service cost $ 15.1 $ 12.8 $ 7.4

Interest cost on
projected benefit obligations 26.8 25.7 22.4

Actual return on plan assets (29.7) (34.0) (20.6)
Net amortization of initial unrecognized

asset and deferral of subsequent
unrecognized net gains and losses 5.5 9.8 1.8

2.9Foreion pension olans

$ 17.7 $ 14.3 $ 13.9

Assumptions used in determining U.S. pension expense ($11.3 million and $9.5
million in 1991 and 1990, respectively) follow:

1991 1990 1989

Discount rate 9% 9% 9%

Long-term rate of return on assets 10% 10% 9%

Compensation increase rate 6% 6% 6%

Plans' assets mostly relate to U.S. plans and consist primarily of corporate
equity and U.S. government debt securities, and units of participation in a
collective short-term investment fund.
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The funding status of IMCERA's U.S. and foreign pension plans and amounts
recognized in the balance sheet follow:

1991 1990
Plans Plans Plans Plans
With With With With

Assets in Accumu- Assets In Accumu-
Excess of lated Excess of lated

Accumu- Benefits Accumu- Benefits
lated in Excess lated in Excess

Benefits of Assets Benefits of Assets

Assets at fair value $ 264.5 5 27.9 $ 272.4 $ 7.1
Actuarial present value of

benefit obligations
Vested benefits 195.0 52.8 209.4 23.3
Nonvested benefits 4.7 2.9 5.7 3.6.
Accumulated benefit

obligations 199.7 55.7 215.1 26.9
Projected future

salary increases 57.6 9.8 46.6 12.0
Projected benefit

obligations 257.3 65 1 _ 261.7 38.9
Projected benefit obligations

(more) less than assets 7.2 (37.6) 10.7 (31.8)
Items not yet recognized

in earnings
Unrecognized net (gain) loss (8.9) (1.1) (13.0) 1.1

Unamortized transition
(asset) liability (2.7) 19.0 (1.61 20.3

'

Accrued pension liability 5 (4.4) $ (19.7) $ (4.2) $ (10.4)

NOTE M
Postretirement Health Care Benefits

IMCERA provides certain health care benefits for U.S. salaried and hourly
retired employees. Employees may become eligible for health care benefits if
they retire after attaining specified age and service requirements while they
worked for the Company.

Health care benefits are paid directly by IMCERA and the cost of providing
these benefits to retirees is recognized as an expense when claims are paid.
The cost to IMCERA of such health care benefits amounted to approximately
$5.0 million for 1991, $6.3 million for 1990, and $5.4 million for 1989, all
of which were included in results of continuing operations. Additionally,
1991 results from discontinued operations included $1.4 million for payments
to IFL retirees who retired prior to the IPO.

'

i,

|
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In December 1990, the FASB issued Statement No. 106 (FAS 106), " Employers'
Accounting for Postretirement Benefits Other Than Pensions," which requiresi

companies to accrue the cost of postretirement benefits during the serv ceSuch costs are currently recognized on a pay-as-you-go
When IMCERA adopts FAS 106 (no later than fiscal 1994) thelives of employees.

unrecognized liability may be recognized immediately, or recognized over abasis. i d of
period not to exceed the greater of the average remaining service per oThe impact of adoption of this Statement on

IMCERA's results of operations has not been determined and will depend uponseveral factors, including assumptions as to future health care cost tren s,
plan participants or 20 years. d

f

the general level of interest rates, funding decisions and the level o i;

benefits provided at the date of adoption of the Statement.

NOTE N
Capital Stock

100,000 shares, 98,330 outstanding at
The Company has authorized and issued This

par value $100, 4 Percent Cumulative preferred stock.h

stock, with voting rights, is redeemable at IMCERA's option at $110 a s are.June 30, 1991,
30, 1991, the number of issued and

During the three years ended June
outstanding shares did not change.

shares of Series A preferred stock were redeemed fori tlshares were converted into approx ma e yIn July 1989, 1,236,077
cash of $65.1 million and 1,302,123 In April 1990, all of the 1,398,000

shares of IMCERA common stock.
outstanding shares of Series B preferred stock were converted inteSubsequent to these1,586,000

shares of IMCERA common stock,1,770,000
transactions, all of the previously issued Series A and B shares were-approximately

the Company has authorized 1,400,000 shares, par
retired. At June 30, 1991,
value $1, of series preferred stock, none of which is outstanding.

>

Each outstanding common share includes a non-voting common stock purchaseIf a person or group acquires or has the right to acquire 20 percentt or

or more of the common stock or commences a tender offer for 30 percenright. h y

more of the common stock, the rights become exercisable by the holder w o maf

then purchase $500 worth of common stock for $250 unless, -in lieu thereo ,for one

the Board of Directors causes the exchange of each outstanding rightshare of common stock (in either case exclusive of the rights held by t eIn the event of a merger orh

acquiring person or group which are voided). ti
sale of 50 percent or more of the Company's assets, the rights may in cer a nh

circumstance entitle the holder to purchase $500 worth of stock in t eThe rights may be redeemed by the Board at a
surviving entity for $250. l d unless
price of S.05 per right at any time before they become exercisab e an31, 1996.
they become exercisable, they will expire March

Common shares reserved at June 30, 1991, consisted of the following:

_ 27,549,724

Exercise of common stock purchase rightsExercise of stock ootions and orantino of stock awards
2.478.701_

30,028,425_

- 48 -
,

- _ - _ _ _ _ _ . _ . _ _ _ _ _ _ _ _ _



' .

|
>

Changes in the number of shares of common stock issued and in treasury were
as follows:

1991 1990 1989

Common stock issued il
Balance, beginning of year 28,798,352 28,404,579 28,281,793 I I
Stock options exercised 232,264 .391,257 118,762 j ;!
Conversion of 4% debentures 8.147 2,516 4,024 !

Balance, end of year 29,038,763 28,798.352 28,404.579

Treasury common stock
Balance, beginning of year 6,108,372 8,171,037 2,813,798
Common stock offering (2,000,000)
Stock options exercised (204,466)
Purchases 56,834 1,292,712 5,369,239
Conversion of Series A and B

preferred stock (3,355,377)
(Awards) cancellation

of restricted shares 7,000 (12 00jll

Balance, end of year 3,967.740 6,108,372 8,171,037

Common stock
outstandino, end of year 25,071,023 22,689,980 20,233,542_

NOTE 0
Stock Plans'

Three non-qualified stock option plans adopted in 1973, 1981, and 1990, as
amended, provide for granting options to purchase up to 5,275,000 shares of 3

common stock at prices not less than 100 percent of market price (as defined) L

at the date of grant. The plan adopted in 1990 relates to the Company's |
Board of Directors and was approved by the shareholders at IMCERA's 1990
annual meeting. Options under these 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 4,293,083 shares was granted under these
plans through June 30, 1991. Prior to May 1, 1991, the plans permitted
certain employees the successive, contemporaneous delivery to IMCERA of
common shares acquired in the exercise of such options in series in lieu of
cash for the exercise of stock options. Information on options exercised and
shares so delivered and related market values on the date of exercise and
delivery follows:

1991 1990 1989
,

Options exercised 42,200 265,606 111,662
i Market value $ 3.3 $13.4 $4.6

i Shares tendered 21,528 192,457 85,746
i Market value $1.7 59.7 53.6
a

i

q

n(
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Information on options follows:
!Price

Number of Options Rance 1991 1990

Outstanding, beginning of year $29-61 1,454,432 1,071,132
Granted 47-101 700,820 788,202
Cancelled 37-61 (65,918) (13,645)
Exercised 29-61 (436.730) (391.2521

Outstanding, end of year 29-101 1,652,604 1,454,432

At June 30
Exercisable 655,052 479,475
Reserved for future option arants 826,097 1,385,999

The average exercise price of outstanding stock options at June 30, 1991, was
$58.47 a share, based on an aggregate exercise price of $96.6 million.
Outstanding stock options will expire over a period ending no later than June
18, 2001. -

The 1973 non-qualified stock option and award plan also provides for the
award of restricted shares of IMCERA's common stock. Under the plan, the
grantee makes no cash payment for the award, the shares are held in escrow
until vested, which is generally three years from date of award, 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 IMCERA at no cost.

NOTE P
International Operations

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

1991 1990 1989

Latin America $ 16.4 5 10.3 $ 14.7
Europe 6.0 1.6 7.5
Far East 27.5 20.2 14.1
Other 4.7 2.2 4.8

;

$ 54.6 5 34.3 5 41.1
i

!
.

a

f
i
>
$
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Net sales, earnings from continuing operations before income taxes, and
identifiable assets by geographic areas follow:

Net sales to Unaffiliated Customers 1991 1990 1989

United States 51,073.1 $ 934.5 5 753.9 i

Europe 322.5 285.5 142.5 l

Latin America 83.9 71.3 19.6
Australia /New Zealand 61.3 66.1 11.8
Canada 57.0 32.4 37.2-
Other 36.1 34.8 17.9

Consolidated $1,633.9 $1,424.6 $ 982.9

Earninas 1991 1990 1989

United States $ 146.8 $ 101.0 $- 72.2
Europe 51.4 38.2 15.5
Latin America 7.1 7.5 2.5
Australia /New Zealand 9.9 9.6 (.3)
Canada 2.2 1.2 1.8
Other 3.4 .1 .6
Corporate (36.5) (41.9) (35.8)
Eliminations .3 (3.1) (.8)
Operating earnings 184.6 .112.6 55.7
Interest income (charaes), net (31.3) (26.0) 15.9

Consolidated S 153.3 $ 86.6 $ 71.6

Assets 1991 1990 1989

United States .$1,088.2 $1,005.0 $ 890.1
Europe 358.6 383.2 152.3
Latin America 60.5 54.3 12.0
Australia /New Zealand 99.1 96.6 9.5
Canada 30.0 29.5 23.5
Other 20.9 18.7 8.3
Corporate 480.0 232.8 585.1

i Eliminations (5.0) (3.1) (2.5)
Discontinued operations 117.9 313.9 293.3

Consolidated $2,250.2 $2,130.9 $1,971.6 j

Transfers of product between geographic areas are at prices approximating
those charged to unaffiliated customers. The amount of such transfers was

! not material.
k

i.

l

l
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Het foreign exchange translation losses from businesses in hyperinflationary
economies aggregated $5.6 million and $5.5 million in 1991 and 1990,
respectively, and have been included in "Other operating (income) expense,
net." These translation effects were primarily from Pitman-Moore.
Translation effects in 1989 were not material. Transaction effects for all

,

IMCERA's businesses were not material in the periods presented.'

NOTE Q
Business Seaments .j

The tables at page 31 show IMCERA's continuing worldwide operations which are
organized in three industry segments as follows:

Mallinckrodt Medical

Production and sale of products used primarily in hospitals, including x-ray
contrast media, interventional products, airway catheters, temperature

I monitoring products, diagnostic and therapeutic radiopharmaceuticals, and
|- blood gas and vital sign monitoring systems.
|
' Mallinckrodt Specialty Chemicals

Production and sale of analgesics and medicinal narcotics used by
pharmaceutical companies; catalysts, specialty organics and inorganics,
stearates, photochemicals, aromatic fluorice intermediates, and electronic
and laboratory chemicals used by industry and research organizations; and
products for processed food, beverage, and perronal care industries.

Pitman-Moore-

Production and sale of animal productivity, antimicrobials, biologicals,
parasiticides, veterinary specialties, mineral feed supplements, and other
health related products for companion and food animals.

Corporate assets consist primarily of cash and short-term investments.

In 1990, corporate expense included restructuring charges of $4.9 million
reported in the Consolidated Statement of Earnings under " Selling,
administrative, and general expenses."

In 1989, Pitman-Moore operating earnings included a gain of $3.9 million from
the sale of a business reported in the Consolidated Statement of Earnings .

|under "Other operating (income) expense, net."

NOTE R
Commitments

IMCERA leases office space, data processing equipment, buildings, and
machinery and equipment. Rent expense for continuing operations in 1991,
1990, and 1989 related to operating leases was $20.3 million, $18.9 million,
and $16.2 rr lion, respectively.
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Minimum rent commitments for continuing operations at June 30, 1991, under
operating leases with a remaining non-cancellable period exceeding one year
follow:

Years endino June 30

$ 22.91992
19.01993
16.61994
13.81995
12.51996

114.9Later years

$199.7

The Company remains primary lessee under certain leases and is the primary
obligor under certain industrial revenue and pollution control bonds that
relate to the business of IFL which amounted to approximately $155 million at
June 30, 1991. However, IFL has indemnified the Company with respect to any
liability that might arise.

The Company periodically uses foreign exchange forward contracts and swaps to
hedge inventory purchase commitments, debt denominated in a foreign currency,
and interest rate exposures. Gains and losses on hedge contracts are
reported as a component of the related transaction. At June 30, 1991,
forward exchange contracts with an aggregate contract value of $57.0 million
were outstanding. The difference in the value of the contracts and the June
30, 1991, market value was not material.

NOTE S
Continaencies

The Company is subject to various investigations, claims, and legal
proceedings covering a wide range of matters that arise in the ordinary
course of its business activities. In addition, the Company is a~ party to
several environmental remediation investigations and clean-ups and, along
with other companies, has been named a "potentially responsible party" for
certain waste disposal sites. Each of these matters is subject to various
uncertainties, and it is possible that some of these matters may be decided
unfavorably against the Company. The Company has established accruals for
matters that are probable and reasonably estimable. Based on information
presently available, management believes that any liability that may
ultimately result from the resolution of these matters will not have a
material adverse effect on the financial position of the Company,

i

i
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Ouarteriv Results (Unaudited)
(In millions except per share amounts)

,

Fiscal-
Ouarter First Second Third Fourth Year

,

FISCAL 1991

Net sales $375.7 $396.2 $408.8 $453.2 $1,633.9
Gross margins 162.0 172.1 179.5 210.3 723.9 !

'

Earnings from
continuing operations 16.8 19.2 _27.2 34.0 -97.2 :

Discontinued ~ operations 1.2 .6 f.21 (10.6) (9.0) '

Net earnings 18.0 19.8 27.0 23.4 88.2- ,

Preferred stock dividends .1 .1 .1 .1 .4

Available for.
common shareholders $ 17.9 $ 19.7 $ 26.9 $ 23.3 5 87.8

.

Primary earnings
!(loss) per common share

Continuing operations S .73 $ .83 $ 1.15 $ 1.35 $ 4.11
Discontinued operations .05 .02 (.01) (.42) (.38)

,

Net earnings 5 .78 $ .85 $ 1.14 $ .93 $ 3.73
,

-

:

FISCAL 1990

Net sales $315.2 $334.9 '5371.7 $402.8 $1,424.6

Gross margins 128.6 135.5 163.8 178.6 606.5 >

Earnings from
i continuing operations 5.1 6.9 17.7 25.6 55.3

Discontinued operations 2.4 - 2.6 1.5 (5.3) 1.2 1

:
; Net earnings .

7.5 9.5 19.2 20.3 56.5 i
'

Preferred stock dividends 1.6 1.2 1.3 .1 ,4 . 2

Available~for
common shareholders $ 5.9 5 8.3 $ 17.9 $ 20.2 $ 52.3 !

Primary earnings
(loss) per common share ,

Continuing operations S .16 $ .26 $ .78 5 1.11 $ 2.36
Discontinued operations .11 .13 . 07_ (.23) .06 ,

Net earnings 5 .27 $ .39 $ .85 $ .88 $ 2.42

Fiscal 1991

Fourth quarter continuing operations included an after-tax gain of $2.0
million, or 5.08 a share, from the Pitman-Moore sale of intangibles. j

See Note A-Changes in Business, for discussion of restatements to reflect IFL
as a discontinued operation. ,

:
!

)
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Discontinued operations included the following:

Fiscal
Quarter First Second Third Fourth Year

I

AFTER-TAX EFFECTS {

Environmental costs $ (1.1) $ (1.0) $ (4.1) $ (6.2) ;
'

IFL equity,
net of interest charges $ 1.2 1.7 (.4) (3.2) (.7)

IFL stock sales 1.2 6.4 7.6
1.0 1.0 ;Dividend income

Write-off debenture
issuance costs (3.7) (3.7)

j (7.0) (7.0)
' IFL retiree medical costs

$ 1.2 $ .6 $ (.2) $(10.6) $ (9.0)

Primary earnings per share for the four quarters of 1991 are less than full
year per share results by $.03 from an increase in common shares outstanding.

Fiscal 1990 i\
:tiet sales for the first and second quarter have been restated to reflect a

reclassification of certain costs previously netted against sales. ;;
1

Second quarter continuing operations included favorable adjustments from the
conclusion of income tax audits that amounted to an after-tax gain of $1.9

I million, or 3.09 a share.
i

!
Discontinued operations for the third quarter included an after-tax gain of
$5.2 million, or $.25 a share, from the sale of the Company's fragrance
business, and after-tax provisions of $4.7 million, or 5.23 a share, for j

environmental- and litigation costs associated with other discontinued 1

operations.

| Fourth quarter continuing operations benefited from income tax and related
interest income adjustments aggregating $6.1 million, $10.0 million after ;j
taxes, or $.46 a share. Also included in the fourth quarter results were
restructuring charges totaling $4.9 million, $3.0 million after taxes, or
5.14 a share. Additional provisions for environmental and litigation costs
associated with previously reported discontinued operations of $2.6 million, ;

!or 5.11 a share, were also recorded in discontinued operations.
;

The fourth quarter provision for income taxes on discontinued operations
reflects the elimination of the tax benefit of the dividend received
deduction for IFL 1990 unremitted earnings ($6.1 million, or 5.28 a share).j.

'

Primary earnings per share for the four quarters of 1990 are less than full
year per share results by $.03 from an increase in common shares outstanding.

,;
|b

| 3
! i

k

|
a

e
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Item 9. Changes in and Disagreements with Accountants
|on Accounting and Financial Disclosure
,

Not applicable. .

_

.

2

Part III.
.

,

.

.

Item 10. :. Directors and Executive Officers of the Registrant .

For.information concerning directors of the Registrant, see pages 1 through
.

8, incorporated herein by reference, of IMCERA's definitive Proxy Statement
for the Annual Meeting of Stockholders to be held on October 16, 1991. t

Information concerning executive officers of the Registrant is included in -
Part I of this report.

.

,

Item 11. Executive Compensation

For information concerning management remuneration, see pages 19'through
31, incorporated herein by reference, of IMCERA's definitive Proxy Statement.
for the Annual Meeting of Stockholders to be held on October 16, 1991.

,

'

,

,

Security ~ 0wnership of Certain Beneficial Owners and Management'
| Item 12.

. For information concerning security ownership of certain beneficial owners
and management, see pages'8 through 10, incorporated herein by reference, of
IMCERA's definitive Proxy Statement for the Annual Meeting of Stockholders to- .

be held on October 16, 1991.
.

Item 13. Certain Relationships and Related Transactions

For information concerning certain relationships and related transactions,
see pages 10 through 13, incorporated herein by. reference, of IMCERA's

'

definitive Proxy Statement for the Annual Meeting of Stockholders to be held
on'0ctober 16, 1991.

:
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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 66 for a listing of financial statements and
schedules filed with this report.

(2) Exhibits

Exhibit Incorporated Herein Filed
No. Description by Reference to Herewith

,

3.1 Restated Certificate of Exhibit 3.1 to
Incorporation of IMCERA, 1990 10-K.
dated July 9, 1990. ;

!

3.2 Certificate of amendment Exhibit 3.2 to
of the certificate of 1990 10-K.
incorporation of IMCERA
dated June 4, 1990.

3.3 By-Laws of IMCERA as amended Exhibit 3.3 to
through April 18, 1990. 1990 10-K.

4.1 Indenture dated as of November 1, Exhibit 4.2 to
1975, between IMCERA and Morgan 1987 10-K.
Guaranty Trust Company of
New York (" Morgan") for $100
million 9.35% Sinking Fund
Debentures due November 1, 2000.

4.2 Indenture dated as cf July 1, Exhibit 4.3 to
1966, between Commercial 1987 10-K.

|
i

Solvents Corporation and The
Chase Manhattan Bank for 4.5%
convertible subordinated
debentures due July 1, 1999
("CSC Indenture").

4.3 First Supplemental Indenture Exhibit 4.4 to
dated as of May 12, 1975, 1987 10-K.
under CSC Indenture.

4.4 Second Supplemental Indenture Exhibit 4.5 to
A

dated as of June 30, 1978, 1987 10-K.
under CSC Indenture.

b

s. |' l!
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Incorporated Herein Filed .

Exhibit
No. Description by Reference to Herewith

!

i

4.5 Form 8-A Registration Exhibit 4.6 to
' Statement under Section 12 1989 10-K. ),

!,

of the Securities Exchange '

Act of 1934, dated April 10,
'

1987 defining the rights of .

holders of IMCERA's 4%
Cumulative Preferred Stock
and Common Stock.

4.6 Amended and restated common Exhibit 4(b) to i
'

stock purchase rights agreement Form 8-K dated
dated March 10, 1989. March 10, 1989.

4.7 Second amendment to the common Exhibit 6 to j

stock purchase rights agreement Form 8 dated !

dated April 17, 1991. April 18, 1991. )
I

4.8 Indenture dated as of March 15, Exhibit 4
1985, between IMCERA and Morgan to Form S-3
pursuant to which $150 million Registration
9-7/8% Sinking Fund Debentures Statement |

due March 15, 2011 were issued. No. 2-96566.

! 4.9 Indenture dated as of November Exhibit 4(a)
1, 1988, between IMCERA and to form S-3
Continental Illinois National Registration
Bank and Trust Company of Statement
Chicago, Trustee,'for IMCERA's No. 33-25017.
Liquid Yield Option Notes,
zero coupon exchangeable
subordinated debentures

f due November 14, 2005.
j

10.l(a) Contingent Employment Agreement Exhibit 10.l(b) to
with George D. Kennedy dated 1988 10-K.
May 19, 1982.

10.l(b) Contingent Employment Agreement Exhibit 10.l(f) to
with M. Blakeman Ingle dated 1987 10-K.

| May 19, 1982.
l

10.l(c) Contingent Employment Agreement (1) -
with C. Ray Holman dated
April 1, 1987.

10.1(d) Contingent Employment Agreement Exhibit 10.1(h) to
|with Raymond F. Bentele dated 1987 10-K.
3April 1, 1987.

10.l(e) Contingent Employment Agreement (1)
with Boyd D. Wainscott dated
April 1, 1987.

- 58 -

. -. .___ _



-

.! . . . .

Incorporated Herein Filed
Exhibit

No. Description by Reference to Herewith

10.l(f) Contingent Employment Agreement (1)I

with Mack G. Nichols dated
April 1, 1987.

I
10.2 IMCERA Executive Life Insurance Exhibit 10.2 to

Program adopted May 20, 1987. 1989 10-K.

10.3 Restated IMCERA Executive Exhibit 10.3 to-
Long-Term Disability Plan 1989 10-K.
effective January 1, 1987.

10.4 Employment Agreement with Exhibit 10.5 to
George D. Kennedy dated 1988 10-K.

fFebruary 2, 1979.
(

10.4(a) Employment Agreement with (1) ,

George D. Kennedy dated
December 17, 1990.

10.5 Amendment dated May 19, 1982, Exhibit 10.5 to
to Employment Agreement with 1989 10-K.
George D. Kennedy.

10.5(a) Amendment dated September 19, Exhibit 10.5(a) to
1984, to Employment Agreement 1990 10-K.

-

with George D. Xennedy.

10.5(b) Amendment dated July 24, 1986, (1) ,

|to Employment Agreement with
|George D. Kennedy.

10.5(c) Amendment dated October 10, Exhibit 10.5(c) to
1988, to Employment Agreement 1989 10-X. |

:with George-D. Kennedy. -

10.5(d) Amendment dated December 17, (1)
1990, to Employment Agreement
with George D. Kennedy.

10.6(a) Supplemental Benefit Plan for Exhibit 10.6(a).to
Participants in the IMCERA 1989 10-K.
Retirement Plan as amended
and restated effective
January 1, 1980.

10.6(b) Amendment No.-1 dated June 20, Exhibit 10.6(b) to
1989 to Supplemental Benefit 1989 10-K.
Plan for Participants in the
Retirement Plan for Salaried
Employees of IMCERA.

,

I

10.6(c) Amendment No. 2 dated April 20, Exhibit 10.6(c) to
1990 to Supplemental Benefit 1990 10-K.

;
i Plan for Participants in the
j IMCERA Retirement Plan,
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Incorporated Herein Filed ,

Exhibit
No. Description by Reference to Herewith ].

.

-10.7(a) IMCERA Supplemental Executive Exhibit 10.7(a) to
Retirement Plan restated 1989 10-K.
effective April 19, 1988.

'

10.7(b) Amendment No. I effective Exhibit 10.7(c) to
.

|
'

December 6, 1989, to 1990 10-K.
Supplemental Executive

f
Retirement Plan,

i

10.8(a) Gross-Up Agreement for (1)
George D. Kennedy
dated July 27, 1989.

(1) |

f 10.8(b) Gross-Up Agreement for
M. Blakeman Ingle
dated July 27, 1989.

10.8(c) Gross-Up Agreement for (1)
Raymond F. Bentele
dated July 27, 1989.

10.8(d) Gross-Up Agreement for (1)- |
|C. Ray Holman

dated July 27, 1989.

10.8(e) Gross-Up Agreement for (1)
Boyd D. Wainscott
dated July 27, 1989.

(1)10.8(f) Gross-Up Agreement for
Mack G. Nichols
dated July 27, 1989.

10.9(a) IMCERA Management Incentive Exhibit 10.9 to
Compensation Program as 1989 10-K. ,

amended effective
January 1, 1984.

10.9(b) IMCERA Management Incentive (1)
Compensation Program as-
-amended and restated
effective July 1, 1991.

10.10(a). IMCERA 1973' Stock Option Post-Effective
and Award Plan as- amended Amendment Nc. I-
effective February 21, 1990. to Form S-8

Registration
Statement
No. 33-32109.

I(1)
10.10(b) . Amendment No. I to the INCERA

1973 Stock Option and Award
Plan dated June 19, 1991.
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Exhibit Incorporated Herein Filed
-Descriotion by Reference to herewithNo. -

10.11 IMCERA Directors Retirement (1)
Services Plan effective
July 1, 1984, as amended and
restated June 19, 1991.

10.12(a) IMCERA 1981 Stock Option Post-Effective
Plan as amended through Amendment No. 3
April 19, 1988. to Form S-8

Registration
Statement
No. 2-80553.-

10.12(b) Amendment to the 1981 Exhibit-10.12(b) to
Stock Option Plan effective 1989 10-K.
February 15, 1989.

10.12(c) Amendment to the 1981 (1)
Stock Option Plan effective
June 19, 1991.

10.13(a) Intercorporate Agreement dated Exhibit 10.1 to
as of July 1, 1987 by and .IMC Fertilizer
between IMCERA and IMC Group, Inc.'s
Fertilizer Group, Inc. with Form S-1
Exhibits, including the Registration
Restated Certificate of Statement
incorporation of IMC Fertilizer No. 33-17091.
Group, Inc., as amended; By-Laws
of IMC Fertilizer Group, Inc.;
Preliminary Agreement for K-2
Advances; Registration Rights
Agreement; Services Agreement;
Management Services Agreement;
Agreement regarding Pollution
Control and Industrial Revenue
Bonds; License Agreement;
office lease and sublease;

management agreements; supply
agreements; and transportation
service agreements.

e

| 10.13(b) Agreement dated September 12, Exhibit 10.13(b) to
j 1990, among IMCERA Group Inc. 1990 10-K.
s and IMC Fertilizer Group, Inc.
} ,

10.13(c) Agreement dated March 7, 1991 Exhibit 10 tos

between IMCERA Group Inc. and Form 8-K dated
A) IMC Fertilizer Group, Inc. March 7, 1991.
1 concerning a purchase of
W|g IMC Fertilizer shares.
4
Q 10.14(a) Note Agreement with The Exhibit 10.24 to
|3; Prudential Insurance Company 1987 10-K.
y of America dated as of

.

.
February 1, 1980.'j) '([ 61 --
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Incorporated Herein Filed
Exhibit

No. Dejcription by Reference to Her with

10.14(b) Agreement dated June 3, 1981, Exhibit 10.14(b) to
cons 111 dating obligation in 1990 10-K.
Loan Agreement dated April 18,
1973, (Exhibit 7 to 1973 10-K)
under Note Agreement dated as
of February 1, 1980, (Exhibit 6 j

:
to 1980 10-K). s

10.14(c) Amendments dated October 31, Exhibit 10.31 to
1986, February 26, 1987, 1987 10-K. a

August 14, 1987, and
September 14, 1987 to Note
Agreement with Prudential
Insurance Company of America
dated as of February 1, 1980.

10.14(d) Amendment dated June 15, Exhibit 10.14(d) to
1989, to Note Agreement 1989 10-X.
with Prudential Insurance
Company of America dated
as of February 1, 1980.

10.14(e) Amendment dated April 18, 1991 (1)
to Note Agreement dated as of
February 1, 1980 as amended.

10.15 Management Compensation and Exhibit 10.30 to
Benefit Assurance Program. 1988 10-K.

10.16(a) Form of Trust Agreement dated Exhibit 10.31 to
June 7, 1988, between IMCERA 1988 10-K.
and Wachovia Bank & Trust of
North Carolina, N.A., incident
to the program in Exhibit
10.15, for IMCERA's 1973 Stock
Option and Award Plan,1981
Stock Option Plan, Long-Term .

Performance Incentive Plan,
Supplemental Executive
Retirement Plan, Contingent
Employment Agreements,
Gross-Up of Excise Tax
Agreement, and Management
Incentive Compensation Plan.

10.16(b) Trust Agreement dated August 22, (1)
1990, between IMCERA and

- ;

Wachovia Bank & Trust of North
|

Carolina, N.A., incident to the
:program in Exhibit 10.15, for

IMCERA's Strategic Incentive Plan.
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Exhibit Incorporated Herein Filed
No. Descriptior, by Reference to Herewith'

10.17(a) Letter of Credit Agreement Exhibit 10.32 to
:

j dated May 31, 1988, between 1988 10-K.
; IMCERA and a group of banks
g providing the means of
; funding the trusts described
; in Exhibit 10.16(a).

10.17(b) Letter of Credit Agreement (1)
dated December 10, 1990, between
IMCERA and The Chase Manhattan
Bank providing the means of
funding the trust described
in Exhibit 10.16(b).

10.17(c) Amendment and Assumption (1)
Agreements to the Letter of
Credit Agreement described
in Exhibit 10.17(a) dated
June 22, 1991,

10.18(a) Corporate Staff Employee Exhibit 10.33 to
Severance and Benefit 1988 10-K.
Assurance Policy.

10.18(b) Form of letter sent to Exhibit 10.18(b)
participants in IMCERA's 1989 10-X.
Corporate Staff Employee
Severance and Benefit
Assurance Program.

10.19(a) IMCERA Strategic Incentive Exhibit 10.19 to
Plan effective July 1, 1988. 1989 10-K.

10.19(b) Amendment to IMCERA Strategic Exhibit 10.19(b) to
Incentive Plan effective 1990 10-K.
April 18, 1990.

10.20 Supplemental Life Plan Exhibit 10.20 to
of Mallinckrodt, Inc. 1989 10-K.
effective July 15, 1984.

10.21 Employment Agreement with (1)
M. Blakeman Ingle dated
July 1, 1990.

_

10.22 Employment Agreement with (1)
Raymond F. Bentele dated
July 1, 1990.

:
j 10.23 IMCERA Directors' Stock Exhibit 4(a) to
1 Option Plan effective Form S-8
j October 17, 1990. Registration
v Statement

No. 33-40246.
i
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ine.orporated Herein Filed
Exhibit by Reference to Herewith

No. Description

(1)
10.24 IMCERA long-Term Incentive

Plan for Senior Management jeffective July 1, 1991.

(1).
10.25 IMCERA Long-Term Incentive

Plan for Key Middle Managers
effective June 18, 1991.

10.26 Agreements related to the Exhibits.2(a),

Coopers acquisition between through (d) to,

l

The Wellcome Foundation Limited, form 8-K dated.
Imperial Chemical Industries July 5, 1989.
Plc, et al ., and IMCERA dated
June 16, 1989: Framework
Agreement; United Kingdom
Sale and Purchase Agreement;
Australia Sale and t'urchase
Agreement; and ;<ew Zealand
Sale and Purchase Agreement.

(1)
10.27 Credit Agreement dated April 4, ,

1991, among IMCERA, the
signatory banks and Citibank,
N. A., individually and as
agent for the banks.

10.28 Receivables Transfer Agreement (1)
dated April 5, 1991, between
Preferred Receivables Funding j'
Corporation, Mallinckrodt Medical,
Inc. and IMCERA Group Inc.

(2)
11.1 Primary earnings per share

computation for the three ,

years ended June 30, 1991. |

(2).~ lly diluted earnings11.? u
per share for the three
years ended June 30, 1991.

22 Subsidiaries of the Registrant. (2)

(2)
24.1 Consent-of Ernst & Young.

28.1 Items I., 2. and 3. of Annual (2)
JReport on Form 10-K of IMC 1Fertilizer Group, Inc. for

the year ended June 30, 1991. ,

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

.

Il+
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(b) REPORTS ON FORM 8-K,

During the fourth quarter and through the date of this filing the following
' reports were filed:

Report dated April 10, 1991, under item 5 regarding the filing of a
Registration Statement with the Securities and Exchange Commission for the
offering of 2,000,000 shares of IMCERA Common Stock.

~

Report dated May 9, 1991, under item 5 regarding management's comments
on earnings estimates for fiscal 1991 made at the Alex. Brown & Sons Health
Care Seminar in Baltimore.

Report dated May 20, 1991, under item 5 regarding completion of the sale
to IFL of 987,546 shares of IFL common stock at $35.00 per share, the
exercise by IFL of its option to purchase the remaining shares, and the
IMCERA call for redemption of the remaining outstanding LYONS, on July 1,
1991.

Report dated July 2, 1991, under item 5 regarding completion of a
transaction in which IFL purchased the 10 million shares of its outstanding
common stock formerly owned by IMCERA thereby eliminating IMCERA's
ownership in IFL and IMCERA's completion of the redemption of the remaining
outstanding LYONS, on July 1,1991.

1
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INDEX TO FINANCIAL STATEMENTS, SUPPLEMENTARY DATA,
AND FINANCIAL STATEMENT SCHEDULES

Paae References
Consolidated balance sheets at June 30, 1991 and 1990 33

For the years ended June 30, 1991, 1990, and 1989:
Information by business segment 31

Consolidated statement of earnings 32

Consolidated statement of cash flows 34
Consolidated statement of changes in shareholders' equity 35

Notes to consolidated financial statements 36-53

Supplementary data (unaudited) 54-55 j
l'
:

Consolidated schedules for years ended June 30, 1991, 1990, and 1989: ,

I - Marketable securities -- other security investments 69 '

II - Amounts receivable from related parties
and underwriters, promoters, and employees
other than related parties 70

V - Property, plant, and equipment 71-72 |
l

VI - Accumulated depreciation, depletion, and |
'

amortization of property, plant, and equipment 73

IX - Short-term borrowings 74

X - Supplementary income statement information 75

IMC Fertilizer Group, Inc. consolidated statements:
Balance sheets at June 30, 1991 and 1990 F-3 ..!

'

For the years ended June 30, 1991, 1990, and 1989
Statement of earnings F-2
Statement of cash flows F-4 !

|
| Statement of changes in shareholders' equity F-5 :)

i!
Notes to consolidated financial statements F-6-F-20 il

Consolidated schedules II, V, VI, IX, and X for years
ended June 30, 1991, 1990, and 1989 F-21-F-27

o

All other schedules are omitted as the required information is not present il
in sufficient amounts or the required information is included in the li
consolidated financial statements or notes thereto.

Except for the consolidated statements of IMC Fertilizer Group, Inc. noted
J above, financial statements and schedules and summarized financial o
,

l information of 50 percent or less owned persons are omitted, as none of such |;
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.

IMCERA Group Inc.
(Registrant)

WILLIAM B. STONE j

William B. Stone j
|

Vice President and Controller

Date: September 25, 1991

Pursuant to the requirements of the Securities Exchange Act of 1934, this j
report has been signed below by the following persons on behalf of the
Registrant and in the capacities and on the dates indicated:

Sianature Title Date

GEORGE D. KENNEDY
George D. Kennedy Chairman September 25, 1991

(Ch'.ef Executive Officer)

WILLIAM B. STONE
William B. Stone Vice President and Controller September 25, 1991

(Chief Accounting Officer)

RAYM0ND F. BENTELE
Raymond F. Bentele Director September 25, 1991|

KEITH D. BUNNEL
Keith D. Bunnel Director September 25, 1991

RONALD G. EVENS

| Ronald G. Evens Director September 25, 1991

i
LOUIS FERNANDEZ

) Louis Fernandez Director September 25, 1991
,
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Sianature Title Data __

ALEC FLAMM .i

Alec Flamm Director September 25, 1991 j
.

.

;

'

JAMES W. GLANVILLE j

James W. Glanville Director September 25, 1991 |

.

'

M. BLAKEMAN INGLE
;-'- -

M. Blakeman Ingle Direc. tor September 25, 1991 j

.
: |

!

'

PAUL R. JUDY
Paul R. Judy Director Septemberl25, 1991'

I

ROBERTA S. KARMEL ~
Roberta S. Karmel Director September 25, 1991

.

f MORTON MOSKIN
l Morton Moskin Director September 25,.1991
|

'

I

HERVE M. PINET
Herve M. Pinet Director September 25, 1991

DANIEL R. T0ll
;

' Daniel R. Toll Director September 25, 1991

.
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Schedule I

MARKETABLE SECURITIES -- OTHER SECURITY INVESTMENTS

At June 30, 1991
($ in millions)

Number Balance
of Market Sheet

IMC Fertilizer Group, Inc. Issue Shares Cost Value Amounts

Common Stock 4,012,454 $132.9 (A) $132.9 (A)

Deferred income option (15.0) (B)

(A) Included in " Net assets of discontinued operations". All of the IFL
shares owned by IMCERA were sold to IFL in July 1991.

(B) Included in " Net assets of discontinued operations". Represents deferred
income on option sold to IFL which relates to IFL shares sold in July
1991. See (A) above.

- 69 -.
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Schedule II

AMOUNTS RECEIVABLE FROM'RELATED PARTIES AND UNDERWRITERS, PROMOTERS,
AND EMPLOYEES OTHER THAN RELATED PARTIES
Years Ended June 30, 1989, 1990, and 1991

($'in thousands)

Balance at End
>

Deductions of Period
"

Balance
at . . .

_

Beginning Amounts Not

Name of Debtor of Period Additions Collected Current Current
,

1989:
U.S. employee relocation loans (A) $674 $2,213 $2,579 $308

Number of loans 21 31 47 5
,

| 1990:
,

U.S. employee relocation loans (A) $308 $140 $126 $322 {'

Number of loans 5 18 2 21 j

U.K. employee relocation loans (A) $1,700 $1,700

Number of loans 11 11

1991: ,

U.S. employee relocation loans (A) $322 $1,576 $646 $907 $345 j

Number of loans 21 50 40 30 1

1
U.K. employee relocation loans (A) 1,700 469 1,231

Number of loans 11 2 9
|

1

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

i
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Schedule V
,.

(Page 1 of 2)

PROPERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1389, 1990, and 1991 {

I($ in millions)

Balance
Other Balance

at .

Beginning Additions Changes-- at End

of Period at Cost Retirements Add (Deduct) of Period

1989:
Land $ 43.0 $ 2.8 $ .2 3 7.9 (B)

(.1) (C)
.1 .(0) $ 53.5

Buildings and leasehold
improvements 153.1 17.5 2.0 1.3 (B)

(1.6) (C)
(3.4) (D) 164.9

Machinery and equipment 376.6 64.3 14.1 .2 (B)
|(2.4) (C)

(3.4) (D) 421.2

Construction in progress 54.7 (2.4) (.7) (C) 51.6

5 627.4 $ 82.2 $ 16.3 $ (2.1) $ 691.2

1990:
Land 5 53.5 $ .5 $ 1.2 $ (.2) (A)

9.9 (B) $ 63.7

1.2 (C)

Buildings and leasehold
improvements 164.9 20.7 7.2 .8 (A)

33.3 (B)
5.2 (C)
(.5) (D) 217,2

Machinery and equipment 421.2 58.0 22.9 2.5 (A)
41.8 (B)

6.8 (C)
.3 (0) 507.7

?

4

Construction in progress 51.6 6.5 1.0 (3.1) (A)
j 2.6 (B)
| | 1.6 (C)j (.1) (D) 58.1

|
fI

f $ 691.2 3 85.7 3 32.3 $ 102.1 $ 846.7
3

3
g - 71 -
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Schedule V
(Page 2 of 2)

PROPERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1989, 1990, and 1991

($ in millions)

Balance
Other Balance

at

Beginning Additions Changes-- at End

of Period at Cost Retirements Add (Deduct) of Period

1991:
Land $ 63.7 $ .5 $ .3 $ .6 (A)

(.7) (C)
.3 (D) $ 64.1

Buildings and leasehold
improvements 217.2 18.6 .7 (.8) (A)

(4.3) (C)-
(.2) (D) 229.8 ,

I

I
'

Machinery and equipment 507.7 93.4 11.7 6.5 (A)

(4.8) (C)
(.1) (D) 591.0

Construction in progress 58.1 10.9 .8 (6.7) (A)
(1.7) (C)
(.2) (D) 59.6

$ 846.7 3123.4 $ 13.5 5 (12.1) $ 944.5

, .,

Notes:

(A) Transfers between accounts.
(B) Purchases of businesses.
(C) Foreign currency adjustment.
(0) Reclassification from other balance sheet accounts.

,

e

'

s
i

1 !,

.

.
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Schedule VI

ACCUMULATED DEPRECIATION, DEPLET10N, AND AMORTIZATION

OF PROPERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1989, 1990, and 1951
($ in millions)

Balance Additions
Other Balance

at Charged to

Beginning Cost and Changes-- at End

of Period Expenses Retirements Add (Deduct) of Period

|

!

1989:
Buildings and leasehold

improvements $ 31.9 $ 8.0 1 .9 3 (.2) (B) $ 38.8
l

Machinery and equipment 1/9.7 39.1 9.5 (6.S) (B)
(.5) (C) 172.2

|

$ 181.6 $ 47.1 $ 10.4 $ (7.3) $ 211.0 |

1990:

Buildings and leasehold
improvements $ 38.8 $ 9.9 $ Z.5 $ 1.2 (C) $ 47.4

Machinery and equipment 172.2 51.9 13.7 4 (8)
2.7 (C) 213.5

3 211.0 $ 61.8 $ 16.2 3 4.3 $ 260.9

1991:

Buildings and leasehold
improvements 1 47.4 3 10.8 $ .8 $ (1.5) (C)

.3 (A)

(.4) (B) $ 55.8

213.5 56.3 10.2 .5 (B)
Machinery and equipment (2.1) (C)

.5 (A) 258.5

$ 260.9 $ 67.1 $ 11.0 $ (2.7) $ 314.3
.

Notes;
g

(A) Transfers between accounts.j
(B) Reclassification from (to) other balance sheet accounts.t

I (C) Foreign currency adjustment.
$

-73-
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Schedule IX

SHORT-TERN BORROWINGS
Years ended June 30, 1991, 1990, and 1989

($ in millions)-

Maximum Average Weighted
Balance Weighted Amount Amount Average
at End Average Outstanding Outstanding Interest

of Interest During the During the Rate During
Period Rate Period Period the Period

.-

Notes payable to banks (A):

1991 5 77.5 11.4% $ 98.3 $ 83.2 12.2%

1990 63.8 10.7 72.0 68.1 17.3

1989 43.6 8.6 46.0 33.6 8.1

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

average amount outstanding during the year.

,

(A) Primarily foreign banks,
!

!

- 74 -
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Schedule X ,

i

SUPPLEMENTARY INCOME STATEMENT INFORMATION .

Years ended June 30
($ in millions) .

>\
, . ,
,

Charged to Costs and Expenses ,

of Continuing Operations j

l

1991 1990 1989

i

Maintenance and repairs S 47.8 3 44.6 $ 28.1 i

Amortization of intangible assets $ 19.6 $ 20.7 $ 15.2 'f
I

Taxes, other than payroll and income taxes S 20.4 5 26.9 5 19.3 ,

5 37.9 5 36.9 $ 21.9Advertising

l

|

l'
|

1

|
|

t

1

a,
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Shareholders
of IMC Fertilizer Group, Inc.

We have audited the accompanying consolidated balance sheet of IMC30,1991 and 1990, and the related
l

Fertilizer Group, Inc. as of Juneconsolidated statements of earnings, cash flows, and changes in shareholders'| 30, 1991. These
equity for each of the three years in the period ended June

'

Our

financial statements are the responsibility of the Company's management. responsibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with generally accepted auditingThose standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free
standards.

An audit includes examining, on a test basis,
of material misstatement. evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overallWe believe that our audits provide a
financial statement presentation. ,

reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly,
in all material respects, the consolidated financial position of IMC30,1991 and 1990, and the consolidated
Fertilizer Group, Inc. at Juneresults of its operations and its cash flows for each of the three years inin conformity with generally accepted
the period ended June 30, 1991
accounting principles.

fRNST & YOUNG
Ernst & Young

Chicago, Illinois
August 7, 1991

|
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Consolidated Statement of Earnings of IMC Fertilizer Group, Inc.
(In millions except per share amounts)

Years ended June 30,
1991 1990 1989

Net sales $1,131.2 $1,105.7 $1,221.7
Cost of goods sold __ 890.3 875.7 886.0

Gross margins 240.9 230.0 335.7

Selling, administrative and general expenses 65.1 61.7 69.8
Other operating (income) and expense, net (20.2) (2.7) 8.7

Operating earnings 196.0 171.0 257.2

Interest earned and
'

other non-operating
(income) and expense, net 2.1 (3.9) (11.0)

Interest charges 41.1 47.3 53.3
Earnings from operations

before income taxes 152.8 127.6 214.9
Provision for income taxes 57.0 45.0 77.6

| Net earnings $ 95.8 $ 82.6 $ 137.3

|

Earnings per share $ 3.85 5 3.13 $ 5.27

(See Notes to Consolidated Financial Statements of
IMO Fertilizer Group, Inc.)

|

|
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Consolidated Balance Sheet of IMC Fertilizer Group, Inc.
(Dollars in millions except per share amounts)

At June 30,
1991 1990

Assets
Current assets: 5 38.8 $ 29.6

Cash and cath equivalents 72.8 54.9
Receivables, act
Inventories 125.8 106.4

Products (principally finished)
50. S_. 48.5

Operating materials and supplies 176.6 154.9
7.4 6.1

Prepaid expenses 295.6 245.5
Total current assets 145.2 140.0

Insurance claim receivable, net 58.5 38.2
Investment in oil and gas joint venture 2,358.3 2,203.3
Property, plant and equipment

_(1.137. 4 ) (1.059.2)Accumulated depreciation and depletion,

1,220.9 1,144.1t

Net property, plant and equipment 19.1 16.9
Other assets

$1,739.3 $ 1, 584. 7_.

Liabilities and Shareholders' Eauitv_.
Current liabilities: $ 108.1 $ 90.1

Accounts payable 25.1 22.2
Income taxes 91.4 77.8
Accrued liabilities 22.9 21.5
Current maturities of long-term debt 247.5 211.6

Total current liabilities 607.7 385.0
Long-term debt, less current maturities 51.9 51.9
Dividend payable to IMCERA 43.0 29.3
Deferred income taxes 40.9 36.5
Accrued reclamation costs 49.7 50.7
Other noncurrent liabilities i

Shareholders' equity fCommon stock, $1 par value, authorized 50,000,000 J
shares; issued 31,734,930 ano 26,398,410 shares 31.7 26.4 i

in 1991 and 1990, respectively 751.8 558.0
Capital in excess of par value 305.8 238.0
Retained earnings
Treasury stock, at cost, 10,063,465 (390.7) (2.7)

and 63,429 shares in 1991 and 1990, respectively 698.6 819.7Total shareholders' equity
$1,739.3 $1,584.7

| 1
t

J

(See Notes to Consolidated Financial Statements of fi
j IMC Fertilizer Group, Inc.) ;
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Consolidated Statement of Cash Flows of IMC Fertilizer Group, Inc. ,

( (In millions)
|
I Years ended June 30,

[ ash Flows from 00eratina Activities 1991 1990 1989_.
Net earnings 5 95.8 5 82.6 5 137.3 |

Adjustments to reconcile net ,t
l

|earnings to net cash provided
|by operating activities: ,

>

Depreciation and depletion 90.2 92.5 99.7
Reserve for insurance claim receivable- 30.1 19.7

. Deferred income taxes 13.7 9.1 9.5
z0ther non-cash charges and credits, net (13.7) 16.7- 23.4 *
Changes in:

. Receivables (17.9) 61.6' (26.0)
Inventories (21.7) 24.5 (43.1)
Prepaid expenses (1.3) 1.0 (.3)-
Accounts payable 18.0 (20.0) 14.2-
Accrued liabilities 13.6 (4.2) 21.0'
Income taxes 2.9 4.3 (14.1)

Net cash provided by operating activities 209.7 287.8 221.6

Cash Flows from-Investina Activities
Capital expenditures _ (168.5) (94.3) -(55.3)
Water inflow expenditures, represented

by an insurance' claim receivable (35.3) (41.2) (28.4) |
Investment in oil and gas joint venture (20.3) (38.2) |

Purchase of Four Corners
Mine partnership interest '(105.2)i

Sale of mineral reserve interests 17.9 6.~ 1

Other 1.0 ~ 1. 7
'

Net cash used by investing activities (205.2) (165.9) (188.9)
Net cash provided before financing activities 4.5 121.9 32.7 |

Cash Flows from Financina Activit_i_es
'

Proceeds from issuance of long-term debt 315.0 188'.8- '220.0 -
>

| Payments of long-term debt (90.9)- -(344.1)- -(259.3)' "

l Purchase of common stock (388.0)'
Proceeds from issuance of common stock 196.6 -192.0
Proceeds from issuance of notes. payable 110.0 '
Payment of notes payable (110.0)
Redemption of preferred stock (200.0) '

Cash dividends paid:
Common stock dividends (28.0) '(28.5) (26.9)
Preferred stock dividend (14.3)

Net cash (used) provided
by financing activities 4.7 (183.8) (88.5)

Net increase (decrease)
in cash and cash equivalents 9.2 (61.9) (55.8)

Cash and cash equivalents-beginning of year 29.6 91.5 147.3
Cash and cash equivalents-end of year 5 38.8 5 29.6 5 91.5

Supplemental cash flow disclosures:
Interest paid $ 49.4 5 40.6 $ 38.5
Income taxes paid S 39.8 $ 32.5 $ 87.8

(See Notes to Consolidated Financial Statements of
IMC Fertilizer Group, Inc.)
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Consolidated Statement of Changes in Shareholders' Equity
of IMC Fertilizer Group, Inc.
(In millions except per share amounts)

Capital in
Excess

Preferred Common of Par Retained Treasury
Stoct Stock Value Earninas Stock

Balance at June 30, 1988 $ 200.0 $ 21.3 $ 367.1 $ 87.8 $ (.1)
137.3Net earnings

Sale of common stock 5.0 187.0

Dividends
Exchangeable Preferred

(14.3)Stock, Series A
Common stock (26.9) j

($1.02 a share) .1 2.7 ;

Stock options exercised !.2Restricted stock awards
'

Redemption of shares (200.0) (1.9)
Acquisition of shares

|
Balance at June 30, 1989 26.4 557.0 183.9 (2.0)<

82.6Net earnings
(28.5)Dividends (51.08 a share) .8Stock options exercised

.2Restricted stock awards f.7) ;

Acquisition of shares
Balance at June 30, 1990 26.4 558.0 238,0 (2.7) {

95.8 j
Net earnings
Sale of common stock 5.3 191.3

Dividends ($1.08 a share) (28.0)
2.5

!Stock options exercised __ 388.0)( 'Acquisition of shares 5 31.7 S 751.8 5 305.8 5(390.7)Balance at June 30, 1991 5 -

(See Notes to Consolidated Financial Statements of
IMC Fertilizer Group, Inc.)
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc.
(Dollars in millions except as otherwise indicated)

t

1. BUSINESS OF THE COMPANY

As used in these financial statements, unless otherwise indicated,
" Company" refers"to IMC Fertilizer Group, Inc', its subsidiaries and its.

predecessors, and "IMCERA" refers to IMCERA Group Inc.

The Company, which operates in a single industry segment, is engaged in
the mining, processing, production and sale of phosphate rock, phosphate -
chemicals, potash and ammonia for inorganic fertilizers; the production
and sale of mixed fertilizers; and the production and sale of uranium
oxide.

2. ACCOUNTING POLICIES

Princioles of Consolidation .
o

The consolidated financial statements include the accounts of IMC 1Fertilizer Group, Inc. and all subsidiaries which are more than 50
percent owned and controlled. The Company also consolidates its
proportionate share of the assets and liabilities of the Company's
sulphur venture, while its 25 percent investment in its oil and natural
gas venture is being accounted for using the equity method. Intercompany
transactions are eliminated.

Cash Eouivalents -

The Company considers all highly liquid investments with a maturity date
of three months or less when purchased to be cash equivalents. The
effect of foreign currency exchange rate fluctuations on the total cash
and cash equivalents balance was not significant.

Inventories
Inventories are valued at the lower of cost or market.(net realizable
value) . Cost for substantially all inventories is determined on a 3

cumulative annual average basis.
I

Property. Plant and Eouioment
Property, plant and equipment are carried at cost. Cost of significant

!. assets includes capitalized interest incurred during the construction and i
,

development period. Expenditures for replacements and improvements are |

capitalized; maintenance and repair expenditures are charged to 1

operations when incurred. |

The principal depreciation methods used are the units-of-production
method for mining and production operations and the straight-line method
for specific asset classes or groups, based upon estimated useful lives
of 17 to 50 years for buildings and five to 20 years for machinery and
equipment. Assets held under capital leases are generally amortized over
the terms of the leases. Provisions for depletion of mineral properties
are based upon estimates of recoverable reserves, using the
units-of-production method.

F-6
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

r

!
Pension Plans
The Company has non-contributory pension plans that cover substantially}

Benefits are based on a combination of years of| all of its employees.
service and compensation levels, depending on the plan. Generally,
contributions to the U.S. plans are made to meet minimum funding
requirements of the Employee Retirement Income Security Act of 1974i

("ERISA"), while contributions to Canadian plans are made in accordance
with Pension Benefits Acts, instituted by the provinces of Saskatchewan
and Ontario.

f _ Income TaxesIncome taxes are determined under Accounting Principles Board Opinion 11'

whereby the income tax provision is calculated under the deferred
Generally, the deferred method recognizes income taxes onmethod.

earnings, and the tax effect of differences with taxable income are
deferred at tax rates-in effect during the period.

4

'

In December 1987, the Financial Accounting Standards Board ("FASB") j
| issued Statement of Financial Accounting Standards ("SFAS") No. 96 that IHowever,

provides for income tax accounting under the liability method. l

due to amendments deferring implementation,.the Company will not be
required to adopt SFAS No. 96 until its 1993 fiscal year, at which time
it will be required to reflect a one-time charge, currently estimated to
be approximately $144 million, relating primarily to recording the
deferred tax effects of the basis differences of certain net assets.
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.

Earninas Per Share .
.

..
.

!

Earnings per share are based on the weighted average number of shares and
equivalent shares outstanding. Shares used in the calculations were -
24,906,517, 26,388,378 and 26,047,007 shares for the years ended June 30,
1991,-1990 and 1989, respectively.

3. OTHER OPERATING (INCOME) AND EXPENSE, NET

Other operating (income) and expense, net in 1991 included a gain of
$17.9 million which represented the final payment from the installment

Thesale of certain potash reserve interests to the U.S.. government.In 1990, Otherbook value of the reserve interests was negligible.
operating (income) and expense, net included $6.1 million from the sale
of such reserves and also included a charge of $4.6 million resulting
from an increase in a plant decommissioning reserve. In 1989, Other

operating (income) and expense, net included a charge of $7.1 million
from the announced shutdown of a production facility.

,

4
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

4. FLORIDA POWER AND LIGHT DISPUTE
,

In December 1990, the Company was notified by Florida Power and Light
,

Company ("FPL"), a major contract customer for uranium oxide, that it had'

taken two of its nuclear power plants out of operation for major
modifications estimated to take about a year and therefore should be
excused from taking product under its related uranium supply contracts
with the Company,

o

The Company does not consider FPL's position to be legitimate under the
terms of the supply agreements and vigorously opposes any attempt by FPL*

to avoid the terms of the agreements.
|

While the Company has recently attempted to resolve its dispute with FPL,
on August 7,1991, the Company received two additional demands from FPL.
The first called for the Company to pay $56 million for alleged damages
resulting from alleged overpayments by FPL in prior periods under the!

j The second sought to have the Company suspend futuresupply agreements.1 shipments of uranium concentrates to FPL until this matter is resolved. ;

FE

The Company believes that FPL's claim is contrary to the terms of the
supply agreements and that FPL is making new demands to discourage the,

L

Company from pursuing its original claim for damages under the supply
agreements. The Company will continue to pursue its original claim for
damages under the supply agreements and will oppose the new FPL demands.
The Company believes that i.he resolution of this matter will not have any
material adverse impact on the Company's financial condition.

0

[ 5. CURRENT RECEIVABLES, NET
!

1991 1990 ,

I c .
_.

$ 100.4 $ 91.7
Trade accounts 24.? 15.4a
Non-trade receivables

124.7 107.1->

Less: 1.9 2.2
Allowances 50.0 50.0.Receivable interests sold

$ 72.8 $ 54.9

| -|

In 1990, the Company entered into a five-year agreement with a financial
institution whereby the Company sold an undivided interest in designated,

receivables up to a maximum of $50 million, on an ongoing basis, subject
to limited recourse provisions. Related costs, charged to interest
earned and other non-operating income, totaled $4.1 and $1.9 million in
1991 and 1990, respectively. Proceeds from the sale of receivable.
interests were used to reduce outstanding borrowings under the Company's
revolving credit agreement.

I

I
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Notes to Con olidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

6. INSURANCE CLAIM RECEIVABLE

A water inflow in one of the Company's two inter-connected potash mines
in Saskatchewan, Canada, has continued in greater or lesser degree since

As a result, the Company has suffered property damage and
December 1985.business interruption losses and has been forced to install substantial
pumping capacity and to undertake other substantial remedial efforts to
stop the flooding and save the mine. Efforts to correct the problem are
ongoing with $298.3 million (Canadian) having been expended through June

Expenditures are estimated to be approximately $47 million30, 1991.
(Canadian) in 1992.

The Company has filed a Proof of Loss in this matter
with its insurers for property damage and loss, business interruption
losses, and expenditures for remedial efforts and replacement facilities,

Material aspects.of the Company's claimshould they become necessary.
have been disputed by the insurance carriers and are being litigated in

The Company, after discussion with legal counsel,Regina, Saskatchewan.believes it is entitled to prevail in this litigation, at least up to the
stated policy limits of 5250 million (Canadian). The Company contends
that its recovery under certain provisions of its insurance policies is
not limited to the stated policy limits and has filed claims exceeding
this amount against the insurers.

The primary insurers have alleged that the Company inflated its claims
and made a claim for property that has not been lost, thereby committing
fraud and forfeiting its rights to any insurance recovery. The Company

vigorously disputes this allegation and, after discussion with legal
counsel, believes it to be without merit.

At June 30, 1991, the insurance claim receivable, net, converted into
U.S. funds using a U.S. dollar equivalent of 5.88, totaled $145.2
million, and was classified as long term because the litigation is nct
expected to be resolved within one year. On January 1, 1990, the Company
began to reserve against increases in the insurance claim receivable
resulting from remedial water inflow expenditures incurred subsequent to
that date. At June 30, 1991, the balance of this reserve was $49.8 ,

million.

In September 1987, the Company, as part of its recapitalization plan with
IMCERA, declared a dividend on its common stock in the amount of $51.9
million, which was equal to the amount of the insurance claim receivable
on the Company's books at June 30, 1987. This dividend is payable to
IMCERA solely from insurance proceeds recovered by the Company.

A
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

i

! 7. PROPERTY, PLANT AND EQUIPMENT

1991 1990

Land $ 19.1 $ 18.4 |

Mineral properties and rights 318.6 311.5 i

Buildings and leasehold improvements 355.5 329.0 I

Machinery and equipment 1,506.5 1,477.6
Construction in progress 158.6 66.8

2,358.3 2,203.3 y
i

Accumulated depreciation 1,064.8 995.9 f

Accumulated depletion 72.5 63.3 .

'

1.137.3 1.059.2
l

f
Net property, plant and equipment $1,221.0 $1,144.1

_

f. Amounts related to capital leases included above:
!

Gross assets $ 107.3 $ 107.3
,

Net assets 5 49.9 $ 53.4
,

8. ACCRUED LIABILITIES
|

1991 1990 j

Salaries, wages and bonuses $ 34.8 $ 28.3

Interest 21.5 21.6
Taxes other than income taxes 11.7 10.7

Other 23.4 17.2-
$ 91.4 5 77.8

9. LONG-TERM DEBT

1991 1990

Notes payable, with interest
rates averaging 7.9%, due in ,

ivariable installments through 1996 $ 305.0
Notes payable, with interest

at 11.25%, due in annual
installments from 1995 to 2004 220.0 $ 220.0

Notes payable, unsecured, with
interest rates averaging 9.1% 70.0

Notes payable, unsecured, with
interest rates averaging 9.7%,
due in installments through 2002 30.4 33.0

Capital lease obligations, with
interest rates averaging 9.25% 53.9 62.2

Pollution control, industrial revenue and
special purpose revenue bonds, with interest
rates at 6.75% to 11.625%, due in varying
installments from 1997 to 2013 21.3 21.3

630.6 406.5

Less current maturities 22.9 21.5
$ 607.7 $ 385.0__

F-10
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

In March 1991, the Company completed a restructuring of its $300 million
revolving credit agreement which had previously been refinanced in

The new credit facilities, consisting of a $275 millionDecember 1989.
term loan and a $150 million revolving credit facility, are secured by
the stock of the Company's major U.S. and Canadian subsidiaries, and

Borrowings under the new credit facilities bearexpire in 1996.
interest, at the Company's option, at rates based on LIBOR or a base

Notes payable outstanding under the revolving credit agreementrate.
were $30 million and $70 million at June 30, 1991 and 1990,
respectively. Commitment fees of 1/4 to 1/2 percent are required on the
unused portion of the total commitment.

The credit facilities contain certain covenants which require the
Company, among other things, to maintain a minimum current ratio and to
maintain minimum ratios for tangible net worth, cash flow, and interest
coverage. At June 30, 1991, $58 million of retained earnings were
available for dividends under the agreement.

In 1989, the Company entered into a $220 million loan agreement, proceeds
of which were used to finance the purchase of the Four Corners Mine
partnership interest and related properties, and to repay the Company's
portion of previous Four Corners debt.

Scheduled maturities of long-term debt for the next five years, excluding
capital lease obligations, are as follows:

5 5.1
1992 37.5
1993 82.5
1994 104.5
1995 134.5
1996

10. INTEREST CHARGES

1991 1990 1989

Total interest charges $ 51.5 $ 49.5 $ 53.8

Less interest capitalized (10.41 (2.2) (.5)
$ 41.1 $ 47.3 $ 53.3

1

i

)
!
i

I
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

,

11. COMMITMENTS

The Company has a number of . lease agreements primarily involving
buildings, rail cars, data processing equipment, and machinery and j,
equipment. The present value of future minimum capital lease payments j
and the future minimum lease payments under non-cancellable operating -

leases at June 30, 1991 were as follows:
Capital Operating

Lease Lease ,

| Payments Payments

1992 5 27.0 $ 17.7
1993 13.0 18.6
1994 8.2 16.2
1995 8.2 11.0

1 1996 8.2 10.4
; Subsequent years 8.2 46.2
I Future minimum lease payments 72.8 5 120.1

Less eauivalent interest (18.9)
Present value of future minimum lease payments 5 53.9

3

Rent expense in 1991, 1990 and 1989 related to operating leases was $20.2
million, $17.1 million, and $15.7 million, respectively.

| The Company's Canadian subsidiary is committed under a service agreement
with Potash Corporation of Saskatchewan Inc. ("PCS") to produce annually
from mineral reserves specified quantities of potash for a fixed fee and
a pro rata share of production and capital costs. The term of the
agreement extends through June 30, 1996 and is renewable on the same
terms at the option of PCS for six additional five-year periods. Potash
produced for PCS may, at PCS's option, amount to an annual maximum of
approximately one-fourth of the Canadian subsidiary's production
capacity. During 1991, production of potash for PCS amounted to 525,000
tons, or approximately 18 percent of tons produced.

The Company participated in a consortium that won bids in March 1988 on
11 federal off-shore sulphur leases in the Gulf of Mexico. In January
1989, a major sulphur discovery at Main Pass Block 299 was announced.
Development of this sulphur deposit is presently under way with
production scheduled to begin in early calendar 1992. At June 30, 1991,
the Company had spent $89.2 million, excluding capitalized interest, on
this project. |

!

In connection with these leases, the Company is committed through a joint
venture agreement with Freeport and Felmont Oil Corporation to contribute
its share of costs incurred in exploration and development of Main Pass
Block 299 and six remaining unexplored sulphur leases. The Company has
delivered to Freeport Collateral Mortgage Notes totaling 5353.3 million !

which will become effective only if the Company fails to meet its |
obligations under the Joint Operating Agreement covering each remaining
lease.

F-12 j!
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

In addition, the Company is committed through a Joint Operating Agreement
with Freeport and Felmont Oil Corporation to contribute its share of
costs to build offshore mining facilities to extract oil and natural gas
deposits which were also discovered at Main Pass Block 299. Construction
of these facilities is presently under way with production scheduled to
begin in late calendar 1991. At June 30, 1991, the Company had spent
$49.1 million, excluding capitalized interest, on this project and has a
lien and security interest in place with Freeport covering its remaining
obligations of approximately $18 million.

The Company is also committed, under a management compensation and
benefit assurance program, to fund iarious deferred management
compensation and benefit plans in the event of a change in control of the
Company. Under this program, standby letters of credit, totaling $42
million, have been established to ensure that officers and key management
personnel receive the compensation and benefits expected by them under
unfunded benefit plans ' vluding severance and benefits, in the event of
termination after a cho in control of the Company.

12. PENSION PLANS AND OTHER POSTRETIREMENT BENEFITS

The Company has several defined benefit pension plans covering most U.S.
and Canadian employees. Plans are generally non-contributory with
benefit formulas primarily based on years of service and employees'
compensation levels during the last five years prior to retirement,
depending on the plan.

Employees in the U.S. whose pension benefits exceed ERISA limitations are
covered by a supplementary non-qualified, unfunded pension plan which is
provided for by charges to earnings sufficient to meet the projected
benefit obligation.

The components of pension expense, computed actuarially, were as follows:

U.S. Plans Canadian Plans
1991 1990 1989 1991 1990 1989

Service cost for
benefits earned
during the year S 5.1 5 4.8 5 4.2 5 .8 5 .7 $ .6

Interest cost on
projected benefit
obligation 10.0 9.0 7.7 1.8 1.6 1.3

1
Return on plan assets (12.0) (11.6) (7.5) (2.5) (1.9) (1.5)

; Net amortization
and deferral 3.8_ 4.0 .2 .1 .1 ( . l.).

Net pension expense $ 6.9 $ 6.2 $ 4.6 5 .2 $ .5 $ .3

5

] The plans' assets consist mainly of corporate equity and U.S. government
; and corporate debt securities, and units of participation in a collective

short-term investment fund.g
<

%
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flotes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

In a number of these plans, the plan assets exceed the benefit
obligations (overfunded plans) and in the remainder of the plans, the
benefit obligations exceed the plan assets (underfunded plans).

The funding status of the Company's pension plans, including Canadian
plans and amounts recognized in the :onsoiidated Balance Sheet, was as
follows:

Overfunded Underfunded
Plans Plans

1991 1990 1991 1990

Plans' assets at fair value $ 117.7 5 112.4 $ 10.0 $ 5.7

Actuarial present value of
projected benefit obligations:

Vested benefits 82.5 78.4 14.9 10.2
flon-vested

benefits .9 1.3 1.9 .9
Accumulated

benefit obligations 83.4 79.7 16.8 11.1
Projected future

salary increases 40.2 35.9 5.5 5.2
Total projected

benefit obligations 123.6 115.6 22.3 16.3
Projected benefit t'> ligations

in excess of assets (5.9) (3.3) (12.4) (10.6)
Items not yet

recognized in earnings:
Unrecognized

net (gain) loss (1.2) (2.0) 2.6 2.2
f>Unrecognized transition

(asset) liability (3.5) (4.2) 2.2 2.9 i
Unrecognized prior i

service cost- 4.4 4.4 2.1 1.1 3
Additional i

minimum liability (2.9) (1.8)
Accrued pension liability 5 (6.2) $ _{5.1) $ (8.4) $ (6.2) i

I1991 1990 _1989
Rates used in determining the vf

actuarial present value of the $"projected benefit obligation:
Discount rate 8.6% 8.6% 8.6%
Long-term rate of return on assets 9.6% 9.2% 9.1%
Rate of increase in a

compensation levels 6.1% 6.1% 6.0%
.

2

;

In addition to providing pension benefits, the Company provides certain o
health care benefits for U.S. salaried and hourly retired employees. p1

LEmployees may become eligible for such benefits upon retirement by N

meeting specified age and service requirements. Certain coverage is
, $pprovided on a contributory basis.
9 ::e
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

Health care benefits are paid directly by the Company to individuals who
retired from the Company after January 31, 1988 and are recognized as an
expense when claims are paid. Health care benefits of those employees
who retired prior to February 1, 1988, are paid by IMCERA; the Company is
charged for one-half of such costs, not exceeding $.8 million in any
fiscal year. The total cost to the Company of all postretirement health
care benefits was $1.5, $1.1 and $.8 million for the years ended June 30,
1991, 1990 and 1989, respectively.

In December 1990, the FASB issued SFAS No. 106, " Employers' Accounting
for Postretirement Benefits Other Than Pensions," which will require the
Company to change its method of accounting for health care benefits
provided to retired employees. Beginning July 1, 1993, SFAS No. 106
will require that the costs of such benefits be recognized during the
employees' years of active service. The cumulative effect of the
accounting change, representing future benefits attributable to employee
service in past years, can be recognized as a liability in the year the
statement is adopted, or can be amortized over 20 years. The Company has
not completed all of the studies and analyses required to estimate the
impact of SFAS No. 106, and has not determined how the statement will be
implemented. However, it is expected that the annual expense for these
benefits will be significantly higher than the current level.

13. INCOME TAXES

The components of earnings before income taxes and the income tax effects
of significant tax credits and other items were as follows:

1991 1990 1989

Domestic $ 124.9 $ 87.9 $ 161.2
fporeion 27.9 39,7 53.7

Earnings before income taxes 5 152.8 $ 127.6 $ 214.9 ,

Computed tax at the
federal statutory rate of 34% $ 52.0 $ 43.4 5 73.1

Foreign income and withholding taxes 6.5 6.7 9.8
Percentage depletion (11.3) (6.9) (11.5)

s

Federal taxes on:
undistributed foreign earnings 3.8 2.5 1.7

State income taxes, net of
p federal income tax benefit 3.6 1.5 4.7

Other items (none in excess
of 5% of computed tax) 2.4 (2.2) (.2)

i Provision for income taxes $ 57.0 $ 45.0 $ 77.6
1

g Effective tax rate 37.3% 35.3% 36.1%_

l
s

;t

4
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

The provision for income taxes consisted of the following:

1991 1990 1989

Current
Federal $ 26.0 $ 19.0 $ 36.5

State and local 3.5 1.0 63
Foreign 12.4 15.9 25.3

41.9 35.9 68.1
4

Deferred
Federal 9.5 3.4 -6.3 I

!

State and local 1.9 1.3 .8
Foreign 3.7 4.4 2.4

15.1 9.1 9.5
5 57.0 $ 45.0 $ 77.6

Deferred income tax provisions (credits) result from timing differences, '
,

principally depreciation, in the recognition of income and expenses for
financial reporting and tax purposes.

|
The Company has no present intention of remitting undistributed earnings j
of foreign subsidiaries aggregating $127 million at June 30, 1991, and 4

I
accordingly, no deferred tax liability has been established relative to
these earnings.

At June 30, 1991, the Company's buildings and leasehold improvements,
machinery and equipment, and certain liabilities, primarily accrued
reclamation costs, have tax bases which, in the aggregate, are |

approximately $357 million less than their book bases. These
differences, which will result in expenses for financial reporting.
purposes in subsequent years in excess of related tax deductions, are j

accounted for as permanent differences under the Company's current method j

of accounting for income taxes, i

<

14. CAPITAL STOCK

IMC Fertilizer Group, Inc. was formed as a wholly owned subsidiary of
IMCERA Group Inc. on July 1,1987. As a result of public offerings by
the Company, IMCERA's ownership, represented by 10 million shares of-
common stock held by IMCERA, was reduced, over time, to approximately 38
percent. In March and April 1991, the Company purchased a total of five
million shares of its own common stock from IMCERA for $206.25 million,
or 'A1.25 per share. In addition, IMCERA sold the Company an option for .

!$6.25 million allowing the Company to purchase the remaining five million
shares of the Company's common stock held by IMCERA at a price of $35 per i

share. This ootion was exercised in May 1991, at which time 987,546 j

shares of common stock were transferred to the Company. The remaining p

4,012,454 shares, held in escrow for the benefit of certain holders of
exchangeable securities issued by IMCERA, were transferred on July 2,
1991. At that time, IMCERA's ownership interest in the Company ended.
At June 30, 1991, the Company has reflected the acquisition of the entire
10 million shares in its consolidated financial statements.

,
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

In May 1991, the Company completed a public offering of 5.3 million
shares of common stock at $38.50 per share. The net proceeds of this
offering of approximately $197 million were used to. fund the common stock
purchased from IMCERA, and to reduce long-term debt.

In July 1988, the Company completed a public offering of five million
shares of common stock at $40 per share. The net proceeds from this
stock offering were used by the Company to redeem all of the outstanding
shares of Exchangeable Preferred Stock, Series A.

Changes in the number of shares of common stock issued and in treasury
were as follows:

1991 1990 1989

Common stock issued
Balance, beginning of year 26,398,410 26,364,030 21,277,800
Common stock sold 5,300,000 5,000,000

Stock options exercised 36,520 31,300 81,400

Award of restricted shares 3,080 4,830

Balance, end of year 31,734,930 26.398 410 26,364,0301

Treasury common stock
Balance, beginning of year 63,429 49,191 5,346

Purchases 10.000,036 14.238 43,845

Balance, end of year 10,063,465 63,429 49,191

Common stock outstandina, end of year 21,671,465 26,334,981 26,314,839

Pursuant to a Shareholders Rights Plan adopted by the Company in June
1989, a dividend of one preferred stock purchase right ("Right") for each
outstanding share of common stock of the Company was issued on July 12,
1989 to shareholders of record on that date. Under.certain conditions,
each Right may be exercised to purchase one one-hundredth of a share of a
new series of participating preferred stock at a price of $150. This
preferred stock is designed to participate in dividends and vote on'

essentially equivalent terms with a whole share of common stock. The

Rights become exercisable apart from the common stock only if a person or
group acquires 20 percent or more of the common stock or makes a tender
offer for 20 percent or more of the outstanding common stock. However,
the Rights do not become exercisable if a person or group becomes the
owner of 20 percent or more of the common stock as a result of the*

purchase of common stock by the Company to reduce the number of shares!

outstanding and increase the proportionate number.of shares owned by such
person or group to 20 percent or more, unless such person or group
subsequently becomes the owner of any additional shares of the common,

f- stock. In addition, upon the acquisition by a person or group of 20
percent or more of the common stock, each Right will entitle the holder
to purchase, at the then-current exercise price of the Right, a number of
shares of common stock having a market value at that time of twice the,

exercise price. The Rights may be redeemed at a price of $.01 per Right
under certain circumstances prior to their expiration on June 21, 1999.y
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

15. RELATED PARTY TRANSACTIONS

The Company has maintained various product supply, operating and serviceagreements with IMCERA. Sales of product to IMCERA under supply
agreements have been at prices approximately equal to those charged tounaffiliated customers. Financial and administrative services, as well
as certain management and overhead functions provided at certain IMCERA
plant locations, were charged at actual cost. These charges are included
in the accompanying financial statements in receivables, net as shown in
the following summary of transactions:

Years ended June 30,
1991 1990 1989

Balance at beginning of year $ (7.0) $ (7.9) $ (3.7)Charges from IMCERA:
Financial, administrative

and other services 3.4 3.3 9.3. Interest charges on
I short-term borrowings

1.1
3.4 3.3 10.4Charges to IMCERA:

Sales of product
(66.3) (59.8) (66.3)Management and overhead services (35.8) (34.6) (26.41

(102.1) (94.4) (92.7)Net cash transferred from IMCERA 91.9 92.0 78.1Balance at end of year $ (13.8) $ (7.0) $ (7.9)

16. STOCK PLANS
1

A non-qualified stock option plan (" Plan"), adopted in 1988, as amended,!

l

provides for the granting of options to purchase up to two million shares
of common stock at prices not less than 100 percent of market price atthe date of the grant. Options are exercisable over 10 years beginning
one year after the date of the grant and are limited to 50 percent during

,

'

the second year. A total of 799,994 shares were granted under this planthrough June 30, 1991.

Information on options follows:

1991 1990 1989 i
Outstanding, beginning of year 421,140 180,700 271,200 fGranted
Exercised 279,840 '

(36,520) (31,300) (81,400)
}; Cancelled

(10.640)_ (8.1001 (9.100)Outstanding, end of year 373,980 421,140 180,700 |
) '

Price range
$22 to $32 $22 to $32 $22 fAt June 30

Exercisable S
251,065 148,750 51,575

f'
Available for future grants 1,200,006 189,366 464,186

4

9
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

The average purchase price of outstanding stock options at June 30, 1991
was $28.69 a share, based on an aggregate purchase price of $10.7
million. Outstanding stock options will expire over a period ending no
later than December 7, 1999.

,

The Company also adopted a long-term performance incentive plan in 1988
under which officers and key managers are awarded shares of restricted
common stock of the Company and contingent stock units. Under the plan,

j these shares and units vest in whole or in part during and at the end of
the performance period. A total of 285,710 shares of restricted common
stock of the Company were awarded under this plan through June 30, 1991,
all of which were vested. At June 30, 1991, no additional shares were
reserved for issuance under this plan. A total of 8,916 restricted-
shares of common stock have been cancelled and reacquired at no cost by
the Company at June 30, 1991.

In fiscal 1991, the Company adopted a_new long-term performance incentive
plan beginning July 1, 1991. In accordance with these awards, shares of
restricted common stock and contingent stock units will vest in whole or
in part during and at the end of a three-year performance period ending
June 30, 1994. A total of 185,400 shares of restricted common stock was
awarded under this plan.

17. OPERATIONS BY GEOGRAPHIC AREA

Net earnings of consolidated foreign subsidiaries, before consolidation
eliminations, amounted to $16.9 million in 1991, $26.6 million in 1990
and'527.8 million in 1989. Net assets of such subsidiaries were $212.7
million and $200.2 million at June 30, 1991 and 1990, respectively.

Financial information relating to th"e Company's operations in various
geographic areas was as follows:

Net Sales
1991 1990 1981.

United States $1,095.2 $1,072.6 $1,176.6
Canada 158.3 154.8 173.8
Other 6.1 9.2 1.9
Transfers between geographic

areas (orindp_ ally from Canada) (128.4) (130,9) (130.6)
Consolidated $_1 131.2 $1,105.7 $1,221.7

_1

..
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Notes to Consolidated Financial Statements
of IMC Fertilizer Group, Inc. (Continued)

,

Earnings
8efore Income. Taxes Identifiable-Assets

1991 1990 1989 -1991 1990 1989

United States $ 168.4 $ 131.9 $ 205.2 $1,476.2 $1,319.3 $1,433.9 f

Canada 26.0 35.8 50.8 264.0 254.5 244.3

Other 5.1 7.5 1.0 13.0 16.6 8.7-

Eliminations (3.51 (4.2) .2 (13.9) (5.7) (9.0)
Operating

earnings 196.0 171.0 257.2
Interest earned

and other
non-operating

j (income) and
! expense, net 2.1 (3.9) (11.0)

3

Interest !

charaes 41.1 47.3 53.3
Consolidated 5 152.8 $ 127.6 $ 214.9 $1,739.3 $1,584.7 $1,677.9

i

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

Sales from the United States, as shown in the preceding table, included
sales to unaffiliated customers in other geographic ~ areas as follows:

1991 1990 1989

I

Far East $ 208.6 $ 159.1- 5. 182.6

Latin America 35.4 56.4 60.9 .
'

35.0 61.8 57.7
Eurone 5 279.0 $ 277.3 $ 301.2

i
_

k

5 .

.

I

t
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Schedule II

IMC FERTILIZER GROUP, INC,
AMOUNTS RECEIVABLE FROM RELATED PARTIES AND UNDERWRITERS, PROMOTERS,

AND EMPLOYEES OTHER THAN RELATED PARTIES
Years Ended June 30, 1989, 1990, and 1991

($ in thousands)

Balance at End
Deductions of Period

Bal ance
at '

Beginning Additions Amounts Not

Name of Debtor of Period ~ Collected Current Curr'ent

|
1989:
U.S. employee relocation loans (A) $ 10 $ 53 $ 42 $ 21 |

-'

Number of loans 1 2 2 1

Canadian employee housing loans (B) $458 $ 10 $ 2 $ 41 $425

Number of loans 25 1 26 26 |
!

1990:
| U.S. employee relocation loans (A) $ 21 $ 33 $ 54
!

! Number of loans 1 2 3

Canadian employee housing loans (B) $466 $ 84 $ 44 $338

Number of loans 26 6 20 20

1991:
U.S. employee relocation loans (A) $124 $124

Number of loans 2 2

Canadian employee housing loans (B) $382 $100 $ 49 $233

Number of loans 20 5 15 15

4

j (A) Generally non-interest bearing and repayable upon the sale of the
j employee's former residence.
( (B) Interest at rates ranging from 6 percent to 15 percent per annum and

||i

repayable 'over 3 to 25 years.
|
l

I
!
>

I.
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Schedule V '(Page 1 of 2)
IMC FERTILIZER GROUP, INC.

PROPERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1989, 1990, and 1991
i

($ in millions)
!

i !

Balance
.| Other Balance

tt
i

Beginning Additions' Changes-- at End

of Period at Cost Retirements Add (Deduct) of Period

.!

l' 1989:
Land $ 17.8 $ .5 $ .i $ (.6) (A) $ 17.6

V

Y Mineral
properties and rights 220.0 12.0 .1

!

.

Buildings and leasehold
j improvements 277.5 27.2 12.5 37.2 (B) 329.4

f

f
Machinery and equipment 1,180.7 107.0 42.5 .3 (A)

206.2 (B) 1,451.7
?

I 38.9
| Construction in progress 22.6 16.3
4

[

$1.718.6 $ 163.0 $ 55.2 $ 316.1 $2,142.5

.I
1990:

Land $ 17.6 $ .9 $ .1 $ 18.4
:
t

Minerala 311.5
properttes and rights 304.9 6.6

|; .
|i

Buildings and leasehold
improvements 329.4 19.1 21.7 3 2.2 (A) 329.0

,

Machinery and equipment 1,451.7 39.8 11.7 (2.2) (A) 1,477.6

66.8
Construction in progress 38.9 27.9

._

$2,142.5 $ 94.3 $ 33.5 $2.203.3

F-22
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Schedule V
(Page 2 of 2)

IMC FERTILIZER GROUP, INC.

PROPERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1989, 1990, and 1991
|($ in millions)'

'
|

Balance
Other Balance

at

Beginning Additions Changes-- at End

of Period at Cost Retirements Add (Deduct) of Period

1991: $ 15.1
$ 18.4 $ .7

Land
,

Mineral 318.6
311.5 7.1properties and rights

Duildings and leasehold 355.5
329.0 27.3 $ .8

improvements

Machinery and equipment 1,477.6 41.6 12.7 1,506.5

158.6
Construction in progress 66.8 91.8

$2.203.3 $ 168.5 3 13.5 32,358.3

Notes:

(A) Transfers between accounts.

(B) Reclassification from other balance sheet accounts.

<

%

!

k
1

5

E'
4
%

.

a
A i

$,}
'

a
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Schedule VI
(Page 1 of 2)

IMC FERTILIZER GROUP, INC.
ACCUMULATED DEPRECIATION, DEPLETION, AND AMORT!ZATION

OF PROPERTY, PLANT, AND EQUIPMENT

Years Ended June 30, 1989, 1990, and 1991
($ in millions)

i
'8alance Additions

at Charged to Other 8alant.e I

8eginning Cast and Changes-- at End
of Period Expenses Retirements Add (Deduct) of Period

1989:
Mineral

properties and rights $ 42.7 $ 9.8 $ .2 $ 1.3 (C) $ 53.6
|
|

Buildings and leasehold

improvements 176.4 16.6 10.4 .4 (8) 183.0
l

Machinery and equipment 716.9 73.3 42.0 11.9 (8) 760.1

!Allowance for |

plant closings (E) 2.6 (.9) 1.7
|

$ 938.6 $ 99.7 $ 52.6 $ 12.7 $ 998.4

1990:
Mineral

properties and rights $ 53.6 $ 9.0 $ .7 (C) $ 63.3

iBuildings and leasehold 183.0 15.3 $ 21.5 3.0 (A) ;
j improvements .3 (D) 180.1

s

Machinery and equipment 760.1 67.5 11.2 (3.0) (A) 813,4

Allowance for 4

f
plant closings (E) 1.7 .7 2.4

$ 998.4 $ 92.5 $ 32.7 $ 1.0 $1,059.2 f
7

[ 5

X*

l
A
.

:
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Schedule VI
(Page 2 of 2)44

IMC FERTILIZER GROUP. INC.
ACCUMULATED DEPRECIATION, CEPLETION, AND AMORTIZATION

OF PROPERTY, PLANT, AND EQUIPMENT,

I

fears Ended June 30, 1989, 1990, and 1991

($ in millions)

f Balance Additions |
1! et Charged to Other Balance j

k Beginning Cost and Changes-- at End i

k of Period Expenses Retirements Add (Deduct) of Period ]
! I

j 1991: i

i Mineral
properties and rights 3 63,3 $ 8.6 $ .6 (C) $ 72.5

4

Buildings and leasehold

improvements 180.1 16.3 $ .6 .2 (D) 196.0
$

f Machinery and equipment 813.4 65.3 12.4 .2 (D) 866,5
y

$ Alloaance for

{ plant closings (E) 2.4 2.4
2

6

11,059.2 $ 90.2 $ 13.0 $ 1.0 $1,137.4

i i

1

4

Notes:

| (A) Transfers between accounts.
l
t

(B) Reclassification f rom other balance sheet accounts.
$,

) (C) Difference betwe.en average and actual depletion rates on certain Florida phosphate ore reserves
4

j which has been offset against deferred charges in the consolidated balar :e sheet.

I
1j (D) Amortizaticn of pre-operating plant expenses.

$
(E) This account is used to provide for losses on disposals of property, plant and equipment. Charges

'

to the account consist of losses, net of gains, on such disposals.
r

4

a
h
w;

4 ,

ed3
,
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Schedule IX

IMC FERTILIZER GROUP, INC.
SHORT-TERM BORROWINGS

Years ended June 30, 1991, 1990, and 1989
($ in millions)

Maximum Average Weighted
Balance Weighted Amount Amount Average

I

I at End Average Outstanding Outstanding Interest
of Interest During the During the Rate Ouring

Period Rate Period Period the Period

Note payable to IMCERA:

1991 None -- -- -- -- {
l

1990 None -- -- -- --

1989 None -- $110.0 $ 11.2 10.1%

,

The average amount outstanding for each period was computed by averaging
the daily balances during the year. The weighted average interest rate for i

each period was computed by dividing interest on short-term borrosings by the
average amount outstanding during the year. j

|

I

.

' ,

3
.

'

|
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Schedule X
!

" IMC FERTILIZER GROUP, INC.
SUPPLEMENTARY INCOME STATEMENT INFORMATION-

| Years ended June 30
($ in millions)

Charged to Costs and Expenses
j|. of Operations

1991 1990 1989

1

i Maintenance and repairs $130.4 $121.1 $121.0

Taxes, other than
payroll and income taxes:

.

Severance taxes $ 30.5 $ 29.9 $ 47.9
Other taxes and fees 22.7 23.9 19.7

5 53.2 $ 53.8 $ 67.6

Amounts for amortization of intangible assets, advertising and royalties are
not presented as such amounts are less than 1 percent of total sales.

,i

!

,i

h
I
.:
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
_]( ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF

THE SECURITIES EXCHANGE ACT OF 1934 (FEE REQUIRED)
For the fiscal year ended June 30,1992

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934 (NO FEE REQUIRED)

For the transition period from to

Commission file number 1-483

IMCERA Group Inc.
(Exact name of registrant as specified in its charter)

New York . 36-1263901
(State or other jurisdiction of (I.R.S. Employer -
incorporation or organization) Identification No.)

2315 Sanders Roa'd
Northbrook, Illinois ~ 60062-6198

(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code: 708-564-8600

Securities registered pursuant to Section 12(b) of the det:

Name of each exchange
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4% Cumulative Preferred Stock, par value $100 per share New York Stock Exchange.

Common Stock, par value $1 per share . New York Stock Exchange. . . .. .

Midwest Stock Exchange
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Securities registered pursuant to Section 12(g) of the Act:

9%% Sinking Fund Debentures due March 15,2011. -

,

Indicate by check mark whether the registrant (1) has filed all' reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such filing requirements for the past -
90 days. Yes'X No

Indicate by check mark if disclosure of delinquent filers pursuant to item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of registrant's knowledge,in definitive proxy or informa-
tion statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. X

State the aggregate market value of the voting stock heki by non-affiliates of the registrant: $2,745,811,253
*
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and 4% Cumulative Preferred Stock.
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DOCUMENTS INCORPORATED BY REFERENCE: Information required by Items 10,11,12, and 13
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F Part I.

Vy
[ Item 1. Business
o
@ INTRODUCTION
W
b
o
b Company Profile

E
@ IMCERA Group Inc. (IMCERA, the Company, or the Corporation) provides human
h and animal health care products and specialty chemicals worldwide through.its 1

M three technology-based businesses: Mallinckrodt Medical, Mallinckrodt '

pi Specialty Chemicals and Pitman-Moore.

M The Company was incorporated in New York in 1909. The corporate headquarters j

M is located at 2315 Sanders Road, Northbrook, Illinois 60062-6198, and.the j
g telephone number is (708) 564-8600. 1

A
d The Transition of the Company

Qj During the past several years the Company has taken significant steps to
Q develop its current composition of businesses and to change its capital
A structure as follows:
si

j . In February 1986, the Company purchased Mallinckrodt, Inc. for $675
g million in cash.

. In October 1986, the Company sold its gas and oil segment and its
p industrial products segment for $162 million.

S . In February 1988, IMC Fertilizer Group, Inc. (IFL), then a wholly owned
' subsidiary, completed an initial public offering (IPO) of shares of |

common stock. Until March of 1991, IMCERA owned 10 million shares of IFL |
common stock, less than a majority voting interest in IFL, and accounted I

- for its investment in IFL by the equity method.

. In July 1988, a second public offering of common stock by IFL reduced the
Company's 10 million share interest in IFL from 47 percent to 38 percent.

. In September 1988, the Company's holdings of IFL's Preferred Stock,
Series A, were redeemed by IFL for $200 million.

. In November 1988, the Company issued $1.4 billion of zero coupon
subordinated debentures which provided that, among other things, the
holders had the option to exchange each debenture for shares of IFL
common stock held by the Company. In conjunction with the sale and
option agreement with IFL discussed below, as of July 1991 all of these
debentures have been redeemed. See Note J-Debt of Notes to Consolidated
Financial Statements for additional information.

. In July 1989, the Company acquired Coopers Animal Health for $218 million
in cash plus the assumption of liabilities.

1_

---m - _;



- __ _ _ _ _ _ _ _ _

!
'

. ,

# . In July 1989, IMCERA redeemed 1,236,077 shares of its $3.75 Series A
preferred stock for cash of $65 million. The balance of 1,302,123 shares

[ was converted into approximately 4,758,000 shares of IMCERA common stock.

. In April 1990, following IMCERA's call for redemption for cash, all of
the 1,398,000 outstanding shares of Series 8 preferred stock were
converted into approximately 5,310,000 shares of IMCERA common stock.

j . In June 1990, shareholders approved changing the Company's name from
International Minerals & Chemical Corporation to IMCERA Group Inc.

. From August 1987 through July 1992, under authorization from the
[ Company's Board of Directors, the Company repurchased 28,687,271 shares

of its outstanding common stock (including the common stock equivalency
*

f of its Series A and B Preferred) for an aggregate cost of $419.5 million,
) or an average cost of $14.62 per share. In October 1991, the Company's
| Board of Directors reinstated the Company's authorization to repurchase
| its common stock which had been suspended in April 1991.

! . In March 1991, the Company entered into a sale and option agreement with
IFL under which IFL purchased, in three stages, all 10 million shares of
IFL common stock which IMCERA owned for total net proceeds to IMCERA of
$384.7 million. As of July 1991, IMCERA no longer owned any IFL shares.
See Note A-Changes in Business of Notes to Consolidated Financial
Statements for additional information.

. In April 1991, the Company paid $217.4 million to redeem one-half of the
zero coupon exchangeable subordinated debentures and in July 1991, paid
$221.7 million for the redemption of the remainder.

. In April 1991, the Company completed a public offering of 6 million
shares of IMCERA common stock for net proceeds of $189.9 million to be
used for general corporate purposes.

. In October 1991, the Company's shareholders approved an increase in the
number of authorized shares of common stock from 100 million to 300
million. A reduction in the par value per share of common stock from
$5.00 to $1.00 was also approved and recorded.

. In November 1991, the Company's common stock was split three-for-one.
All references to IMCERA common stock throughout this report reflect the
stock split.

. In April 1992, the Company redeemed all of its outstanding 9.35%
debentures for cash of $52 million.

Other recent acquisitions, divestitures and continuing investments in each of
IMCERA's businesses are described in the discussions of the business
segments.

4
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Four Reminders

In this report:

! IMCERA Group Inc. and its subsidiaries, collectively, are called the
" Company," the " Corporation," or "IMCERA," unless otherwise indicated by the
context. The Company has three business segments: Mallinckrodt Medical,
Mallinckrodt Specialty Chemicals and Pitman-Moore.

.

The term " operating earnings" of a business segment represents that business
segment's revenues, including sales to other IMCERA business segments, less
all operating expenses. Operating expenses of a business segment do not
include interest expense, corporate income and expense, and taxes on income.

Also, unless otherwise noted, the reference to years is fiscal years ended
June 30.

Registered trademarks are indicated by an asterisk.

MALLINCKRODT MEDICE

Mallinckrodt Medical sales were:

(in millions) Years ended June 30 1992 1991 1990

Net sales
Radiology & Cardiology 5 293.7 5 232.0 $ 163.4
Nuclear Medicine 160.4 129.5 101.8
Anesthesioloav & Critical Care 166. L 151.0 134.6

$ 620.3 5 512.5 $ 399.8

Mallinckrodt Medical products are instrumental in the delivery of health care
services and are sold to hospitals, clinical laboratories and other customers
on a worldwide basis. They are related by a high degree of innovation and
technology, by regulation from agencies such as the U.S. Food and Drug
Administration (FDA) and by markets served. They are significantly affected
by conditions within the health care industry, including continuing
government legislation and public and private health care insurance and
reimbursement programs. An aging population and demand for technologically
superior products to improve the quality of life and lower the :ost of care
are two major factors fueling growth within the industry.

Principal products of this industry segment are contrast media for various
imaging modalities and radiopharmaceuticals for medical diagnostic
procedures, disposable medical devices and instruments and systems for use in
surgical procedures and critical care.

Mallinckrodt Medical focuses on five specialty businesses providing advanced,
innovative products for radiology, cardiology, nuclear medicine,
anesthesiology and critical care. Specialized sales, marketing and general
management resources have been established to service these markets.

a
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Radioloov & Cardioloav '

Radiology products include iodinated contrast media (ionic and nonionic) and
catheters for use in studies of the brain, abdominal organs, renal system,
peripheral vascular system and other areas of the body to aid in diagnosis
and therapy. These products are marketed principally by a direct sales
force. Since its introduction in the U.S. three years ago, Optiray*, a low
osmolar, nonionic medium, has been widely accepted in bn:h radiology and
cardiology indications. Optiray* began to be introduc:d outside the U.S. in
fiscal 1991. To meet growing worldwide demand, a $100 million program to
expand production of Optiray was begun in 1992. The project includes a new
production facility which is under construction near Dublin, Ireland, for the
manufacture of Optiray* in its bulk drug form and a capacity expansion at the
company's existing plant in S+. Louis, Missouri, Under a 10-year exclusive
agreement, Yamanouchi Pharmaceutical Co., Ltd., began distribution of
Optiray* in Japan in June 1992, after product approval by the Japan Ministry {of Health. In June 1990, Mallinckrodt Medical introduced Ultraject*, a '

patented innovation in contrast media agent administration. Mallinckrodt
Medical is the only company supplying this unique prefilled plastic syringe,
which provides radiologists a more efficient, convenient and safer method of
delivering contrast agents.

The cardiology business is directed to meeting the needs of both invasive and
{ non-invasive cardiologists in diagnosing and treating diseases of the heart
I and the cardiovascular system. The business currently offers both ionic and

nonionic contrast agents, and interventional catheters and related supplies.
These products are sold directly to hospitals, primarily by a dedicated sales
force. 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 contrast agent. Albunex * was unanimously recommended for approval
by the Radiology Device Advisory Panel of the FDA in July 1992. Assuming

| approval by the end of calendar 1992, the product is expected to be launched
| in fiscal 1993.

1

During fiscal 1992, the company reached agreement with Liebel-Flarsheim )Company ("L-F") of Cincinnati, Ohio, to provide compatibility of L-F's power !
|

injector systems with the Ultraject* syringe. During the year the company '

also started a $15 million expansion to increase production of x-ray contrast
media in Ultraject* disposable syringes and add a new production line for
Ultraject* to be used in power injectors.

The company's largest developmental effort in this area is directed toward
contrast agents for magnetic resonance ("MR") imaging, primarily in
neurology, oncology and cardiovascular applications.

i
Nuclear Medicine

|-

. The nuclear medicine business consists of radiopharmaceuticals used to f'

provide images of numerous body organs, and to diagnose and treat diseases. f
Nuclear medicine products are sold to hospitals and clinics in the U.S. on y
both a direct basis and through a nationwide network of nuclear pharmacies,
and internationally through direct sales forces and distributors. Consulting *y

)services are also provided. In 1990, Mallinckrodt Medical introduced
f ;

Technescan* MAG 3* for improved imaging of the kidneys and the renal system. g j
,
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Unlike a standard x-ray based imaging procedure, a nuclear medicine scan
utilizing MAG 3* can accurately assess renal tubular function in addition to
providing anatomical information. In 1991, the company introduced the highly
successful UltraTag* RBC blood pool imaging kit which is used for gated blood
pool, "first pass" cardiac studies, and for the detection of hemangiomas and
gastrointestinal bleeding sites. In order to meet growing worldwide demand
for cyclotron-produced products, the company is currently expanding cyclotron
capacity at its radiopharmaceutical production facility at Petten, the
Netherlands. Additionally, during 1992 the company signed an agreement with
the Netherlands Energy Research Foundation to construct a plant in Petten
dedicated to the manufacture of molybdenum-99 (Mo99), a key raw material used
in the production of the nuclear medicine imaging product technetium-99m.
Full production is expected to begin by the end of 1994.

Current research efforts in this area are directed to development of
compounds to alleviate cancer-related bone pain, to detect several types of
cancer, and to evaluate heart disease.

Anesthesioloav & Critical Care

Anesthesiology products include continuous core temperature monitoring
systems, convective warm air temperature management systems, tracheal tubes
and other airway management products Continuous core temperature monitoring
and temperature management systems are utilized in surgical procedures and
postoperatively. They 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 systems are marketed
directly and through distributors. In addition, the company is capitalizing
on the rapid conversion to disposable tracheal tubes in Europe by expanding
its anesthesiology products plant in Athlone, Ireland.

In critical care, Mallinckrodt Medical provides instruments and systems to
analyze blood gases and electrolytes in the operating room and intensive care
unit. GEM *-STAT.is designed for use in low-volume intensive care units,
while GEM *-6 provides testing in the operating room, prim vily for
cardiovascular surgery. The company's newest analyzer -- the GEM Premier --
was introduced during 1992. It is user friendly, has a high capacity, and is
more cost-effective than competing whole-blood analyzers. The GEM Premier
will be utilized in intensive care units as well as in hospital stat and
central laboratories. These products are sold directly to hospitals in the
U.S. and through direct sales forces and distributors in international
markets.

Mallinckrodt Medical's U.S. production and distribution facilities are
located in Missouri, North Carolina, New York, Texas, California, Illinois
and Michigan. Thirty radiopharmacies are located in large metropolitan
markets throughout the U.S. for dosage form distribution of
radiepharmaceuticals to hospitals and clinics. Facilities ~outside the U.S.
are located in Europe, the Far East, Canada, Australia and Mexico.

-5-
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MRLINCKROOT SPECIALTV CHEMICALS

Mallinckrodt Specialty Chemicals sales were:,

(in millions) Years ended June 30 1992 1991(1) 1990(1) -

Net sales
Ongoing operations

Drug Chemicals $ 164.4 5 160.2 $ 136.7
Catalysts, Performance & Lab Chemicals 203.5 234.1 198.9

367.9 394.3 335.6
Divested operations

and flavors business (2) 73.0 109.8 108.8

5 440.9 $ 504.1 5 444.4

(1) Restated to reflect the company's reorganization effective July 1,1991.
(2) Includes divested cosmetic and electronic chemicals businesses and the

flavors business prior to formation of a flavors joint venture.

Mallinckrodt Specialty Chemicals products are sold to a variety of markets.
These products possess a higher degree of technology and service than is
required by commodity chemicals. Generally, they are sold as intermediates
which are used by customers worldwide as components, ingredients or reagents,
rather than as final consumer products. Many of Mallinckrodt Specialty
Chemicals products are processed in multi-purpose manufacturing facilities.
These products are also subject to government regulation and industry
standards, including FDA-mandated " Good Manufacturing Practice."

Principal products in this industry segment are drug chemicals, peptides,
high-purity performance chemicals, catalysts and laboratory chemicals.
Through the Tastemaker joint venture, the company also participates in the
flavors business.

Mallinckrodt Specialty Chemicals' U.S. production and distribution facilities
are located in Missouri, Pennsylvania, North Carolina, Kentucky and
California. Operations outside the U.S. are located in Europe, Canada, the
Far East and Australia.

Druo Chemicals

Drug chemical products include analgesics such as codeine salts and other
opium-based narcotics used to treat pain and cough, and acetaminophen (APAP)
used to control pain and reduce fever. In 1992, work began to expand and
upgrade the narcotics facility in St. Louis, Missouri. In 1993, about 56
million is being spent in this, the first of a multi-phase project. Also in
1992, a $17 million project was approved to expand APAP manufacturing and
waste-treatment capacity at the Raleigh, North Carolina, facility. When
complete in 1993, site APAP capacity is expected to increase 25 percent while
lowering unit cost. A 510 million expansion and modernization project was
completed at the company's facility in Derbyshire, England. The new
operations were successfully started in the spring of 1992. Other drug
chemical products include narcotic / acetaminophen combination products; j
Toleron* brand of ferrous fumarate which stimulates the formation of red y
blood cells; and various salts and excipients. They are sold to the g
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pharmaceutical industry for use in the manufacture of dosage-form drugs.
Narcotic prescription chemicals are also sold to drug wholesalers. In the
fall of 1991, the company acquired Star Biochemicals Inc., a high-quality
catalog and custom peptide producer. In 1992, the company began manufacture
of peptides at its St. Louis facility. Peptides are chains of amino acids
used in many new pharmaceuticals and are primarily sold to the research and
pharmaceutical industries. Drug chemicals are marketed by a direct sales
force.

Catalysts. Performance & Lab Chemicals

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 catalysts. Such catalysts
are used to manufacture plasticizers, detergents, rubber products,
insecticides, synthetic motor oil and edible fats and oils. Catalysts are
marketed directly under the registered trademark Calsicat.

High-purity performance chemicals sold to industrial consumers include such
products 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 for use as a " salt substitute" in low-sodium diets.
Mallinckrodt Specialty Chemicals sells these products through distributors
and its sales force.

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
to medical, industrial, educational and governmental laboratories.

Performance and laboratory chemical products are marketed by performance
| chemicals sales force.

The company also produces aromatic-fluorine intermediates for use in the
manufacture of pharmaceuticals and agricultural chemicals. Sales, marketing
and business development comprise an integrated unit.

Joint Venture

In February 1992, a 50/60 joint venture partnership was formed with Hercules
Incorporated to manufacture and market flavor products. The venture, named
Tastemaker, was created by combining the company's Fries & Fries flavors
business with Hercules' PFW Flavors and Citrus Specialties businesses.
Tastemaker is headquartered in Cincinnati, Ohio and has a major presence in
the world's three largest flavors markets -- Europe, North America and
Asia / Pacific. It manufactures products for use in convenience foods and
beverages; dry and liquid beverage mixes; cordials, cocktails and wines; ice
cream, cheese and other dairy products; pharmaceutical products; cake and
cookie mixes, snacks and other bakery products; and main meals and entrees.
Production and distribution of these products are subject to regulation by
various country agencies. Distribution is primarily through direct sales and
distributors.

-7-
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Other
.

! During the last three years, Mallinckrodt Specialty Chemicals has made
j several major changes in its business in addition to the changes discussed

above. The Creations Aromatiques fragrance business was sold in 1990. The

f tannin product line, used for clarifying wines and malt beverages, was exited
in 1991. The company combined its science products and performance chemicals
businesses and consolidated its European operations under its Catalysts,
Performance and Lab Chemicals Group as part of a 1992 reorganization. In

i
addition, the company divested its cosmetic and electronic chemicals
businesses and exited a general-line chemical business in 1992.*

PITMAN-M0 ORE

Pitman-Moore sales were:

fin millions) Years ended June 30 1992 1991 1990

Net sales
Animal Productivity $ 58.2 $ 51.9 $ 49.4
Antimicrobials 69.7 68.8 62.0
Biologicals 104.3 106.4 100.3
Parasiticides 156.4 145.9 132.9
Veterinary Specialties & Other 81.0 72.4 69.7

Total Animal Health 469.6 445.4 414.3
Feed Increcients 172.2 177.5 166.1

5 641.8 $ 622.9 $ 580.4

Pitman-Moore is one of the world's largest providers of products for
improving the health and growth of animals. The company's global
capabilities in distribution, marketing and manufacturing provide it with a
significant competitive position in the market. The company has a direct
presence in each of the top 25 animal health markets in the world, with
approximately 50 percent of its net sales outside the U.S. Pitman-Moore
participates in the fartest-growing segments of the $10.7 billion worldwide
animal health market. These segments total more than $8.4 billion, and are
expanding at rates up to 5 percent annually.

Pitman-Moore's operations support a product line of more than 1,000 products,
one of the largest in the industry. Operations are located in 30 countries
with distribution networks in an additional 90 nations and market development
activity in the Commonwealth of Independent States (CIS) and China.

Cross-registration, or filing for approval of products already marketed in
other regions of the world, is a key component of Pitman-Moore's geographic
expansion efforts. More than 150 product approvals have resulted from
cross-registration through 1992. Approximately 200 additional approvals are ,

expected over the next three to five years. The opening of a new office in .

Japan and an acquisition in Spain have created greater opportunities for 1 i

product cross-registration and distribution agreements. Additionally, Horse
Health Products. Inc., a privately owned U.S. business, was purchased in
December 1991.

h-8-
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Pitman-Moore currently has three geographic regions of operations:
Asia / Pacific, Europe and the Americas. These regions are aligned for
increased market focus and customer responsiveness. Pitman-Moore is able to
sell directly to the consumer, veterinarian, distributor, dealer or agent,
depending on the maximum market opportunity.

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

Animal Productivity

The worldwide animal productivity market is currently estimated at $1.8
billion. Ralgro *, Pitman-Moore's long-established and most consistent
performer in this market is the leading beef cattle growth promotant in the
U.S. In 1992, Ralgro received market approval in the CIS.

Pitman-Moore has several major products in development to address an expected
significant animal productivity market expansion, as new technologies are
introduced.

Grolene* (brand of porcine somatotropin), a swine carcass modifier, currently
is under review by the FDA and regulatory agencies in Australia, New Zealand
and Canada. The annual world market for porcine somatotropin could be in
excess of $550 million.

Pitman-Moore also is developing products for cattle. Lysocellin and
tetronasin, two second-generation rumen modifiers, are currently under review
by the FDA. Studies have demonstrated that these products improved average
daily gain and feed efficiency in cattle. These products will compete in a
worldwide annual market of approximately $100 million.

Clinacox*, an anticoccidial for chickens and turkeys, was introduced in
Canada during 1992. It is also currently sold by Pitman-Moore in Mexico,
Argentina, Ecuador and Uruguay. Pitman-Moore is currently awaiting approval
to sell Clinacox* in the U.S.

Enradin* F80, an in-feed growth promotant for poultry and swine, was launched
in Brazil and Mexico during 1992. Pitman-Moore has marketing rights in
several additional countries for this product from Takeda Chemical Industries
of Japan.

Pitman-Moore continues to develop a biological wool harvesting system in
collaboration with the Wool Research and Development Corporation and an
Australian government research institute. A natural protein, epidermal
growth factor administered in a single dose injection, makes it possible to
detach wool by hand rather than shearing. The product is expected to be
filed for approval to market in Australia in calendar year 1993.

.
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Antimicrobials

Pitman-Moore is a leader in the $1.6 billion global antimicrobials market,
which includes antibacterials and antifungals. Led by well-known brands and
new product introductions, sales are expected to exceed market growth rates.

In 1992, a new broad-spectrum antibacterial, sold under the names, Zaquilan*
and Diprinovet*, was introduced in Belgium, Ireland and Denmark for food and
companion animals. Both are also available in the U.K. Zaquilan* was also
launched in New Zealand in 1992, and is targeted at the dairy market for its
long-acting treatment of calf scours. Spectrazol* M.C. , an intrar..ammary
antibiotic for dairy cattle, was introduced in Japan in 1992. Other products 1

|include Butalex*, a unique treatment for theileriosis in cattle, and
Clinafarm*, an antifungal for poultry hatcheries.

See pages 24 and 25 for discu:.sion of the impacts of the temporary suspension
of sales and shutdown of production associated with deficiencies in technical
manufacturing controls at Pitman-Moore's Kansas City, Kansas, facility.

Bioloaicals

Biologicals, which include vaccines and diagnostics, represent a world market
of $1.4 billion that is growing at nearly 4 percent annually.

Among Pitman-Moore's vaccines are Coccivac*, a coccidiosis vaccine for
poultry; Cattlevax*, a combined leptospirosis / clostridial vaccine for cattle,
currently marketed in Australia; and Footvax*-M, an improved vaccine for
control of foot rot in sheep that was introduced in New Zealand last year.
Paracox*, a vaccine that prevents poultry coccidiosis by stimulating the
immune system, is marketed in the U.K., Ireland and Italy and approval is
pending in other European countries. A Paracox* manufacturing facility is
under construction in the U.K. and is scheduled to open in 1993.

A variety of vaccines based on new technology is being developed along with
new delivery systems. To meet Pitman-Moore's global vaccine requirements,
537 million is being invested to construct two facilities, one in New Zealand
and the other in Germany. Construction is expected to be completed in 1993.

Parasiticides

The world market for parasiticides is $1.8 billion. This is the company's
second largest segment in sales, and new branded products are expected to
continue to drive growth.

Defend * EXspot*, a topical flea control product for dogs that also protects
against deer ticks (carriers of organisms that cause Lyme disease), was
introduced in the U.S. in 1991. In 1992, the product was introduced in

,

Australia and New Zealand and was approved in the U.K. and the Netherlands.
! It was also approved for puppies in the U.S. The world veterinary market for

this product is estimated to be $125 million, with $80 million in the U.S.

The company has entered into a number of marketing and licensing agreements.
In 1992, Pitman-Moore acquired from Syntex Corporation broad marketing rights
outside the U.S. for Systamex* and Synanthic*. These products kill
intestinal worms in large animals. |

- 10 -
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Veterinary Specialties

In the $800 million worldwide veterinary specialties market, Pitman-Moore is
a leading supplier of companion animal pharmaceuticals and surgical products.

Extensive use of Pitman-Moore's product distribution capabilities by
companies such as Johnson & Johnson, Janssen Pharmaceutica, Imperial Chemical
Industries and Wellcome PLC strengthens the company's position in this
market.

Feed Inaredients

About a $1 billion worldwide market, feed ingredients is the largest segment
of Pitman-Moore's sales. The company has a strong brand position in this
market with feed supplements such as Monofos*, Biofos*, Dynafos*, Multifos*,
Dyna-K* and Dynamate*. By continuing geographic expansion, the company
should experience sales growth exceeding that of the overall market.
However, management expects selected pricing actions and higher costs to
adversely influence operating results and year-to-year comparisons for the
coming year.

Pitman-Moore owns a feed phosphate plant adjacent to the IFL New Wales,
Florida, phosphate chemical complex. Under an agreement, IFL operates the
Pitman-Moore feed plant. The company also contracts with IFL for key raw
materials including phosphoric acid, phosphate rock and anhydrous ammonia.
IFL also supplies Pitman-Moore's requirements of animal feed-grade potassium
products. In the event these supply agreements are terminated, the company
believes there are adequate sources of supply from other producers.

GENERAL FACTORS RELATED TO BUSINESS SEGMENTS

None of IMCERA's business segments is dependent upon any single customer or
supplier or group of related or affiliated customers or suppliers whose loss
would have a material effect on its sales and operating results.

In general, IMCERA's business segments, including related working capital
requirements, are not materially affected by seasonal factors.

IMCERA's business segments do not extend long-term credit to customers. The
Company believes this non-extension of credit as well as its working capital
requirements are not materially different from the credit policies and
working capital requirements of its competitors.

Competition with foreign and domestic manufacturers in IMCERA's business
segments involves price, service, quality and the development of technology.
Competition is strong in all markets served.

INTERNATIONAL OPERATIONS

Foreign operations and investments are subject to risks customarily
encountered in such operations and investments. Risks include fluctuations
in currency exchange rates and controls, expropriation, and other economic,
political, and regulatory policies of local governments and laws and policies
of the United States affecting foreign trade and investment.

| - 11 -
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*IMCERA sales outside the U.S. represented about 35 percent of consolidated
net sales in 1992, 1991 and 1990. Products are manufactured and marketed
through a variety of subsidiaries, affiliates and joint ventures around the
world. See discussions of individual business segments included under Item
1, Management's Discussion and Analysis of Financial Condition and Results of
Operations on pages 19-28 and Note P-International Operations of Notes to
Consolidated Financial Statements for additional information.

[ OTHER ACTIVITIES

| Research and Develoomertt,

The Company performs applied research directed at development of new
products, development of new uses for existing Voducts, and improvement of|

! existing products and processes. Research and hvelopment programs include
laboratory research as well as product development and application.

Mallinckrodt Medical research and development efforts are coordinated on a
worldwide basis by a senior scientist. Research and development of imaging
and therapeutic products are carried on by a centralized organization.
Research and development for anesthesia and critical care are performed |

within these businesses. Mallinckrodt Medical's various development !activities are focused on market place needs.

Mallinckrodt Specialty Chemicals research and development efforts are
organized within its operating divisions to focus technical resources on the
development of new and improved products meeting defined market and customer

Technical personnel for process support are located at each |needs.
jmanufacturing location. Internal research effort is supplemented with third
!party and university technical agreements. l

IPitman-Moore currently has many products under development through a global
!network of research and development centers which address the needs of worldand regional markets. These activities are coordinated by the company's-chief technical officer. These products include vaccines, growth enhancers ,

t

and parasiticides for livestock, poultry and companion animals. To
supplement its own research, Pitman-Moore has technical agreements with
various pharmaceutical and biotechnology companies.

IMCERA's businesses also perform applied resear-h in pollution 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

iothers. 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 the |

iCompany's business.
1

- 17 -
h

m



'

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 Conservaticn 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
$13 million in 1992. IMCERA expects that environmental capital expenditures
over the next two years will average about 514 million per year.

Various U.S. Federal, state, municipal, and foreign laws and regulations,
govern the production, packaging, labeling and distribution of a number of
the Company's products.

See also Note T-Contingencies of Notes to Consolidated Financial Statements
for additional information.

Employees

IMCERA had 9,000 employees at June 30, 1992. The workforce at June 30, 1992,
consisted of 5,600 U.S. and 3,900 employees outside the U.S. Employees by
business segment are: Mallinckrodt Medical -- 4,100; Mallinckrodt Specialty
Chemicals -- 2,000; and Pitman-Moore -- 3,200. The other 200 employees are
engaged in parent corporate activities and in a small industrial chemicals
operation.

Labor Relations

The Company has six collective bargaining agreements within the U.S. with six
U.S. international unions or their affiliated locals covering 539 employees.
Five agreements covering 23 percent of the hourly work force were negotiated
during 1991, all with no work stoppages. No such agreements were negotiated
during 1992. Three agreements covering 75 employees will expire in 1993.
Five Mallinckrodt Medical and Mallinckrodt Specialty Chemical operating
locations outside the U.S. have collective bargaining agreements and/or work
counsel agreements covering about 800 employees. Most of the Pitman-Moore
operating locations outside the U.S. have collective bargaining agreements
and/or work counsel agreements covering approximately 1,000 employees.
Resulting wage and benefit increases were consistent with competitive
industry and community patterns.

- 13 -
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t, Item 2. Properties

Information regarding the plant and properties of IMCERA is included in Item'

] 1. Business.

I

Item 3. Legal Proceedings

IMCERA is a defendant in a number of lawsuits. Management believes that
I these suits will not have a material effect on the Company's financial

condition or the conduct of any of its businesses. Except in respect of
matters not as yet fully evaluated, as stated below, this conclusion applies
also to pending and threatened environmental and other matters described
below.

,

i
i The previously reported settlement in principle by the Company with the State

of Michigan in the litigat;on brought by the State in U.S. District Court in
Detroit, Michigan, has not been completed and the State has since advised the

; Company that it is also considering a settlement proposal made by some of the
other Potentially Responsible Parties (PRP's) that could affect the
settlement in principle. The Company continues to be unable to predict the
outcome of any of these settlement proposals but continues to believe that
the result will not be material.

In the previously reported remand to the U.S. District Court in Concord, New
Hampshire, the Company and the U.S. Environmental Protection Agency (EPA)
continue to negotiate terms of a settlement. IMCERA continues to be unable

]to predict the outcome of the negotiations but continues to believe that the
result will not be material.

In the previously reported litigation by the U.S. EPA against the Company and
other companies concerning alleged pollution of a stream near Ashtabula,
Ohio, designated as " Fields Brook," where the Company once operated a plant,
IMCERA and several other companies have settled the litigation brought by
EPA, and all of the companies have agreed to nonbinding arbitration of the
allocation of payment for a Remedial Design / Remedial Action study ordered by
EPA. The estimated costs will have no material effect on the Company's
financial condition.

h In the previously reported settlement of the Hanlin Group, Inc. versus IMCERA
[ litigation in Bangor, Maine, and Hanlin's subsequent Chapter 11 bankruptcy
r filing, Hanlin has now filed a motion in the bankruptcy court to assuma the

settlement agreement. If approved by the bankruptcy court, IMCEPA will be
obligated to pay for some of the costs of the study ordered by U.S. EPA;,

however, the estimated costs will have no material effect on the Company's
financial condition.

In the previously reported suit by the Illinois Attorney General regarding,

j the sending of hazardous waste to a facility near Belleville, Illinois, which
was not licensed to receive hazardous waste, a civil penalty is being4

. negotiated. The Company continues to be unable to predict the outcome of the
' negotiations but continues to believe the result will not be material.

In the previously reported purported class actions brought by two alleged,

stockholders in the U.S. District Courts in New York and Illinois, alleging

- 14 -

__ . _ . . E



_

violations of federal securities lae and related state law claims, the
Illinois action has been transferred to Nea York and it is expected that the
two actions will be consolidated. Although both suits are in a very
preliminary stage, the Company continues to believe they are without merit
and will have no material effect.

The Company received a Notice of Potential Liability letter from and has
since entered into a Consent Order with U.S. EPA, which will require the
Company to pay a share of the cost of any future study and remediation, in
connection with pre-1982 shipments of oil-filled equipment such as

| transformers to a Superfund site at Cape Girardeau, Missouri, designated as
' Missouri Electric Works Superfund Site. The Company's alleged contribution

to the site is very small and will have no material effect on the Company's
financial condition.

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,
1992.

EXECUTIVE OFFICERS OF THE REGISTRANT

The ages and five-year employment history of IMCERA's executive officers at
June 30, 1992, were as follows:

M. Blakeman Inale
Age 50. Chief Executive Officer since October 1991; President since July
1990; Chief Operating Officer from July 1990 to October 1991; Director since
October 1990; Executive Vice President from March 1989 to July 1990;
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.

Georae D. Kennedy

Age 66. Chairman since August 1986; Chief Executive Officer from October
1983 to October 1991; President from May 1978 to August 1986; Director since
October 1975.

Raymond F. Bentele

Age 55. Executive Vice President since March 1989 and Vice Chairman of the
Board since October 1990; Senior Vice President from October 1986 to March
1989; Chief Executive Officer of Mallinckrodt, Inc. since 1981; President of
Mallinckrodt, Inc. since December 1978.

- 15 -
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Kenneth J. Burns. Jr.
4 Age 65. Vice President and General Counsel since March 1979. Secretary

since March 1988.'

|

Ashok Chawla
Age 43. Vice President, St.rategic Management since July 1991; Vice President
Strategic Planning and Business Development of Pitman-Moore, Inc. from August
1990 to July 1991; Division Director, Financ, and Administration for
Mallinckrodt, Inc. - Europe from August 1988 to August 1990; Executive
Assistant, Office of the President for Mallinckrodt, Inc. from April 1986 to
August 1988.

A. Jacaueline Dout
Age 37. Vice President and Treasurer since February 1991; Acting Treasurer

,

| from June 1990 to February 1991; Assistant Treasurer and Corporate Staff Vice 1

| President from June 1988 to May 1990; Assistant Treasurer for Koppers j

| Company, Inc. from April 1981 to June 1988. j

!
'

Beverley L. Haves

|
Age 53. Vice President, Organization and Human Resources since November
1990; Senior Vice President, Human Resources of Pitman-Moore, Inc. from ,

j
September 1990 to November 1990; Vice President Human Resources of i|

i

Pitman-Moore, Inc. from July 1989 to September 1990; Director Compensation
and Benefits of IMCERA from October 1985 to July 1989.

f C.R. (Ray) Holman i

j Age 49. Vice President, IMCERA since October 1990 and President and Chief f
r Executive Officer, Mallinckrodt Medical, Inc. since January 1989; Group Vice
! President of the Medical Products Group, Mallinckrodt, Inc. from September
I 1985 to January 1989.

\
! Doualas K. Larsen

Age 53. Vice President, Environment ard Safety since October 1991; Corporate'

{ Staff Vice President, Environment and Safety from September 1988 to October
5 1991; Director, Environmental and Safety Operations from July 1980 to August
; 1988.

tia.ck G. Nichol s
9 Age 54. Vice President, IMCERA since October 1990 and President and Chief
N Executive Officer of Mallinckrodt Specialty Chemicals Company since January
J 1989; Vice President of the Chemical Group, Mallinckrodt, Inc. from April
j 1982 to January 1989.

O
s .

(j William B. Stone !.'j Age 49. Vice President and Controller since November 1990 and Vice President
N' for Mallinckrodt, Inc. since April 1983; Assistant Controller and Corporate
B Staff Vice President from October 1989 to November 1990.
/
:

I
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Boyd D. Wainscott

Age 48. Vice President, IMCERA since October 1990 and President and Chief |

Executive Officer, Pitman-Moore, Inc. since August 1990; Executive Vice ,

President, Pitman-Moore, Inc. from July 1989 to August 1990; Senior Vice |

President, Marketing for Pitman Moore, Inc. from April 1987 to July 1989;
Executive Director, Sales and Marketing, Agricultural Products, Stauffer
Chemical Corporation until April 1987.

|

All of IMCERA's officers are elected annually, with the terms of the officers
listed above to expire in October 1992. 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 First Second Third Fourth

Fiscal 1992
Dividends per common share $ .08 $ .10 $ .10 $ .10
Common stock prices

High 38.13 43.38 46.63 34.75
Low 31.42 32.75 31.63 28.88

Fiscal 1991
Dividends per common share $ .08 $ .08 $ .08 $ .08 |

Common stock prices
High 20.54 25.00 33.50 36.83
Low 16.00 17.42 22.42 29.92

The principal market on which IMCERA'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 August 31, 1992, the number of registered holders of common stock, as
reported by the Company's registrar, was 10,595.

I
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Item 6. Selected Financial Data
' (Dollars in millions exc.ept per snare amounts)

J Years ended June 30 1992(11 1991(11 1990(1) 1989(21 1988(3)
(
,

Net sales 11,702.9 $1 633.9 $1.424.6 $ 982.9 $ 932.02,

I I

{
i Earnings from continuing operations $ 128.8 $ 97.2 3 55.3 $ $3.4 $ 46.3

Earnings (loss) from discontinued operations (4) (1.3) (9.0) 1.2 63.6 52.6 -

Extraordinary item 14.6
Net earnings 127.5 88.2 56.5 117.0 113.5
Preferred stock dividends .4 .4 4.2 14,4 16.2
Available for common shareho lders 1 127.1 $ 87.8 $ 52.3 J 102.6 $ 97.3
Per Common Share Data (5)
Earnings from continuing operations 3 1.65 $ 1.37 $ .79 3 .57 3 .38
Net earnings 1.63 1.24 .81 1.50 1.22
Olvidends declared .38 .33 .33 .33 .33
Book value 16.02 14.42 11.97 11.23 10.75
Averane common shares (in millions 1 77.8 70.6 65.0 68.4 79.8

Other Data
(Dollars in millions)
Total assets $2,050.8 $2.250.2 $2,130.9 $1,971.6 $1,793.8

Working capital 351.6 409.0 311.1 594.6 507.8
Current ratio 1.8:1 1.6:1 1.8:1 3.3:1 2.7:1 <

Total debt 3 373.7 1 643.4 $ 837.4 $ 773.7 3 407.7
Deferred income taxes 41.7 48.0 52.9 42.8 29.4
Shareholders' equity 1,224.2 1,084.2 824.8 888.2 1,027.7

Invested capital 1.639.6 1,775.6 1,715.1 1,704.7 1,464.8
Total debt / Invested capital 23% 36% 49% 45% 28%
Capital expenditures 5 150.4 3 123.4 $ 85.7 $ 82.2 $ 81.2
Total dividends declared 29.5 23.7 25.8 36.9 42.6
Common shares outstanding (in millions) 75.7 75.2 68.1 60.7 76.4 ;
Number of employees 9.500 9.800 9.600 6.900 6.900

(1) See "IMCERA Management's Discussion and Analysis" for a description of nonrecurring items.

(2) Results for 1989 included favorable adjustments from the conclusion of income tax audits that
amounted to $20.8 million, $16.6 million after taxes, or 1.24 a share, from lower income taxes and
related interest charges. Such earnings also included a gain of $3.9 million, $2.4 million after
taxes, or 3.03 a share, from the sale of a business.

(3) Results for 1988 included restructuring charges totaling $20.4 million, $12.6 million af ter taxes,
or $.16 a share, net nonrecurring gains of $48.8 million, $31.1 million after taxes, or 3.38 a
share, principally from the sale of various operations and an extraordinary gain of $14.6 million,
or $ 18 a share, frcm the utilization of a net operating loss-carryforward.

(4) See Note A of Notes to Consolidated Financial Statements for information on discontinued operations
in 1992, 1991 and 1990. The results for 1989 and 1988 included a nonrecurring after-tax gain (loss)
of $21.5 million, or $.30 a share, and $(32.5) million, or $(.41) a share, from the IFL public
offerings. Results for discontinued operations for 1989 and 1988 also included after-tax charges of I
$1.7 million, or 3.02 a share, and $5.0 million, or 3.06 a share, for environmental and litigation |

costs related to operations previously sold.

(5) Presented on a primary per common share basis adjusted for the 3-for-1 stock split in November 1991.
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Item 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations

OVERVIEW

1992 vs. 1991

Results were in line with management's expectations for fiscal 1992. The
Company's earnings from continuing operations for fiscal 1992 of $128.8
million, or $1.65 a share, represented a 20 percent increase in per-share
earnings over last year's $97.2 million, or $1.37 a share. Certain unusual
and nonrecurring items in 1992 resulted in a net after-tax charge of $.5
million, or $ 01 a share. These items are discussed in the Quarterly Results
on page 51.

Net earnings were $127.5 million, or $1.63 a share, compared with $88.2
million, or $1.24 a share, in 1991. This year's net earnings included
af ter-tax charges related to discontinued operations of $1.3 million, or 5.02
a share, compared with last year's after-tax charges of $9.0 million, or $.13
a share. Details of the net charges are discussed in Note A of Notes to
Consolidated Financial Statements.

IMCERA's three businesses collectively reported a 22 percent increase in
operating earnings to $225.5 million from last year's $184.6 million.
Mallinckrodt Medical led the way in 1992 with a 47 percent increase in its
operating earnings. IMCERA net sales for 1992 were up 4 percent in the face
of disposals of and exits from various non-strategic businesses, recessionary
conditions in the U.S., Europe and Australia, price-pressures in feed
ingredients and the change to equity reporting for the flavors joint venture.

1991 vs. 1990

IMCERA's fiscal 1991 per-share earnings from continuing operations increased
73 percent over 1990 to $1.37 a share from $.79 a share. Net earnings per
share were up 53 percent to $1.24 a share.

Net sales for 1991 were $1,633.9 million, compared with $1,424.6 million in
1990, a 15 percent increase. Operating earnings were $184.6 million in 1991,
a 64 percent increase from 1990 results.

In March 1991, the Company entered into a sale and option agreement with IMC
Fertilizer Group, Inc. (IFL) under which IFL ultimately purchased all 10
million shares of IFL common stock which IMCERA owned. Effective April 1,

1991, the Company changed from the equity to the cost method of accounting
for this investment. Refer to Note A of Notes to Consolidated Financial
Statements for further information.

Certain unusual and nonrecurring items in 1990 affected year-to-year
comparisons.

In 1990, earnings from continuing operations included favorable adjustments
from the conclusion of income tax audits that amounted to $11.9 million after
taxes, or $.18 a share, from lower income taxes and higher interest income.
That benefit was partially offset by after-tax restructuring charges of $3.0
million, or $.0E a share, and charges for compensation plans tied to the
price of IMCERA's common stock that amounted to $2.4 million after taxes, or
5.04 a share.

;
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MALLINCKRODT MEDICAL

|

Ifn millions) Years ended June 30 1992 1991 1990

Net sales
Radiology & Cardiology 5 293.7 $ 232.0 $ 163.4
Nuclear Medicine 160.4 129.5 101.8
Anesthesioloov & Critical Care 166.2 151.0 134.6

$ 620.3 $ 512.5 $ 399.8

Operating earnings $ 127.8 $ 86.9 $ 50.3

1992 vs. 1991

Mallinckrodt Medical continued its excellent performance with improvements in
net sales and earnings in all of the company's principal businesses. Net
sales increased 21 percent while operating earnings were up 47 percent,
combining to produce an operating margin of 20.6 percent.

Net sales of radiology and cardiology products increased 27 percent. Higher
sales and lower manufacturing costs for Optiray, the company's nonionic x-ray
contrast medium introduced in June 1989, were principal factors in the
company's growth. Optiray sales in the U.S. continued to be strong while
introductions in Europe, Japan and Mexico also contributed. Higher Hexabrix
sales were also a factor in the improved performance. Management expects
introductions of Optiray in international markets to continue to favorably
impact results. To further support the growth of Optiray, a $100 million
expansion project was begun in the second half of fiscal 1992. The project
involves increasing the production capabilities of the Optiray plant in St.
Louis and construction of a new facility in Ireland. Additionally, Albunex,
an ultrasound contrast agent, has been recommended for approval by the
Radiology Device Advisory Panel of the FDA. Assuming FDA approval by the end
of calendar 1992, management currently estimates launch of the product to
begin in late fiscal 1993.

Strong results for the nuclear medicine business were a significant factor in
the year-to-year comparison. Het sales increased 24 percent. Improvements
in thallium sales associated with double injection procedures and
pharmacological stress tests continued. Technescan MAG 3~and UltraTag RBC
agent kit sales and lower manufacturing costs were also contributors to the
1992 results. Sales growth for thallium is expected to moderate compared to
1992's results which reflected a full-year effect of higher sales from double!

injection procedures and stress tests; however, sales from recently-

'

introduced products and continued production efficiencies are expected to
i sustain significant contributions to future earnings growth. A 515 million

capital project for a facility to manufacture Mo99, a key raw material usedi

| in the production of technetium-99m, is under way in Petten, the
Netherlands. Currently, Mallinckrodt Medical is one of the largest.

i purchasers of Mo99 in the world, and this represents a vertical integration
! of the key strategic raw material for use worldwide. Full production is
) expected to begin by the end of 1994.
,

1

e
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Net sales of anesthesiology and critical care products were up 10 percent.
Earnings from stronger sales of airway management products, GEM 6 and GEM
Stat were partially offset by higher operating expenses primarily associated
with continued launch of the GEM Premier blood gas analyzer and introduction
of a new warming system designed to expand capabilities in patient
temperature management.

1991 vs. 1990

Results in 1991 showed strong improvement from 1990. Operating earnings
increased 73 percent while net sales were up 28 percent.

Net sales of radiology and cardiology products increased 42 percent. Optiray
was the most significant contributor to the net sales and earnings
improvements. Optiray sales growth continued strong in the U.S., while
international introduction began in the latter part of the year. The $42
million Optiray manufacturing plant expansion in St. Louis, which was
completed in the fall of 1991, doubled production capacity to support
international expansion and U.S. growth. U.S. sales of Hexabrix also
increased substantially.

Nuclear medicine product net sales increased 27 percent from last year.
Higher net sales and improved earnings were attributable, in part, to the
introduction of Technescan MAG 3, a product for imaging of the kidneys and the
renal system. Other major factors were utilization of double injections of
thallium by physicians for improved imaging of organ and tissue function,
increased thallium sales associated with a new pharmacology stress test
utilized by physicians, and improved manufacturing performance in the U.S.
Higher European sales volume and favorable exchange rates were additional
factors.

Net sales of anesthesiology and critical care products increased 12 percent.
Strong sales of critical care products from higher instrument and disposable .

Icartridge volume were partially offset by increased selling and marketing
costs associated with the launch of the GEM Premier blood gas analyzer.
Higher anesthesiology sales volume, principally in Europe, and favorable
exchange rates also contributed to the growth.

+

,

i
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MALLINCKRODT SPECIA1TY CHE.MjCALS

(in millions) Years ended June 30 1992 1991(1) 1990(1)

Net sales
Ongoing operations

Drug Chemicals $ 164.4 $ 160.2 $ 136.7
Catalysts, Performance & Lab Chemicals 203.5 234.1 198.9

367.9 394.3 335.6
Divested operations

and flavors business (2) 73.0 109.8 108.8

5 440.9 $ 504.1 $ 444.4

Operating earnings
Ongoing operations S 46.5 $ 43.6 $ 36.2
Divested operations

and flavors business (2) 13.2 16.9 12.4
59.7 60.5 48.6

Pretax eauity in joint venture 1.6

Earnings (3) $ 61.3 $ 60.5 5 48.6

(1) Restated to reflect the company's reorganization effective July 1,1991. i

(2) Includes the divestiture of the cosmetic and electronic chemicals
businesses and pre-joint venture operating results of the flavors
business.

(3) Includes as reported operating earnings plus the pretax equity in the
joint venture.

1992 vs. 1991 ,

fMallinckrodt Specialty Chemicals recorded solid operating results in 1992 i

during a period of general business recession in the chemical industry, while
simultaneously effecting major changes in its business. A strategic '

joint-venture partnership was formed effective February 1,1992, between the ;

company's and Hercules Incorporated's flavors businesses, and non-strategic j
businesses were divested or exited. Given these changes, operating results ,

have been restated to an ongoing basis to better characterize operating
performance.

.

!

Mallinckrodt Specialty Chemicals ongoing operating earnings improved to $46.5 |
million compared with $43.6 million in 1991; whereas ongoing net sales ;
decreased by $26.4 millicn. On an actual repor ted basis, the company's i

operating earnings plus its equity in the pretax earnings of its flavors i

joint venture were $61.3 million, compared with $60.5 million a year
earlier. The decrease in ongoing net sales resulted principally from
general-line chemical business exits in 1992. Year-to-year operating
earnings growth also was adversely influenced by such exits. Flavors |
Joint-venture income was negatively affected by a $3.8 million pretax charge
for the company's share of one time rationalization costs.
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Drug chemicals ongoing net sales increased 3 percent. Higher volume of APAP
and narcotics sales contributed significantly with overall demand for
analgesics remaining strong. The European manufacturing capacity expansion,
begun in fiscal 1991, was completed in A3ril 1992 resulting in a near
doubling of capacity. The Raleigh, Nort1 Carolina, APAP facility is
scheduled to increase its capacity by 25 percent at an anticipated cost of
$17 million. Fiscal 1992 results were negatively impacted by temporary plant
shutdowns in the first quarter, start-up costs related to the new peptides
business and the exit from the tannin business at the end of fiscal 1991.

The catalysts, performance and lab chemicals business ongoing net sales were
down 13 percent. Strategic business exits and recessionary conditions were
factors in the year-to-year decrease. Recessionary conditions impacted the
catalyst business in the first half of 1992, but momentum began to recover in
the second half and is expected to continue into next year. For the year
catalyst results were relatively flat compared to last year. Results were
helped by higher sales of laboratory chemicals and other performance
chemical s . The company continued investment in its AFI business which
negatively impacted operating results. Management continues to evaluate its
strategic alternatives related to the AFI business.

1991 vs. 1990

Ongoing net sales and operating earnings improved over last year by 17 and 20
percent, respectively, excluding the fiscal 1990 results of the fragrance
business which was sold in January 1990, the results of the flavors business
and certain businesses divested in fiscal 1992. All major businesses
contributed to the improvement.

Drug chemicals ongoing net sales increased 17 percent. The business' net
sales and earnings benefited from higher sales of APAP resulting from strong
worldwide demand. Higher medicinal narcotics sales in the U.S., along with
improved plant performance, also contributed significantly.

f Ongoing net sales for catalysts, performance and lab chemicals were up 18
percent. The year benefited from higher catalyst sales and margins; however,
growth slowed, as expected, in the second half of fiscal 1991 as a result of,

|
recessionary pressures. Higher sales of laboratory chemicals were also a
factor. The company continued significant investment in the development of
AFis.

The flavors business recorded a 19 percent net sales increase for 1991.i

Sales of flavors for sweet goods and beverage products in the U.S. were major'

factors in improved performance. Europe's growth in beverage product sales
also contributed. The company continues to invest substantially in new l
product development. !

!
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5 PITHAN-MOORE ,

f
fin millions) Years ended June 30 1992 1991 1990_.

'

Net sales
Animal Productivity $ 58.2 $ .51.9 $ 49.4

69.7 68.8 62.0
-Antimicrobials 104.3 106.4 100.3
Biologicals

156.4 145.9 132.9
Parasiticides 81.0 72.4 69.7Veterinary Specialties & Other

469.6 445.4 414.3
Total Animal Health

Feed Inaredients J,LjL. 177.5 166.1

$ 641.8 $ 622.9 $ 580.4

$ 69.0 $ 74.0 $ 55.6
Operating earnings ,

1992 vs. 1991

Pitman-Moore's 1992 net sales increased 3 percent from last year's
Sales improvement aggregating in excess of 9 parcent occurredperformance.

in Pitman-Moore's animal productivity, parasiticide and veterinary
specialties product categories. Feed ingredients sales decreased 3 percent,

The company's sales growth waspartially offsetting these improvements.
achieved despite the recessionary impacts on most major product lines in the
U.S., Europe, Australia and New Zealand.

Despite the sales increase, Pitman-Moore's operating earnings decreased 7
Contributing to this decrease was 58.0 million inpercent from last year.

pretax costs and losses from the 1992 third quarter temporary suspension of
sales and shutdown of production of animal pharmaceuticals produced at
Pitman-Moore's Kansas City, Kansas, facility. The company expects to resume
non-sterile pharmaceuticals sales in the first quarter of fiscal 1993 andIt is anticipated thatfull production by the end of the calendar year.
sterile pharmaceuticals operations will resume in late fiscal 1993, pursuant
to completion of a quality certification process. Sales of pharmaceuticals
products manufactured at the Kansas City _ facility approximated $15 million in |

;

fiscal 1991.
|
1

I In the fourth quarter of 1992, Pitman-Moore initiated a worldwide
restructuring program to improve operating effectiveness and-overall

f The associated pretax charge of $12.8 million was virtuallyprofitability.
offset by adjustments made to certain accruals, now determined to be excess,'

that were established at the time Pitman-Moore acquired Coopers Animal Health 1
!

in July 1989.

Animal productivity net sales were up 12 percent. A higher volume of Ralgro
anabolic agent sales, due in part to the timing of marketing and sales
programs, was the principal factor. Also, the company's anticoccidial for

l
chickens and turkeys, Clinacox, was launched in Canada in 1992. Sales of this

Theproduct in certain Latin American countries also increased in 1992. Thecompany continues to invest in Grolene, a swine carcass modifier.!

product is currently 'under review for FDA approval .
:
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Antimicrobial net sales were essentially flat. Sales growth in Europe and
Asia / Pacific was primarily from products launched in 1991. This improvement
was offset by the sales decrease related to the pharmaceutical production
issue at the company's Kansas City, Kansas, facility.

Biologicals net sales declined from last year by 2 percent, resulting from
recessionary conditions in Europe, which offset sales gains in Brazil and
North America. Capital spending continued on the new biological facilities in
Germany and New Zealand, which, when completed in 1993, will provide products
worldwide.

Parasiticides net sales increased 7 percent despite recessionary conditions
in Europe. This business continues to benefit from a product-line exchange
which occurred in the fourth quarter of 1991. Growth in sales of EXsoot, a
canine topical flea and tick control product, which is part of the new Defend
product line in the U.S., was also a factor.

Veterinary specialties net sales were up 12 percent with the acquisition of
the Horse Health business in December 1991 accounting for most of the
improvement.

Feed ingredients net sales decreased 3 percent, reflecting downward price
pressures which more than offset the impact of worldwide volume gains.
Increased sales in Latin America and Asia were more than offset by the sales
decline in North America. Management expects selected pricing actions and
higher costs to influence operating results and year-to-year comparisons
adversely for the coming year.

1991 vs. 1990

Pitman-Moore's 1991 operating earnings increased 33 percent. Net sales were
up 7 percent. All majoi product lines contributed to the increase. Annual
net sales were derived about equally from U.S. and international operations.
The year's results benefited from global efficiencies in manufacturing and
distribution. Expense containment also favorably affected the results. The
downturn in the sheep and wool market in Australia unfavorably impacted the
business, particularly with respect to biologicals and parasiticides sales.
Also, economic problems in Brazil unfavorably affected the business.

Animal productivity net sales increased 5 percent principally from higher
Ralgro sales volumes in North and Latin America.

Net sales of antimicrobial products were up 11 percent. Launches of new
products and product cross-registrations in Europe and Asia contributed
favorably to the year's results.

Biologicals products net sales grew 6 percent. Poultry products sales in
Europe and Asia showed significant gains.

Parasiticide products net sales increased 10 percent. North American results
were favorably affected by a product-line exchange that better balanced the
company's business. European and Latin American regions both experienced
sales volume growth.

Feed ingredients net sales improved 7 percent International sales volume
improved, while downward movement in U.S pricing began late in the fourth
quarter.

l
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d CORPORATE MATTERS t

|
|

Corporate expenses declined to $30.5 million in 1992 from $36.5 million in
1991 and $41.9 million in 1990. Most of that decrease reflects the results

j

i

j
' of management's efforts to create three free-standing businesses and minimize

Lower expenses in 1992 were principally from lower
,

'
corporate expense.
spending by headquarters functions and reduced costs associated withHigher 1990 expenses came from aperformance-based compensation plans.
nonrecurring charge of $4.9 million for restructuring and charges of $3.9 ,

|
million for compensation plans tied to the price of IMCERA's common stock. '

Corresponding expenses for such stock-price oriented compensation plans were
$1.0 million in 1991 and $.2 million in 1992.
Interest and other nonoperating income for 1992 was up $3.9 million from

Gains in 1992 aggregating $10.7 million from sales of investments were ;

:1991. Interest and other nonoperating
partially offset by lower interest income.

'

income for 1991 was down $7.8 million from the 1990 amount.
Higher interest

1990 on income tax refunds was the major reason for theincome i-
year-to-year decrease,

in 1992, interest charges decreased $3.1 million. Refinancing of higher cost
internaticnal borrowings with intercompany debt, redemption on April 1 of the
9.35% debentures for cash of $51.7 million, and lower overall long-term debt

Interest charges in 1991 versus 1990 decreasedwere the principal factors.
by $2.5 million, primarily from lower Latin American interest charges.

See Note H of Notes to Consolidated Financial Statements for information on
the factors impacting the Company's reported effective tax rates of 36.5
percent, 36.6 percent and 36.1 percent in 1992, 1991 and 1990, respectively.

On pages 6, 22 and 23 reference is made to ongoing operations and divested
Except for the 1990 gain of $5.2 million after taxes from theoperations.

sale of a fragrance business, these elements of operating results are
included in results from continuing operations in the Consolidated Statement
of Earnings.

IMC FERTIll2ER GROUP, INC. (IFL)

IFL's consolidated statement of earnings for the years ended June 30, 1991
,

|

and 1990 are summarized in Note R of Notes to Consolidated Financial !

Statements.

Increased prices in several product lines was a key factor in IFL's improved |
Included in IFL's operating results for 1991 wassales performance in 1991.

a pretax gain of $18 million which represented the completion of the sale ofGross margins |

certain potash reserve interests to the U.S. government.
increased $11 million in 1991. IFL's effective tax rate in 1991 was 37
percent, compared with 35 percent in 1990.

l
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FINANCIAL CONDITION

IMCERA continued to strengthen its financial position in 1992 as evidenced by
the upgrade of its long-term senior debt rating from Baa2 to A3 and its
commercial paper rating from P3 to P2 by Moody's Investors Service, Inc. and
upgrade of its commercial paper rating from A3 to A2 by Standard & Poor's
Corporation. Financial resources are expected to continue to be adequate to
support existing busi~ esses and fund new business opportunities. The Companyn

estimates its investment capacity to be about $550 million at June 30, 1992.

The Company's strong financial position is evidenced by continued
improvements in key financial ratios:

1992 1991 1990

Return on Invested Capital 9.0% 7.1% 4.9%

[
Return on Equity 11.2% 10.2% 6.5%

Debt / Invested Capital 23% 36% 49%
1

Current Ratio 1.8:1 1.6:1 1.8:1

4

Since June 30, 1991, cash and short-term investments decreased $293.5 |

imillion. Operations provided $24.6 million of cash, while acquisitions and
capital spending totaled $186.0 million. Proceeds from the disposal of
assets were $183.8 million. Of this amount, $139.3 million came from the IFL
common stock sale and the remainder resulted primarily from the sale of
IMCERA investments and certain Mallinckrodt Specialty Chemicals businesses.
The remaining zero coupon debentures, which were directly associated with the
Company's investment in IFL common stock, were redeemed for cash of $221.7
million in July 1991. The 9.35% debentures were redeemed April 1, 1992, for
cash of $51.7 million.

In October 1991, the Company's Board of Directors reinstated the Company's
authorization to repurchase its common stock which had been suspended in
April 1991. Prior to such suspension, approximately 27.7 million shares of
the 42.0 million shares authorized had been purchased. During fiscal 1992,
1.0 million shares have been repurchased for $33.8 million. During the year,
a commercial paper program in an amount not to exceed $150 million was also
authorized by the Board of Directors. No commercial paper was issued in
fiscal 1992.

|
On April 8,1992, a shelf registration statement was filed with the SEC for !

$250 million of debt securities, all on terms to be determined at the time of
the actual offerings for sale. No definitive dates for any such offerings
have yet been set. Net proceeds from the sale of any debt securities would
be used for general corporate purposes, except as noted in any prospectus
supplement.

The Company has a $150 million committed bank line of credit available tntil
April 1994, and another $226 million of non-U.S. lines of credit. Such
non-U.S. credit lines are cancellable at any time. IMCERA also has an
agreement, expiring in 1994, under which up to $50 million of subsidiary
trade receivables could be sold without recourse. Borrowings totaling $96
million were outstanding under the combined lines of credit at June 30,
1992. No receivables have been sold as of June 30, 1992.

The estimate of capital spending for the fiscal year ending June 30, 1993, is
approximately $230 million.

- 27 -

_a - _ _ . _ _ _ _ _ -



._ _ . -, - . - . . _- , . .

.
.

OTHER MATTERS

See Notes H'and M of Notes to Consolidated Financial Statements for
information concerning Statement of Financial Accounting Standards. (FAS) No. .

109 " Accounting for Income Taxes" and FAS No.106 " Employers' Accounting fori

Postretirement Benefits Other.Than Pensions."

The Company does not consider the present rate of inflation to have a
significant impact on the businesses in which it operates except for the
hyperinflationary effects on the Latin American businesses of Pitman-Moore
which are discussed in Note P of Notes to Consolidated Financial Statements.

See Hote T of Notes to Consolidated Financial Statements for a discussion of
environmental matters.
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Report of Independent Auditors

To the Shareholders and Board of Directors of IMCERA Group Inc.

We have audited the accompanying consolidated balance sheet of IMCERA Group
Inc. as of June 30, 1992 and 1991, and the related consolidated statements of
earnings, changes in shareholders' equity and cash flows for each of'the
three years in the period ended June 30, 1992, appearing on pages 30 through
50. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial

)statements based on our audits. m
i

iWe conducted our audits in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to ,

obtain reasonable assurance about whether the financial statements are free i

of material misstatement. An audit includes examining, on a test basis, !
'

evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in
all material respects, the consolidated financial position of IMCERA Group
Inc. at June 30, 1992 and 1991, and the consolidated results of its
operations and its cash flows for each of the three years in the period ended
June 30, 1992 in conformity with generally accepted accounting principles.

Ernst & Young
Chicago, Illinois
August 4, 1992

i - 29 -
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Information by Business Segment

I

NET SALES
1992 1991 1990

(In millions)- _ _ _ _

Mallinckrodt Medical $ 620.3 $ 512.5 $ 399.8
440.9 504.1 444.4Mallinckrodt Specialty Chemicals
641.8 622.9 580.4

Pitman-Moore (.1) (5.61Interseament sales

Consolidated $1,702.9 $1,633.9 $1,424.6

EARNINGS AND ASSETS
Earnings From

Continuing Operations
Before Income Taxes Identifiable Assets

(In millions) 1992 1991 1990 1992 1991 1990-

'Mallinckrodt
Medical $ 127.8 $ 86.9 $ 50.3 $ 634.0 $ 528.7 $ 494.4

Mallinckrodt
Specialty

Chemicals 59.7 60.5 48.6 486.8 463.3 457.1

Pitman-Moore 69.0 74.0 55.6 778.9 660.6 632.8

Corporate (30.5) (36.5) (41.9) 151.8 480.0 232.8

Eliminations (.5) (.3) (.7) (.3) (.1)
Discontinued

117.9 313.9operations
Operating earnings 225.5 184.6 112.6

Equity in pretax
earnings of
joint venture 1.6

Interest and other
nonoperating
income, net 15.3 11.4 19.2

Interest charaes (39.61 (42.7) (45.2)

Consolidated 5 202.8 $ 153.3 5 86.6 $2,050.8 $2,250.2 $2,130.9

PROPERTY, PLANT AND EQUIPMENT
Capital Depreciation and

Expenditures Amortization
(In millions) 1992 1991 1990 1992 1991 1990

Mallinckroot
Medical $ 44.4 5 52.8 5 26.4 $ 27.2 $ 25.5 $ 25.7

Mallinckrodt
Specialty

Chemicals 35.9 39.2 29.3 29.2 31.5 29 1
Pitman-Moore 54.1 30.4 29.7 30.5 28.2 25.3
Corporate

__
16.0 1.0 .3 2.4 1.4 2.4

Consolidated $ 150.4 $ 123.4 $ 85.7 $ 89.3 $ 86.6 $ 82.5

(See Note Q of Notes to Consolidated Financial Statements)
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Consolidated Statement of Earnings'

j (In millions except per share amounts)

Years ended June 30 1992 1991 1990

Net sales $1,702.9 $1,633.9 $1,424.6
Operating costs and expenses

Cost of goods sold 915.6 910.0 818.1 l
'

Selling, administrative
and general expenses 480.3 457.4 419.7

Research and development expenses 90.5 80.8 75.5
Other operating (income) expense, net (9.0) 1.1 (1.3)

1.477.4 1.449.3 1.312.0

Operating earnings 225.5 184.6 112.6

Equity in pretax earnings
of joint venture - Notts A and E 1.6

Interest and other
nonoperating income, net - Note H 15.3 11.4 19.2

Interest charges (39.6) (42.7) (45.2)
Earnings from continuing

operations before income taxes 202.8 153.3 86.6
Income taxes - Note H 74.0 56.1 31.3

Earnings from continuing operations 128.8 97.2 55.3
Earnings (loss) from discontinued

operations - Notes A and R (1. H (9.0) 1.2
Net earnings 127.5 88.2 56.5

Preferred stock dividends .4 .4 4.2

Available for common shareholders $ 127.1 $ 87.8 $ 52.3

Earnings Per Common Share - Note B
Continuing operations $ 1.65 $ 1.37 $ .79
Discontinued operations f.02) (.13) .02

Net earnings 5 1.63 $ 1.24 $ .81

(See Notes to Consolidated Financial Statements)
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I Consolidated Balance Sheet
(In millions):

At June 30 1992 1991
,

ASSETS
Current assets 5 68.1 $ 213.8 -

,

Cash and cash equivalents
Short-term investments, 147.8

at cost which approximates market
Trade receivables, less allowances 320.6 272.5

of $11.6 in 1992 and $12.8 in 1991 361.1 314.4 ;

Inventories - Note D 53.7 65.3 '

Other current assets
Net assets of discontinued 117.9

operations - Notes A and R 803.5 1,131.7

Investments and long-term receivables,
less allowances of $7.0 in 1992 176.7 122.5
and $5.0 in 1991 - Note E 1,054.6 944.5

(362.51 (314_.3 ).Property, plant and equipment
_

692.1 630.2Accumulated depreciation
- Net property, plant and equipment - Note F 378.5 365.8

Intangible assets - Note G $2,050.8 $2,250.2_ :

LIA8ILITIES
Current liabilities $ 109.8 $ 315.9 |

Short-term debt - Notes A, J and K 136.2 125.4-
Accounts payable 185.9 235.3

Accrued liabilities - Note I 20.0 46.1_ .

'

Income taxes - Note H 451.9 722.7
,

Lon9-term debt, less current 263.9 327.5
maturities - Notes A, J and K 41.7 48.0

-

Deferred income taxes - Note H 69.1 67.8

Other noncurrent liabilities and deferred credits
Commitments and contingencies - Notes 5 aid T .

Shareholders' Equity - Notes B, N and 0
(In millions except per share amounts) 11.0 .10.0
Preferred stock
Common stock, par value $1, authorized

300,000,000 shares; issued 87,116,289 07.1 145.2

shares in 1992 and 1991 253.1 179.1 ,

Capital in excess of par value 1,013.9 915.9
. (1.8) (1.1) |Reinvested earnings

Marketable securities valuation allowance 39.1 1.5 i

i

Foreign currency translation (178.21 (166.4)
Treasury stock 1. 2 2 4 . 2___ l.084.2

$2,050.8 $2,250.2_
|

(See Notes to Consolidated Financial Statements)- 32 -
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|' Consolidated Statement of Cash Flows

.-[ (In millions)

Years ended June 30 1992 1991 1990

CASH PROVIDED (USED) BY OPERATIONS
Net earnings $ 127.5 $ 88.2 $ 56.5 |

Adjustments to reconcile net earnings
to net cash provided by operations

Depreciation and amortization 89.3 86.6 82.5
(Gains) losses on disposals of assets (14.3) 3.3 (8.3)
Deferred income taxes 19.6 (3.4) 13.2
Discontinued operations (9.7) (3.5) 10.3
Other, net (42.11 (23.6) 14.9

170.3 147.6 169.1
Changes in working capital

Receivables (39.1) (35.7) (35.4)
Inventories (45.4) (28.4) (9.5)
Accounts payable, accrued

liabilities and income taxes (61.3) 88.8 13.0
Other, net .1 (7.2) 5.2

24.6 165.1 142.4

i

CASH PROVIDED (USED) BY INVESTING ACTIVITIES
Capital expenditures (150.4) (123.4) (85.7)
Acquisition spending (35.6) (22.1) (257.6) i

Short-term investments 147.8 (116.0) 23.4
IFL stock sales 139.3 245.4
Proceeds from asset disposals 44.5 2.9 35.6
Other, net (4.7) (10.9) 13.3

140.9 (24.1) (271.0)
,

f

CASH PROVIDED (USED) BY FINANCING ACTIVITIES
Increase (decrease) in short-term debt (225.0) 12.7 (11.9)
Payments on long-term debt (64.4) (232.6) (38.6)
Proceeds from long-term debt 7.6 4.2 30.6
Issuance of IMCERA common stock 33.9 213.8 6.3

Purchase of IMCERA common stock (33.8) (1.6) (56.0)
Preferred stock redemption (65.1)
Dividends paid (29.5) (23.7) (25.8)

(311.2) (27.2) (160.5)-
Increase (decrease) in

cash and cash equivalents (145.7) 113.8 (289.1)
Cash and cash equivalents at beginning of year 213.8 100.0 389.1

Cash and cash equivalents at end of year $ 68.1 S 213.8 $ 100.0

~

(See Notes to Consolidated Financial Statements)
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Consolidated Statement of Changes in Shareholders' Equity
|

f (In million except per share amounts)

s
-

Capital
1| in Excess

Preferred Common of Par Reinvested Treasury

Stock Stock Value Earninos Other Stock

c

Balance, June 30, 1989 $14.6 $142.0 $259.3 $ 837.3 $ (.9) $(364.1) j
E-!

56.5Net earnings
j, )

! Oividends
'

4 Percent preferred stock (34.00 a share) (.4)
Series A preferred stock ($.3125 a share) (.4)

3.4)(Series B preferred stock ($2.4375 a share)
Common stock (3.3333 a share) (21.6)

Redemption, conversion and retirement
of Series A and B preferred stock (4.6) (218.8) (16.6) 175.0

.,'!
Stock option exercises 2.0 13.8 (9.7)
Purchase of IMCERA common stock (56.0).
Marketable securities valuation adjustment (2.9)

22.0Translation adjustment

Other 1.7

Balance, June 30, 1990 10.0 144.0 56.0 851.4 18.2 (254.8)

88.2- Net earnings

. Olvidends
4 Percent preferred stock ($4.00 a share) (.4)
Common stock ($.3333 a share) (23.3)

Issuance of common stock in public offering 106.2 83.7

Stock option exercises 1.2 16.1 6.6

Purchase of IMCERA common stock (1.6)
Marketable securities valuation adjustment 2.9

Translation adjustment (20.7)
Other .8_ (.31'

[ Balance, June 30, 1991 10.0 145.2 179.1 915.9 4 (166;4)4

>
>

Net earnings 121.5

Otvidends

f -4 Percent preferred stock ($4.00 a share) (.4)
- Common stock ($.3833 a share) (29.1)

~ Change in par value (116.2) 116.2

: Common stock spilt 58.1 (58.4)

3 .

Stock option exercises 14.4 19.8

$ . Purchase of IMCERA common stock (33.8)

f Marketable' securities valuation adjustment (.7)

{ Translation adjustment 37.6

Other 1.0 1.8 2.2
p
k
%

Ba lance. June 30, 1992 111.0 1 87.1 $253.1 h 013.9 $37.3 x_11178.21

n]. (See Notes to Consolidated Financial Statements)
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Notes to Consolidated Financial Statements' *

; (In millions except per share amounts)

Accountina Policies

Principles of Consolidation

Financial statements of all subsidiaries are consolidated. Investments in'
20-50 percent owned affiliates are reported on-the equity method. The
Company's investment in IMC Fertilizer Group, Inc. (IFL) was accounted for by
the equity method from the February 2,1988, initial public offering (IPO)
through March 31, 1991. Effective April 1, 1991, the Company changed from
the equity to the cost method of accounting for this investment.

IMCERA's results for all periods presented have been restated to reflect the
effects of the 3-for-1 stock split in November 1991.

Foreign Currency Translation '

The financial statements of most of the Company's international affiliates
are translated into U.S. dollars using current exchange rates. Unrealized
translation adjustments are included in shareholders' equity in the
Consolidated Balance Sheet. The financial statements of international
affiliates that operate in hyperinflationary economies, principally Brazil
and Argentina, are translated at either current or historical exchange rates,
as appropriate. Unrealized translation adjustments are included in operating
results for these affiliates.

Cash and Cash Equivalents I

Cash and cash equivalents consist primarily of certificates of deposit, time
deposits and other short-term securities with maturities of three months or 'l
less from the date of purchase. j

i

Inventories )
Inventories are stated at the lower of cost or market. Cost for inventories
is determined on either an' average or first-in, first-out basis.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost. Depreciation is based
upon estimated useful lives of 15 to 45 years for buildings and 3 to 15 years i-

for machinery and equipment, using principally the straight-line method. '

t

I
|

1
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Note A
|Chances in Business :

g

f Tastemaker Joint Venture
|

!
Effective February 1,1992, the Fries & Fries, Inc. unit of Mallinckrodt
Specialty Chemicals Company and Hercules Incorporated's flavors businesses h|Results subsequent t'were combined to form a 50/50 joint-venture partnership.
to the formation of the joint venture were recorded on a pretax equity |'
basis. These results include pretax charges totaling $3.8 million, $2.4
million after taxes, or 5.03 a share, for combining the two businesses.
Related income taxes were included in the Company's consolidated income tax
provision.

IFL Stock Sales

In March 1991, the Company entered into a sale and option agreement with IFL
under which IFL ultimately purchased all 10 million shares of IFL common
stock which IMCERA owned. As of July 1991, IMCERA no longer owned any IFL
shares.

As a consequence of the agreement with IFL, the IMCERA financial statements
and related notes show the results of IFL on a discontinued basis. Interest
charges relate to the zero coupon exchangeable subordinated debentures which
were directly associated with the investment in IFL. Discontinued operations
included the following IFL-related effects for each of the three years ended
June 30:

1992 1991 1990 -

5 25.1 $ 31.4Equity in earnings
Gain on IFL stock sales 5 21.0 '32.1
IFL dividend 1.1

Debenture issuance costs (5.3) (6.0)
IFL retiree medical and other costs (7.1) (11.3)

(30.2) (30.9)Interest charges
Earnings before income taxes 8.6 10.8 .5

Provision (credit) for income taxes 8.3 13.6 (3.1)
Earnings (loss) from

discontinued operations S .3 $ (2.8) $ 3.6

Earnings (loss) from discontinued
operations per common share $ (.04) $ .06

1

Divestitures and Other Discontinued Operations

In 1992, Mall nckrodt Specialty Chemicals disposed of its electronic and
cosmetic chemical businesses. Results of operations and the effect of the
disposition of these businesses were not material to IMCERA.

In 1990, the Company sold its fragrance business for an after-tax gain of
$5.2 million, or 5.08 a share. Results of operations of this business were
not material to IMCERA. Tta gain on sale was reported in the Consolidated
Statement of Earnings under the caption " Earnings (loss) from discontinued
operations."

- 36 -
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Results for 1992,1991 and 1990 included charges for environmental and
litigation costs related to operations previously sold, as follows:

1992 1991 1990

Net of taxes $ 1.9 $ 6.2 $ 7.6
Per share $ .02 $ .09 $ .12

These charges were reported in the Consolidated Statement of Earnings under
the caption " Earnings (loss) fr om discontinued operations."

NOTE B
Earnings Per Common Share

Earnings per common share amounts were computed on the basis of the weighted
average number of common and common equivalent shares outstanding. Such
weighted average shares used in the computations were 77,801,473 in 1992;
70,633,758 in 1991; and 64,955,472 in 1990.

NOTE C
Supplemental Cash Flow Informatian

1992 1991 1990

Interest paid 5 34.1 $ 42.2 $ 44.7
Income taxes paid 5 63.3 $ 17.1 $ 12.3

Noncash investing and financing activities:
Conversion of Series A and

B preferred stock for
IMCERA common stock $ 137.0

1ssuance of IMCERA common stock
from exercise of stock options 5 2.4 $ 11.2

Purchase of IMCERA common stock
from exercise of stock options $ 1.7 $ 9.7

Issuance of IMCERA common stock
for restricted stock awards $ 5.0

Assumption of liabilities
related to acquisitions $ 44.8

NOTE D

| Inventories

At June 30 1992 1991
k
| Mallinckrodt Medical $ 113.7 5 87.5
! Mallinckrodt Specialty Chemicals 102.1 87.2
| Pitman-Moore 146.1 140.0
! Intersegment eliminations (.8) (.3)
|
'

$ 361.1 $ 314.4
- 37 -
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NOTE E

f Investments and Lono-Term Receivables
i 1992 1221_
f At June 30

IFL dividend receivable 5 51.9 5 51.9
57.1Tastemaker joint venture
19.6 22.7 I

I Other investments 48,1 47.9 JOther lona-term receivables, net |

5 176.7 5 122.5 )
1
l

The IFL dividend receivable represents an amount equal to the proceeds (but
not in excess of $51.9 million) which IFL expects to receive from an
insurance claim being litigated in Canada that is related to Canadian potash

,operations. I

Certain long-term investments were sold during 1992 for pretax gains totaling
$10.7 million, $6.7 million after taxes, or 5.08 a share.

|

NOTE F
Property. Plant and Eouioment

'

1992 1991At June 30

$ 63.0 $ 64.1
Land 239.0 229.8Buildings and leasehold improvements

643.3 591.0
,|Machinery and equipment

109.3 59.6Construction in progress '

1,054.6 944.5
(362.5) (314.3) |

Accumulated deoreciation

$ 692.1 $ 630.2Net property, plant and equipment

NOTE G
Intanaible Assets

1992 1991At June 30

Patents and formulas $ 27.1 5 55.0
18.8 18.8Contracts

Goodwill and other intangibles 381.6 352.3
427.5 426.1

Accumulated amortization (79.7) (77.4)
347.8 348.7
30.7 17.1Deferred charaes

5 378.5 5 365.8

- 38 -

% - - .

__ .

g



I

. .

Identifiable intangible assets are amortized over estimated useful lives of
up to 5 years for contracts and 17 years for patents and formulas. Goodwill
and other intangibles are amortized on a straight-line basis, primarily 20 to
40 years.

NOTE H
Income Taxes

Incnme taxes included in the Consolidated Statement of Earnings follow:

f1992 1991 1990
I

Continuing operations $ 74.0 $ 56.1 $ 31.3 I

Discontinued operations 7 . l_ 9.5 (4.3)

$ 81.3 $ 65.6 $ 27.0
|

The geographical source of earnings from continuing operations before income i
l

taxes and the significant items affecting the effective income tax rate
follow:

1992 1991 1990
>

Domestic $ 122.4 $ 89.2 5 35.3

Foreion 80.4 64.1 51.3

$ 202.8 $ 153.3 $ 86.6

Computed tax at the Federal statutory rate $ 69.0 $ 52.1 $ 29.4
Adjustments to income tax accruals (5.0) (5.0) (7.1)
State income taxes, net of

| Federal income tax benefit 4.6 3.3 1.6
Foreign income taxes rate differential (3.7) (.5) (1.7)I

Foreign losses with no tax benefit 4.5 2.2 4.7
Goodwi'.1 amortization 3.0 2.9 3.1

Other items (none in
excess of 5% of computed tax) 1.6 1.1 1.3

i

Provision for income taxes S 74.0 $ 56.1 $ 31.3

Effective tax rate 36.5% 36.6% 36.1%

The favorable adjustments to income tax accruals included in the preceding
table resulted from the conclusion of income tax audits that spanned a number

i

of years. Also, the 1990 Consolidated Statement of Earnings included in
" Interest and other nonoperating income, net" $7.7 million ($4.8 million
after taxes, or $.07 a share) from the 1990 adjustments.

|
|
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The income tax provisions for disco:1tinued operations related to the
Company's equity in IFL earnings reflect a benefit of $2.4 million and $2.9
million in 1991 and 1990, respectively, from the dividend received
deduction. Additionally, these provisions reflect a charge for book and tax
basis differences relative to the Company's investment in IFL stock that
amounted to $9.7 million and $14.5 million in 1992 and 1991, respectively.

The provision for income taxcs on earnings from continuing operations
consisted of the following:

1992 1991 1990

Current
Federal $ 12.7 $ 10.7 $ (6.0)
State and local 5.2 3.2 2.2
Foreign 16.3 20.1 18.8_

34.2 34.0 15.0
i

Deferred
Federal 26.2 17.0 15.3

State and local 1.8 1.7 (.7)
Foreign 11.8 3.4 1.7 ;

39.8 22.1 16.3 !

$ 74.0 $ 56.1 $ 31.3_ |
|
I

Deferred income tax provisions result from timing differences in the
recognition of income and expenses for financial reporting and tax purposes.
The principal components of the Federal and state and local provision for I

deferred income taxes from continuing operations in 1992 and 1991 were
deferred tax provisions for various timing differences, primarily
depreciation, employee compensation and benefit-plan related items, and
acquisition liabilities. In 1991 and 1990, there were also adjustments of

-

net deferred tax credits through utilization of net operating losses.'

!

At June 30, 1992, IMCERA had an alternative minimum tax credit carryforwardI

of $20.1 million available to reduce future Federal taxes payable. The i

alternative minimum tax credit has an unlimited carryforward period.

The Company also had net operating loss carryforwards of $36 million from its
non-U.S. operations, primarily in the United Kingdom ($21 million with no
expiration date). Utilization of most of these carryforward losses will
reduce the goodwill associated with the Coopers acquisition.

Undist-ibuted earnings of certain subsidiaries cutside the United States are
considered to be permanently invested. Accordingly, no provision fu income
taxes was made for undistribut_d earnings of such subsidiaries which
aggregated $112 million at June 30, 1992.

The Company has not adopted the Statement of Financial Accounting Standards
No. 109 " Accounting for Income Taxes" (FAS 109). The Company is not required
to adopt this standard until fiscal 1994. At the time FAS 109 is
implemented, IMCERA's Consolidated Statement of Earnings will reflect a
charge for the cumulative effect of this accounting change which is presently
estimated to be $5 million for taxes.
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NOTE I
Accrued liabilities

,

1 1992 1991At June 30

Salaries, wages and bonuses $ 31.7 $ 59.9
23.3 24.5Former operations
13.6 19.3Restructuring accruals
9.7 9.9Interest 11.6 8.8Taxes other than income taxes 6.8 9.5

Pension 13.4 7.1Sales promotions and incentives
75.8 96.3 jOther

l
|

$ 185.9 $ 235.3

!
i

i

NOTE J
Debt

The components of short-term debt were:

1992 1991
M June 30

$ 96.2 5 77.5Notes payable
Current maturities of Jona-term debt 13.6 236.4

5 109.8 $ 315.9

The components of long-term debt were:i

1992 1991
M June 30

Zero coupon exchangeable subordinated debentures $ 221.7
9,875% : c atures dt.e in annual installments of

$ 15 . '' lion, bm ming in 2002, with
finai pu ment of . . million in 2011 $ 134.5 134.3

8.75% promissory not oue in annual
installments of $10.3 million, with
final payment of $10.7 million in 2000 72.3 92.8

51.79.35% debentures
70.7 65.4Other

277.5 565.9

Less current maturities 13.6 238.4

$ 263.9 5 327.5

The zero coupon debentures were directly associated with the Company's
investment in IFL common stock. IMCERA redeemed in April and July 1991 the
zero coupon debentures for cash of $217.4 million and $221.7 million,
respectively.
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The 9.875% debentures are redeemable at the .9 ton of IMCERA at 100 percent~

j in 2001 and thereafter,

b The 9.35% debentures were redeemed April 1, 1992.

Maturities of long-term debt for the next five years are: 1993 - $13.6
million; 1994 - $12.8 million; 1995 - $42.2 million; 1996 - $11.6 million;
and 1997 - $18.5 million.

| |

NOTE K
Lines of Credit

In April 1991, IMCERA entered into a $150 taillion revolving credit agreement
Under the terms of thewith a number of banks which expires in April 1994.

agreement, interest rates are determined at the time of borrowing and are
based on London Interbank Offered Rates plus .40 percent, or other
alternative rates. At June 30, 1992, borrowings outstanding under the
facility totaled $20 million. In April 1991, IMCERA also established a .

,

facility expiring in April 1994 whereby up to $50 million of subsidiary trade
accounts receivable could be sold without recourse for cash proceeds less a

'

discount based on prime commercial paper rates plus .30 percent. No

receivables have been sold through June 30, 1992. The Company also maintains
various working capital credit lines for its subsidiaries outside the United
States which totaled $226.1 million at June 30, 1992. Borrowings outstanding
under these credit lines at June 30, 1992, amounted to $76.2 million. These
non-U.S. credit lines are cancellable at any time. ,

NOTE L
Pension Plans

The Company's pension plans provide for retirement benefits based on years of
service and the level of compensation for the highest three to five-years
occurring generally within a period of up to 10 years prior to retirement.
Contributions to the U.S. plans meet ERISA minimum funding requirements.

Pension expense for .ontinuing operations follows:
P

0 ' 1992 1991 140_.

Service cost $ 15.2 $' 15.1 -$ 12.8

Interest cost on
27.8 26.8 25.7projected benefit obligations

Actual return on plan assets (39.1) (29.7) (34.0)
Net amortization of initial unrecognized

asset and deferral of subsequent
unrecoanized net aains and losses 13.5 5.5 9.8

|
$ 17.4 s 17.7 $ 14.3

|.
)
$
;
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Assumptions used in determining U.S. pension expense ($12.4 million, $11.3
million and $9.5 million in 1992, 1991 and 1990, respectively) follow:

Discount rate 9%
Long-term rate of return on assets 10% ;

Compensation increase rate 6%

The ' plans' assets mostly relate to U.S. plans and consist primarily of
corporate equity, U.S. government debt securities and units of participation :
in a collective short-term investment fund.

The funding status of IMCERA's U.S. and foreign pension plans and amounts
recognized in the balance sheet follow:

1992 1991 -

Plans Plans Plans Plans
With With With With

Assets in Accumu- Assets In Accumu-
,

Excess of lated Excess of lated
Accumu- Benefits Accumu- Benefits

lated in Excess lated in Excess
Benefits of Assets Benefits of Assets

Assets at fair value $ 311.3 5 7.4 $ 264.5 5 27.9
Actuarial present value of

benefit obligations
Vested benefits 222.1 27.2 195.0 52.8
Nonvested benefits 6.1 3.6 4.7 2.9
Accumulated benefit

obligations 228.2 30.8 199.7 55.7
Projected future

salary increases 70.0 12.5 57.6 9.8
Projected benefit

obligations 298.2 43.3 257.3 65.5
Projected benefit obligations

(more) less-than assets 13.1 (35.9) 7.2 (37.6)
Items not yet recognized

in earnings
Unrecognized net (gain) loss (17.3) 4.0 (8.9) (1.1)
Unamortized transition

fasset) liability (1.1) 15.7 (2.7) 19.0

Accrued pension liability 5 (5.3) 5 (16.2) $ (4.4) $ (19.7)

|

|
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NOTE M
Postretirement Health Care Benefits

IMCERA provides certain health care benefits for U.S. salaried and hourly
Employees may become eligible for health care benefits ifretired employees.

they retire after attaining specified age and service requirements while they,

worked for the Company.

Health care benefits are paid directly by IMCERA and the cost of providing
these benefits to retirees is recognized as an expense when claims are paid.
The cost to IMCERA of such health care benefits amounted to approximately
$4.4 million, $5.0 million and $6.3 million in 1992, 1991 and 1990,
respectively, all of which are included in results of continuing operations.

The Financial Accounting Standards Board has issued Statement of Financial
Accounting Standards No. 106, " Employers' Accounting for Postretirement
Benefits Other Than Pensions" (FAS 106). The Company is not required to adopt
this standard until fiscal 1994. F'S 106 will have no effect on cash flow
but will change the method of accounting for other postretirement benefits by
requiring that the cost be accrued by the date employees become eligible for
the benefits. In accordance with FAS 106, the transition obligation,
representing the unfunded and unrecognized accumulated past-service benefit
obligation for all plan participants, may be recognized as an expense as the
cumulative catch-up adjustment for an accounting change in the year of
adoption or may be amortized on a straight-line basis over a 20-year period.
IMCERA currently plans to implement FAS 106 in the first quarter of fiscal
1994 and expects such obligation to approximate $60-75 million after taxes at
the time of adoption. It is also anticipated that such obligation will be
recognized as an expense in the year of adoption. Once adopted, the
Company's annual pretax expense for these other postretirement bent fits is
estimated to be approximately $10 million higher than the expense of
$5-6 million currently being recognized.

|

NOTE N
[apital Stock

The Company has authorized and issued 100,000 shares, 98,330 outstanding at
par value $100, 4 Percent Cumulative preferred stock. ThisJune 30, 1992,

stock, with voting rights, is redeemable at IMCERA's option at $110 a share.
During the three years ended June 30, 1992, the number of issued and ,

I
outstanding shares did not change.

In July 1989, 1,236,077 shares of Series A preferred stock were redeemed for
1
'

cash of $65.1 million and 1,302,123 shares were converted to approximately'

4,758,000 shares of IMCERA common stock. In April 1990, all of the 1,398,000
outstanding shares of Series B preferred stock were converted into
approximately 5,310,000 shares of IMCERA common stock. All of the remaining

previously issued Series A and B shares were subsequently retired. At
'

! June 30, 1992, the Company has authorized 1,400,000 shares, par value $1, of
series preferred stock, none of which is outstanding.

In October 1991, the Company's shareholders approved an increase in the
number of authorized shares of common stock from 100 million to 300 million

| and a reduction in the par value per share of common stock from $5.00 to
$1.00. Also, the Company's Board of Directors declared a 3-for-1 stock split,

f payable on Ncvember 12, 1991.
- 44 -
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Each outstanding common share includes a non-voting common stock purchase ;
i right. If a person or group acquires or has the right to acquire 20 percent -|

or more of the common stock or commences a tender offer for 30 percent or 'i
more of. the common stock, the rights become exercisable by the holder who may -

,

then purchase $167 worth of common. stock for $83 unless, in lieu thereof, the- 1

Board of Directors causes the exchange of each: outstanding right for one i

share of common stock (in'either case exclusive of the rights held by the
acquiring' person or group which are voided). In the event of a merger or
sale of-50 percent or more of the Company's assets, the rights may in certain
circumstances entitle the holder to purchase $167 worth of stock in the
surviving entity for $83. The rights may be redeemed by the Board at a price
of S.017 per right at any time before they become exercisable, and unlessL

they become exercisable, they will expire March 31, 1996.

Common shares reserved at June 30, 1992, consisted of the following:

Exercise of common stock purchase rights 87,612,489
Exercise of stock ootions and orantina of stock awards 11-867.942.

99,480,431

Changes in the number of shares of common stock issued and in treasury were
as follows: '

1992 1991 1990

Common stock issued
Balance, beginning of year 87,116,289 86,395,056 85,213,737
Stock options exercised 696,792 1,173,771-

,

Conversion of 4% debentures 24.441 7.548

Balance, end of year 87.116.289 87.116.289 86.395.056-

Treasury common stock
Balance, beginning of year 11,903,220 18,325,116 24,513,111
Common stock offering (6,000,000)
Stock options exercised (1,404,262) (613,398)
Purchases 1,029,123 170,502 3,878,136
Conversion of Series A

and B preferred stock (10,066,131)
'

(Awards) cancellation
of restricted shares (156.339) 21.000

'Balance, end of year 11.371.742 11'903.220 18.325.116

Common stock out- '

standina, end of year 75,744,547 75,213,069 68,069,940-

,
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NOTE O

i Stock plans

Three non-qualified stock option plans adopted in 1973, 1981 and 1990, as
amended, provide for granting options to purchase up to 21,817,650 shares of:

common stock at prices not less than 100 percent of market price (as defined):

at the date of grant. Options under these plans are exercisaole over 10j.
[ years beginning one year after the date of grant and are limited to 50
1 percent during the second year. A total of 14,211,889 shares was granted1_

30, 1992. Prior to May 1,1991, the plansunder these plans through June{.
permitted certain employees the successive, contemporaneous delivery toIMCERA of common shares acquired in the exercise of such options in series in1

| After that date, no such
-

lieu of cash for the exercise of stock options.
deliveries were permitted.

Information on options exercised;and shares so delivered and related market
j values on the date of exercise and delivery follows:
J

1991 1990 >

126,600 796,818
Options exercised $3.3 $13.4
Market value 64,584 -577,371
Shares tendered $1.7 $9.7
Market value

Information on options follows:

Price
Ranae 1992 1991

Number of Options

Outstanding, beginning of year $10-34 4,957,812 4,363,296
19-40 1,332,640 2,102,460:

! Granted 13-37 (240,378) (197,754)
Cancelled'

10-22 (1.404.262) (1.310.190)
Exercised

10-40 4,645,812 4,957,812
Outstanding, end of year

,

At June 30 2,504,248 1,965,156
'

>

j Exercisable 7,222,130 2,478,291
1 Reserved for future ootion arants

The average exercise price of outstanding stock options at June 30, 1992, was$ $24.74 a share, based on an aggregate exercise price of about $115 million.
Outstanding stock options will expire over a period ending no later than.

June 3, 2002.

Ll
The 1973 non-qualified stock option and award plan also provides for the
award of restricted shares of IMCERA's common stock. Under the plan, the

;

}
grantee makes no cash payment for the award, the shares are held in escrowuntil vested, which is generally three years from the date of award, and the'

Upon

grantee cannot dispose of the restricted shares until vested. 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
i

}; would automatically be transferred to and reacquired by IMCERA at no cost.
| In 1992, IMCERA issued from its treasury stock 156,339 restricted shares

'i

j[- which-become vested on June 30, 1994.

2 - 46 -
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NOTE P,

i International Operations

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

1992 1991 1990

Latin America $ 20.7 $ 16.4 $ 10.3
Europe 8.4 6.0 1.6
Far East 15.8 27.5 20.2
Other 4.1 4.7 2.2

$ 49.0 $ 54.6 $ 34.3

Net sales, earnings from continuing operations before income taxes, and
identifiable assets by geographic areas follow:

RET SALES TO UNAFFILIATED CUSTOMERS 1992 1991 1990
United States $1,106.3 $1,073.1 5 934.5
Europe 317.6 322.5 285.5
Latin America 97.0 83.9 71.3
Australia /New Zealand 65.4 61.3 66.1
Canada 58.5 57.0 32.4
Ear East / Asia 58.1 36.1 34.8

Consolidated $1,702.9 $1,633.9 $1,424.6

EARNINGS 1992 1991 1990
United States $ 179.3 $ 146.8 $ 101.0
Europe 50.9 51.4 38.2
Latin America 12.7 7.1 7.5
Australia /New Zealand 5.7 9.9 9.6
Canada 2.1 2.2 1.2
Far East / Asia 10.2 3.4 .1
Corporate (30.5) (36.5) (41.9)
Eliminations (4.9) .3 (3.1)
Operating earnings 225.5 184.6 112.6
Equity in pretax earnings of joint venture 1.6
Interest charaes, net (24.3) (31.3) (26.0)

Cnnsolidated 5 202.8 $ 153.3 $ 86.6

ASifTS 1992 1991 199Q.
United States $1,152.0 $1,088.2 $1,005.0
Europe 504.9 358.6 383.2
Latin America 69.1 60.5 54.3 |

'

Australia /New Zealand 130.0 99.1 96.6
Canada 33.5 30.0 29.5
Far East / Asia 38.8 20.9 18.7 ,

Corporate 151.8 480.0 232.8 ;
'

Eliminatio,s (9.3) (5.0) (3.1)
Discontinued operations 117.9 313.9

Consolidated $2,050.8 $2,250.2 $2,130.9
,
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|Transfers of product between geographic areas are at prices approximatinga

j those charged to unaffiliated customers. The amount of such transfers was |
'

not material.

Net foreign exchange translation losses from businesses in hyperinflationary
economies aggregated $5.5 million, $5.6 million and $5.5 million in 1992,I

1991 and 1990, respectively, and have been included in "Other operatingThese
(income) expense, net" in the Consolidated Statement of Earnings.Transaction effectstranslation effects were primarily from Pitman-Moore.
for all of IMCERA's businesses were not material in the periods presented.

NOTE Q
Business Segments

The tables on page 30 show IMCERA's continuing worldwide operations, which
are organized in three industry segments as follows:

Mallinckrodt Medical

Production and sale of products used primarily in hospitals, including x-ray
contrast media, interventional products, diagnostic and therapeutic
radiopharmaceuticals, airway catheters, temperature monitoring products, and
blood gas and vital sign monitoring systems.

Mallinckrodt Specialty Chemicals

Production and sale of analgesics and medicinal narcotics used by
pharmaceutical companies; catalysts, specialty inorganics, stearates,
photochemicals, aromatic fluorine intermediates and laboratory chemicals used
by industry and research organizations. Through the Tastemaker joint
venture, the company also participates in the flavors business.

Pitman-Moore

Production and sale of animal productivity, antimicrobials, biologicals,
parasiticides, veterinary specialties, mineral feed supplements and other
health-related products for companion and food animals.

Ir 1992, costs and losses associated with deficiencies in technical
manufacturing controls at Pitman-Moore's Kansas City, Kansas, manufacturing
facility negatively impacted pretax results by $8.0 million of which $3.2Themillion represents management's estimate of margins on lost sales.
after-tax effect of these costs and losses amounted to $5.0 million, or $.06
a share.

Additionally, in 1992's fourth quarter, Pitman-Moore incurred $12.8 million
In that same quarter, adjustments were made toof restructuring costs.

certain accruals, now determined to be excess, that were established in 1989
at the time Pitman-Moore acquired Coopers Animal Health. The provision for
restructuring costs was virtually offset by the aforementioned accrual
adjustments.

In 1990, corporate expense included restructuring charges of $4.9 million
reported in the Consolidated Statement of Earnings under " Selling,
administrative and general expenses."

- 48 -
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Corporate assets consist primarily of cash, fixed assets and the IFL dividend
receivable.

NOTE R
Investment in IFL

The carrying value of the Company's investment in IFL common stock was
included in " Net assets of discontinued operations" at June 30, 1991. The
Company's principal transactions with IFL were purchases of certain materials
and products and plant management services totaling $102.0 million and $93.7
million in 1991 and 1990, respectively.

Summarized financial information of IFL foliows:

Years ended June 30 1991 1990 1

Net sales $1,131.2 $1,105.7
Costs and expenses, including

provision for income taxes 1,035.4 1.023.1

Net earnings S 95.8 $ 82.6
:

At June 30 1991

Current assets 5 295.6
Noncurrent assets 1,443.7
Current liabilities 247.5
Noncurrent liabilities 793.2

NOTE S
Commitments

| IMCERA leases office space, data processing equipment, buildings, and
| machinery and equipment. Rent expense for continuing operations in 1992,
l 1991 and 1990 related to operating leases was $26.1 million, $20.3 million

and $18.9 million, respectively.

Minimum rent commitments for continuing operations at June 30, 1992, under
operating leases with a remaining non-cancellable period exceeding one year
follow:

Years ended June 30

1993 $ 27.6
1994 22.8
1995 17.5
1996 13.9
1997 11.1
later years 97.4

5 190.3
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...ains primary lessee under certain leases and is the primary
| The Company

obligor under certain industrial revenue and pollution control bonds thatL
j ' relate to the business-of IFL which amounted to approximately $120 million at
j June 30, 1992. IFL has' indemnified the Company with respect to any liability

.

that might arise.

| The Company periodically uses foreign exchange forward contracts and swaps to
hedge inventory purchase commitments, debt denominated in a foreign currency

L
and interest rate exposures. Gains and losses on hedge contracts are
reported as a component of the related transaction. At June 30, 1992,[ forward exchange contracts with an aggregate contract value of $129.9 million-:

! were outstanding. The difference between the value of the contracts and
their June 30, 1992, market value was not material.

NOTE T
Continaencies

The Company is subject to various investigations, claims and legal
proceedings covering a wide range of matters that arise in the ordinary
course of its business activities. In addition, the-Company is a party to
several environmental remediation investigations and clean-ups and, along
with other companies, has been named a "potentially responsible party" for
certain waste disposal sites. Each of these matters is s'.ibject to various
uncertainties, and it is possible that some of these matters may be decided
unfavorably against the Company. The Company has established accruals for
matters that are probable and reasonably estimable. Based on-information
presently available, management believes that any liability that may
ultimately result from the resolution of these matters will not have a
material adverse effect on the financial position of the Company.
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; Quarterly Results (Unaudited)
(In millions except per share amounts)

Quarter First Second Third Fourth Year

FISCAL 1992
Net sales $381.3 $420.2 $433.5 $467.9 $1,702.9
Gross margins 176.9 192.3 197.7 220.4 787.3
Earnings from

continuing operations 27.5 25.9 32.6 42.8 128.8
Discontinued operations (1.8) (.2) (.?_1 __ .9 (1.3)
Net earnings 25.7 25.7 32.4 43.7 127.5
Preferred stock dividends .] .1 .l_ .1 .4
Available for

common shareholders $ 25.6 $ 25.6 $ 32.3 $ 43.6 $ 127.1

Earnings (loss) per common share
Continuing operations 5 .35 $ .33 $ .42 $ .55 $ 1 65
Discontinued operations (.02) (.01) .01 (.02)

Net earnings $_ .33 $ .33 $ .41 5 .56 5 1.63

FISCAL 1991
Net sales $375.7 $396.2 $408.8 $453.2 $1,633.9
Gross margins 162.0 172.1 179.5 210.3 723.9
Earnings from

continuing operations 16.8 19.2 27.2 34.0 97.2
Discontinued operations 1.2 .6 f.21 (10.6) (9.0)
Net earnings 18.0 19.8 27.0 23.4 88.2
Preferred stock dividends .1 .1 .1 .1 .4
Available for

common shareholders $ 17.9 $ 19.7 $ 26.9 $ 23.3 $ 87.8

Earnings (loss) per common share
Continuing operations $ .24 $ .27 $ .38 $ .45 $ 1.37
Discontinued operations .02 .01 f.14) (.13)

Net earnings S .26 $ .28 $ .38 $ .31 $ 1.24

Fiscal 1992

First quarter continuing operations included an after-tax gain of $4.4
million, or 5.05 a share, from the sale of an investment.

Third quarter continuing operations incipded costs and losses associated with
deficiencies in technical manufacturing %,ntrols at Pitman-Moore's Kansas
City, Kansas, manufacturing facility which negatively impacted after-tax
results by $3.2 million, or $.04 a share, of which $.7 million, or $.01 a
share, represents management's estimate of margins on lost sales.

.

I
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| Fourth quarter continuing operations included additional effects from theE

above-mentioned Kansas City matter totaling $1.8 million after taxes,.or $.02
a share, primarily associated with margins on lost sales. Pitman-Moore also
provided $7.9 million after taxes, or 5.10 a share, for worldwide ,

restructuring costs which were virtually offset by adjustments made to- l
certain' accruals, now determined to be excess, that were established in 1989 j
at the time Pitman-Moore ~ acquired Coopers Animal .Mealth. An after-tax gain '

of $2.3 million, or $.03 a share, from the sale of an investment and the
Company's share of rationalization costs provided for by the Tastemaker joint.
venture totaling $2.4 million after. taxes, or $.03 a share, were also
included in fourth quarter results.

Discontinued operations after-tax effects included the following:

Quarter First Second Third Fourth Year

Environmental and
litigation costs 5 (.2) $ (.2) $ (.2) $ (1.3) $ (1.9)

IFL stock sale 5.7 2.3 8.0
Debenture issuance costs (3.3) (3.3)
IFL retiree medical

and other costs (4.0) (.4) (4.4)
Other _ , _ .

.3 .3

$ (1.8) $ (.2) $ (.2) > .9 $ (1.3)

Fiscal 1991

Fourth quarter continuing operations included an after-tax gain of $2.0
million, or 5.03 a share, from the Pitman-Moore sale of intangibles.

Discontinued operations after-tax effects included the following:

Quarter First Second Third Fourth Year

Environmental and
litigation costs 5 (1.1) $ (1.0) $ (4.1) $ (6.2)

IFL equity, net of
interest changes $ 1.2 1.7 (.4) (3.2) (.7)

IFL stock sales 1.2 6.4 7.6
IFL dividend 1.0 1.0
Debenture issuance costs (3.7) (3.7)
IFL retiree medical costs (7.01 (7.01

$ 1.2 $ .6 $ (.2) $(10.6) $ (9.0)

Earnings per share for the four quarters of 1991 are less than full year
per-share results by 5.01 from an increase in common shares outstanding.

.
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Item 9. Changes in and Disagreements eith Accountants
1

! on Accounting and Financial Disclosure
!

Not applicable.

Part III.

Item 10. Directors and Executive Officers of the Registrant

For information concerning directors of the Registrant, see pages 1 through
8, incorporated herein by reference, of IMCERA's definitive Proxy Statement

j for the Annual Meeting of Stockholders to be held on October 21, 1992.
Information concerning executive officers of the Registrant is included in
Part I of this report.

Item 11. Executive Compensation

For information concerning management remuneration, see pages 17 through
28, incorporated herein by reference, of IMCERA's definitive Proxy Statement
for the Annual Meeting of Stockholders to be held on October 21, 1992.

|
|

Item 12. Security Ownership of Certain Beneficial Owners and Management

For information concerning security ownership of certain beneficial owners
and management, see pages 9 through 10, incorporated herein by reference, of
IMCERA's definitive Proxy Statement for the Annual Meeting of Stockholders to |
be held on October 21, 1992.

Item 13. Certain Relationships and Related Transactions

for information concerning certain relationships and related transactions, {
see pages 10 through 13, incorporated herein by reference, of IMCERA's {
definitive Proxy Statement for the Annual Meeting of Stockholders to be held |
on October 21, 1992. )

i
!

!
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Part IV.
.

4

Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a) FINANCIAL STATEMENTS
'

(1) See index on page 61 for a listing of financial statements and
schedules filed with this report.

(2) IFl's consolidated financial statements, related notes to consolidated
financial statements and consolidated schedules for the years ended
June 30, 1991 and 1990 are incorporated herein by reference to pages
F-1 through F-27 of IMCERA's 1991 Form 10-K.

(3) Exhibits i

Exhibit Incorporated Herein Filed
No. Description by Reference to Herewith

3.1 Restated Certificate of Exhibit 3.1 to
Incorporation of IMCERA, 1990.10-K.
dated July 9, 1990.

3.2 Certificate of amendment Exhibit 3.2 to
of the certificate of' 1990 10-K.
incorporation of IMCERA
dated June 4, 1990.

3.3 By-Laws of IMCERA as amended Exhibit 3.3 to
through April 18, 1990. 1990 10-K.

4.1 Form 8-A Registration Exhibit 4.6 to
Statement under Section 12 1989 10-K.
of the Securities Exchange-

' Act of 1934, dated April 10,
1987 defining the rights of
holders of IMCERA's 4%

'

.;

Cumulative Preferred Stock
and Common Stock. |

4.2 Amended and restated common Exhibit 4(b) to
stock purchase rights agreement Form 8-K dated
dated March 10, 1989. March 10, 1989.

,

I

4.3 Second amendment to the comnion Exhibit 6 to l
stock purchase rights agreement Form 8 dated
dated April 17, 1991. April 18, 1991.

4.4 Indenture dated as of March 15, Exhibit 4
1985, between IMCERA and Morgan to Form S-3
pursuant to which $150 million Registration
9-7/8% Sinking Fund Debentures Statement
due March 15, 2011 were issued. No. 2-96566.
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Exhibit incorporated Herein Filed
No. Description by Reference to Herewith;

10.l(a) Contingent Employment Agreement (1)with M. Blakeman Ingle dated
May 19, 1982.

10.1(b) Contingent Employment Agreement Exhibit 10 l(c)to
with C. Ray Holman dated 1991 10-K.
April 1, 1987.

10.l(c) Contingent Employment Agreement (1)with Raymond F. Bentele dated
April 1, 1987.

10.l(d) Contingent Employment Agreement Exhibit 10.l(e) towith Boyd D. Wainscott dated 1991 10-K.
April 1, 1987.

,

10.l(e) Contingent Employment Agreement Exhibit 10 1(f) to
with Mack G. Nichols dated 1991 10-K.
April 1, 1987.

10.2 IMCERA Executive Life Insurance Exhibit 10.2 to
Program adopted May 20, 1987. 1989 10-K.

10.3 Restated IMCERA Executive Exhibit 10.3 to
Long-Term Disability Plan 1989 10-K.
effective January 1, 1987.

10.4 Agreement with Exhibit 10.4(a) to
George D. Kennedy dated 1991 10-K.
December 17, 1990.

10.5(a) Supplemental Benefit Plan for Exhibit 10.6(a) to
Participants in the IMCERA 1989 10-K.
Retirement Plan as amended
and restated effective
January 1, 1980.

10.5(b) Amendment No. I dated June 20, Exhibit 10.6(b) to
1989 to Supplemental Benefit 1989 10-K. j
Plan for Participants in the
Retirement Plan for Salaried
Employees of IMCERA.

..

10.5(c) Amendment No. 2 dated April 20, Exhibit 10.6(c) to 2:1990 to Supplemental Benefit 1990 10-K. Il
Plan for Participants in the
IMCERA Retirement Plan.

10.6(a) IMCERA Supplemental Executive Exhibit 10.7(a) to
Retirement Plan restated 1989 10-K.
effective April 19, 1988.

1
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*' Exhibit
. .

Incorporated Herein Filed-
No. Descriotion by Reference to Herewith--

10.6(b) Amendment No. 1 effective Exhibit 10.7(c) to a
December 6, 1939, to 1990 10-K.
Supplemental Executive .

Retirement Plan.

10.7(a) Gross-Up Agreement for Exhibit 10.8(b) to r

M.' Blakeman Ingle 1991 10-K.
'dated July 27, 1989.

10.7(b) Gross-Up Agreement for Exhibit 10.8(c) to
Raymond F. Bentele 1991 10-K.
dated July 27, 1989.

10.7(c) Gross-Up Agreement for Exhibit 10.8(d) to
C. Ray Holman 1991 10-K.
dated July 27, 1989.

10.7(d) Gross-Up Agreement for Exhibit 10.8(e)'to
Boyd D. Wainscott 1991 10-K.
dated July 27, 1989.

10.7(e) Gross-Up Agreement for Exhibit 10.8(f) to
Mack G. Nichols 1991 10-X.

-dated' July 27, 1989.

10.8 IMCERA Management Incentive Exhibit 10.9(b) toz.
Compensation Program as 1991 10-K..
amended and restated
effective July 1, 1991.

10.9(a) IMCERA 1973 Stock Option Post-Effective
and Award Plan as amended Amendment No. 1-
effective February 21, 1990, to Form S-8

. Registration
Statement .
No. 33-32109.,

10.9(b) Amendment No.-1 to the IMCERA Form S-8 Registration
1973 Stock Option and Award Statement No. 33-43925
Plan dated June 19, 1991.

10.10 IMCERA Directors Retirement Exhibit 10.11 to
Services Plan effective 1991 10-K.
July 1, 1984, as amended and
restated June.19, 1991.

10.11(a) IMCERA 1981 Stock Option Post-Effective
Plan as amended through Amendment No. 3
April 19, 1988. to Form S-8

Registration.
Statement.
No. 2-80553.
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Exhibit Incorporated Herein Filed
No. Description by Reference to Herewith

10.ll(b) Amendment to the 1981 Exhibit 10.12(b) to
Stock Option Plan effective 1989 10-K.
February 15, 1989.

10.ll(c) Amendment to the 1981 Exhibit 10.12(c) to
Stock Option Plan effective 1991 10-K.
June 19, 1991,

10.12(a) Intercorporate Agreement dated Exhibit 10.1 to
as of July 1, 1987 by and IMC Fertilizer
between IMCERA and IMC Group, Inc.'s
Fertilizer Group, Inc. with Form S-1
Exhibits, including the Registration
Restated Certificate of Statement
incorporation of IMC Fertilizer No. 33-17091.
Group, Inc., as amended: By-laws
of IMC Fertilizer Group, Inc.;
Preliminary Agreement for K-2
Advances; Registration Rights
Agreement; Services Agreement;
Management Services Agreement;
Agreement regarding Pollution
Control and Industrial Revenue
Bonds; License Agreement;
office lease and sublease;
management agreements; supply
agreements; and transportation
service agreements.

10.12(b) Agreement dated September 12, Exhibit 10.13(b) to
1990, among IMCERA Group Inc. 1990 10-K.
and IMC Fertilizer Group, Inc.

10.12(c) Agreement dated March 7, 1991 Exhibit 10 to
between IMCERA Group Inc. and Form 8-K dated
IMC Fertilizer Group, Inc. March 7, 1991.
concerning a purchase of
IMC Fertilizer shares.

10.13(a) Note Agreement with The (1)
Prudential Insurance Company
of America dated as of
February 1, 1980.

10.13(b) Agreement dated June 3, 1981, Exhibit 10.14(b) to
consolidating obligation in 1990 10-K.
Loan 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). '
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' Exhibit
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Incorporated Herein Filed
,

No. Description by Reference to Herewith

10.13(c) Amendment dated June-15, Exhibit 10.14(d) to |
1989, to Note Agreement 1989 10-K. j,
with Prudential Insurance ;1

Company of America dated j .
as of February 1, 1980.

10.13(d) Amendment dated April 18, 1991 Exhibit 10.14(e) to :

to Note Agreement dated as of 1991 10-K.
February 1, 1980 as amended.

10.13(e) Amendment dated June 2, 1992 (1)
to Note Agreement with
Prudential Insurance Company
of America dated as of
February I', 1980 as amended.

,
.-

10.14 Management Compensation and Exhibit 10.30 to
Benefit Assurance Program. 1988 10-X.

10.15 Form of Trust Agreement dated Exhibit 10.31 to ?

June 7, 1988, between IMCERA 1988 10-rs.
and Wachovia Bank & Trust of
North Carolina, N.A., incident
to the program in Exhibit
10.15, for IMCERA's 1973 Stock
Option and Award Plan,1981
Stock Option Plan, Long-Term
Performance' Incentive P1an,
Supplemental Executive
Retirement Plan, Contingent
Employment Agreements,
Gross-Up of Excise Tax
Agreement, and Management
Incentive Compensation Plan.

'0.16(a)- Letter of Credit Agreement Exhibit 10.32 to
dated May 31, 1988, between 1988 10-K. 'j

IMCERA and a group of banks
providing the means of
funding the trusts described
in Exhibit 10.15.

10.16(b) Amendment and Assumption Exhibit 10.17(c) to-
Agreements to the Letter of 1991 10-K. :

Credit Agreement described j
-i

in Exhibit 10.16(a) dated JJune 22, 1991.
!

10.17(a) Corporate Staff Employee ' Exhibit 10.33 to ;
"

Severance and Benefit 1988 10-K.
Assurance Policy.
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Exhibit Incorporated Herein Filed
No. Descrioti7n by Reference to Herewith

10.17(b) Form of letter sent to Exhibit 10.18(b)
participants in IMCERA's 1989 10-K.
Corporate Staff Employee
Severance and Benefit
Assurance Program.

,

|

10.18 Supplemental Life Plan Exhibit 10.20 to
of Mallinckrodt, Inc. 1989 10-K.
effective July 15, 1984.

10.19 Employment Agreement with Exhibit 10.21 to
! M. Blakeman Ingle dated 1991 10-K.

July 1, 1990.

10.20 Employment Agreement with Exhibit 10.22 to
Raymond F. Bentele dated 1991 10-K.
July 1, 1990.

10.21 IMCERA Directors' Stock Exhibit 4(a) to
Option Plan effective Form S-8
October 17, 1990. Registration

Statement
No. 33-40246.

10.22 IMCERA Long-Term Incentive Exhibit 10.24 to
Plan for Senior Management 1991 10-K.
effective July 1, 1991.

10.23 IMCERA Long-Term Incentive Exhibit 10.25 to
Plan for Key Middle Managers 1991 10-X.
effective June 18, 1991,

10.24 Credit Agreement dated April 4, Exhibit 10.27 to
1991, among IMCERA, the 1991 10-K.
signatory banks and Citibank,
N. A., individually and as
agent for the banks.

10.25(a) Receivables Transfer Agreement Exhibit 10.28 to
dated April 5, 1991, between 1991 10-K.
Preferred Receivables Funding
Corporation, Mallinckrodt Medical,
Inc. and IMCERA Group inc.

10.25(b) Amendment dated October 31, 1991, (1)
to Receivable Transfer Agreement
with Preferred Receivables Funding
Corporation dated April 5, 1991.

: 11.1 Primary earnings per share (2) |
| computation for the three j

| years ended June 30, 1992.
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Incorporated Herein Filed'l

Exhibit by Reference to Herewith
No. Descrintion

(2)
11.2 Fully diluted earnings

per share for the three
years ended June 30, 1992.

22 Subsidiaries of the Registrant. (2)

(2)
24.1 Consent of Ernst & Young.'

fExhibit filed with Form SE incorporated herein by reference,(1)
(2) Exhibit filed with electronic submission.

(b) REPORTS ON FORM 8-K

No reports on Form 8-K were filed during the fourth quarter or through the
date of this filing.

1
<
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INDEX TO FINANCIAL STATEMENTS, SUPPLEMENTARY DATA,
AND FINANCIAL STATEMENT SCHEDULESi

Pace References

Consolidated balance sheet at June 30, 1992 and 1991 32

For the years ended June 30, 1992, 1991 and 1990:
Information by business segment 30
Consolidated statement of earnings 31
Consolidated statement of cash flows 33
Consolidated statement of chanoas in shareholders' equity 24

Notes to consolidated f:nancial stat ;ments 35-50

Quarterly Results (unautited) 51-52

Consolidated schedules for years ended June 30, 1992, 1991 and 1990:
II - Amounts receivable from related parties

and underwriters, promoters and employees
other than related parties 64

V - Property, plant and equipment 65-66

VI - Accumulated depreciation and
amortization of property, plant and equipment 67

IX - Short-term borrowings 68

X - Supplementary income statement information 69

All other schedules are omitted as the required information is not present in
sufficient amourts or the required information is included in the
consolidated financial statements or notes thereto.

| Except for the consolidated statements of IMC Fertilizer Group, Inc. which,

| are incorporated by reference, financial statements and schedules and
! summarized financial information of 50 percent or less owned. persons are
; omitted, as none of such 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('J) 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.

IMCERA Group Inc.

(Registrant)

WILLIAM B. STONE
William B. Stone

Vice President and Controller

Date: September 23, 1992

l

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:

|

Sianature Title Date
.

M. BLAKEMAN INGLE
M. Blakeman Ingle President and September 22, 1992

Chief Executive Officer

WILLIAM B. STONE
William B. Stone Vice President and Controller September 22, 1992

(Chief Accounting Officer)

RAYMOND F. BENTELE
Raymond F. Bentele Director September 22, 1992

KEITH D. BUNNEL
Keith D. Bunnel Director September 22, 1992

RONALD G. EVENS
Ronald G. Evens Director September 22, 1992

LOUIS FERNANDEZ
,

Louis Fernandez Director September 22, 1992 l'
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Sionature Title Date

ALEC FLAMM
Alec Flamm Director September 22, 1992

PAUL R. JUDY
Paul R. Judy Director September 22, 1992

I
ROBERTA S. KARMEL |
Roberta S. Karmel Director September 22, 1992 |

;

GEORGE D. KENNEDY
George D. Kennedy Director September 22, 1992

MORTON MOSKIN
Morton Moskin Director September 22, 1992

BfRVE M. PINET
Herve M. Pinet Director September 22, 1992

DANIEL R. TOLL
Daniel R. Toll Director September 22, 1992

|

;

|

L
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Schedule II
.,

4! AMOUNTS RECEIVABLE FROM RELATED PARTIES AND UNDERWRITERS, PROMOTERS,

AND EMPLOYEES OTHER THAN RELATED PARTIES
Years Ended June 30,.1990, 1991 and 1992

($ in thousands).

Balance Balance at.End
at Oeductions of Period

Beginning Amounts Not
Name'of Debtor of Period Additions Collected Current Current

[ '1990:
(~ U.S. employee relocation loans (A) $308 $140 $126 $322

Number of loans 5 18 2 21'

p U.K. employee relocation loans (A) $1,700 $1,700
' Number of loans 11 11

1991:
U.S. employee relocation loans (A) $322 $1,576 $646 $907 $345

Number of loans 21 50 40 30 1

U.K. employee relocation loans (A) 1,700 469 1,231
, - Number-of loans 11 2 9

L'C, .1992:
U.S. employee relocation loans (A) $1,252 $412 $911 $408 $345

Number of loans 31 18 30 18 1

U.K. employee. relocation loans (A) 1,231 -156 823 '564
Number of loans 9 7 3 13

.,

p

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

,

i

,.o
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Schedule V
(Page 1 of 2)

PROPERTY, PLANT AND EQUIPMENT

Years Ended June 30, 1990, 1991 and 1992

($ in millions)

Balance
at Other Balance

Beginning Additions Changes-- at End

of Period at Cost Retirements Add (Deductl of Period

1990:
Land $ 53.5 $ .5 $ 1.2 3 (.2) (A)

9.9 (B) i

1.2 (C) $ 63.7

Buildings and leasehold
irnprovemen t s 164.9 20.7 7.2 .8 (A)

33.3 (B)
5.2 (C)

(.5) (D) 217.2

Machinery and equipment 421.2 58.0 22.9 2.5 (A)
41.8 (B)
6.8 (C)

.3 (D) 507.7

Construction in progress 51.6 6.5 1.0 (3.1) (A)
2.6 (B)
1.6 (C)
( 1) (D) 58.1

1 691.2 3 85.7 $ 32.3 $ 102.1 3 846.7

1991:
Land $ 63.7 $ .5 $ .3 $ .6 (A)

| (.7) (C)
.3 (D) $ 64.1'

j Buildir.gs and leasehold
improvements 217.2 18.6 .7 (.8) (A)

(4.3) (C)
(.2) (D) 229.8'

Machinery and equipment 507.7 93.4 11.7 6.5 (A)

(4.8) (C)
(.1) (D) 591.0

Construction in progress 58.1 10.9 .8 (6.7) (A)
(1.7) (C)
(.2) (D) 59.6

$ 846.7 $123.4 $ 13.5 $ (12.1) $ 944.5
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Schedule V
(Page 2 of 2) ..

PROPERTY, PLANT AND EQUIPMENT

Years Ended June 30, 1990, 1991 and 1992-

($ in millions)

Balance
at Other Balance

Beginning Additions Changes-- at End

of Period at Cost Retirements Add IDeduct) of Period

,

1992:
Land $ 64,1 $ 1.0 $ .6 3 (2.1) (A)

1.1-(C)
.3- (D)

(.8) (E) $ 63.0

Buildings and leasehold
improvements 229.8 13.8 4.5 4.3 (A)

.1 (B)
6.3 (C)
2.3 (D)

(13.1) (E) 239.0
{

Machinery and equipment 591.0 76.8 22.3 7.2 (A)
1.0 (B)
8.8 (C)

(1.3) (D)
(17.9) (E) 643.3

Construction in progress 59.6 58.8 -(9.4) (A)
.1 (B)

4.2 (C).
(1.2) (D)
(2.8) (E) 109.3

1

$ 944.5 3150.4 $ 27.4 3 (12.9) $1,054.6
j-

Notes:
(A) Transfers between accounts.
(B) Purchases of businesses.
(C) Foreign currency adjustment.
(D) Reclassification from other balance sheet accounts.
(E) Reclassification for Tastemaker joint venture.
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i Schedule V!
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*

ACCUMUL ATED DEPRECIATION AND AMORTIZATION
OF PROPERTY, PLANT AND EQUIPMENT

1; Years Ended June 30, 1990, 1991 and 1992
i i

($ in millions)
)
l

Balance Additions
at Charged to Other Balance

Beginning Cost and Changes-- at End
of Period Excenses Retirements Add (Deduct) of Period

1990:
Buildings and leasehold

I improvements 1 38.B $ 9.9 3 2.5 $ 1.2 (C) $ 47.4

Machinery and equipment 172.2 51.9 13.7 .4 (B)
2.7 (C) 213.5

1 211.0 $ 51.3 $ 16.2 $ 4.3 $ 260,9

1991:
Buildings and leasehold

improvements
$ 47.4 5 10.8 $ .8 $ (1.5) (C)

.3 (A)
(.4) (B) $ 55.8

Machinery and equipment 213.5 56.3 10.2 .5 (B)
(2.1) (C)

.5 (A) 258.5

5 260.9 $ 67.1 1 11.0 $ (2.7) $ 314.3

1992:
Buildings and leasehold

improvements
1 55.8 $ 11.6 $ 2.6 3 .9 (B)

.9 (C) '

| (2.4) (D) $ 64.2
|

Machinery and equipment 258.5 58.8 15.7 .2 (B)
!

3.5 (C)
(7.0) (D) 298.3

!
,

{ $ 314.3 5 70.4 3 18.3 $ (3.9) $ 362.5

{}
Notes:

| (A) Transfers between accounts.
(B) Reclasrification f rom (to) other ba lance sheet accounts.'

(C) Foreign currency adjustment.
.

(D) Reclassification f or Tastemaker joint venture.

* *

,
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Schedule IX

SHORT-TERM BORROWINGS
Years ended June 30, 1992, 1991 and 1990

($ in millions)

Maximum Average Weighted
Balance Weighted Amount Amount Average
at End Average Outstanding Outstanding Interest

of Interest During the During the Rate During
Period Rate Period Period the Period

Notes payable to banks (A): I:

1992 $ 96.2 8.3% $ 96.2 $ 76.5 10.5%

1991 77.5 11.4 98.3 83.2 12.2

1990 63.8 10.7 72.0 68.1 17.3

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 outstanding during the year.

(A) Primarily foreign banks.

.

I

!
<
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Schedule X )

SUPPLEMENTARY INCOME STATEMENT INFORMATION

Years ended June 30 )
($ in millions) {

Charced to Costs and Expenses
|
! 1992 1991 1990

Maintenance and repairs $ 41.2 $ 47.8 $ 44.6

Amortization of intangible assets $ 18.9 $ 19.6 $ 20.7

Taxes, other than payroll and income taxes $ 24.4 $ 20.4 $ 26.9

Advertising 5 42.2 $ 37.9 $ 36.9

4

1

1

.

'- 69 -

'"
'* -- 'r : 754 mu.s; . p. m. "m.



,

. , .

SECURITIES AND' EXCHANGE COMMISSION.-
Washington, D.C. 20549

FORM 10-K
.X ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OFL '

_

THE SECURITIES EXCHANGE ACT OF 1934 (FEE REQUIRED)
.For the fiscal year ended June 30,1993

TRANSITION REPORT PURSUANT TO SECflON 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934 (NO FEE REQUIRED) .

For the transition period from to
,

Commission file number 1-483

IMCERA Group Inc.
(Exact name of registrant as specified in its charter)

New York 36-1263901
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.) q

2315 Sanders Road
Northbrook, Illinois 60062-6198

(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code: 708-564-8600

Securities registered pursuant to Section 12(b) of the Act:
.)

'
Name of each exchange

Title of each class on which registered .

4% Cumulative Preferred Stock, par value $100 per share New York Stock Exchange j... .. . .

Common Stock, par value $1 per share . New York Stock Exchange J. .. .. . . ..

Midwest Stock Exchange
Pacific Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:

9%% Sinking Fund Debentures due March 15,2011.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or ' ;

15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such filing requirements for the past i

90 days. Yes X No _.
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not

contained herein, and will not be contained, to the best of registrant's knowledge,in definitive proxy or informa-
tion statements incorporated by reference in Part III of this f orm 10-K or any amendment to this Form 10-K.

State the aggregate market value of the voting stock held by non-affiliates of the registrant: $2.314,171,537
as of August 31,1993. Market value is based on the August 31,1993, closing prices of Registrant's Common Stock
and 4% Cumulative Preferred Stock.

APPLICABLE ONLY TO CORPORATE ISSUERS: Indicate the number of shares outstanding of each of
the issuer's classes of common stock: -76,614,152 shares as of August 31,1993.

DOCUMENTS INCORPORATED BY REFERENCE: Information required by Items 10,11,12, and 13
of Part 111 is incorporated by reference from pages 1 through 10, pages 14 through 28, pages 10 through 11, and
pages 12 through 13, respectively, of the Registrant's definitive proxy statement for the annual meeting of
stockholders to be held on October 20,1993.
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h Part I. '

I' tem 1. Business
!

-

INTRODUCTION

Li

iCompany Profile

!

IMCERA Group Inc. (IMCERA, the Company,.or the Corporation) provides human -
and animal health care products and specialty chemicals worldwide by means :

,

of its three technology-based. operating subsidiaries: Mallinckrodt
Medical, Mallinckrodt: Specialty Chemicals and Pitman-Moore.

i

The Company was incorporated in New York in 1909. The corporate "

headquarters is located at 2315 Sanders Road, Northbrook,- Illinois |
60062-6198, and the telephone number is (708) 564-8600.

.

The Transition of the Company

During the'past several years the Company has taken significant steps to
,

develop.its current composition of businesses as follows:
'1

'|In February 1986, the Company purchased Mallinckrodt, Inc.'for $675 '
=

million in cash.

In October 1986, the Company sold its gas and oil segment and its'*

industrial products segment for $162 million.
)

In February 1988, IMC Fertilizer Group, Inc. (IFL), then.a wholly*

owned subsidiary, completed an initial public off ering (IPO) of
shares of common ' stock. Until March of 1991,, IMCERA : owned 10
million shares of IFL common stock, less than a majority voting
interest ' in IFL, and accounted' for its ' investment in IFL by the
equity method. In September 1988, the Company's holdings of IFL's
Preferred Stock, Series A, were redeemed by IFL for $200 million.

In July 1989, the Company a' quired Coopers ' Animal Health for $218e- c
| million in cash plus the assumption of liabilities.

l .In June 1990, shareholders approved changing the Company's name from.

International Minerals & Chemical Cot poration to IMCERA Group Inc.

In March 1991, the Company entered into a sale and option agreement*

with IFL under which IFL purchased, in three stages, all 10 million
shares of IFL common stock which IMCERA owned for total net proceeds
to IMCERA of $384.7 million. As of July 1991, IMCERA no longer

i owned any IFL shares. See Note A ' f Notes to Consolidated Financialo

Statements (Notes) for additional information.
|

1-
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-In June 1993, the Company announced the details of a restructuringe

program which resulted in a charge of $242.'2 million af ter taxes',
most . of which is for actions taken at Pitman-Moore. Further'

_

discussion is included in the Pitman Moore and Mallinckrodt ;

Specialty Chemicals business segment' discussions and Note A of
Notes.

Other recent acquisitions, ' divestitures and continuing investments in each
of IMCERA's businesses are described in the discussions of the business
segments and Note A of Notes.

General Points

In this-report:

IMCERA Group Inc. and its subsidiaries, collectively, are called the I

" Company," the " Corporation," or "IMCERA," unless otherwise indicated by
the context. The Company has three business segments: Mallinckrodt

Medical, Mallinckrodt Specialty Chemicals and Pitman-Moore.

The term " operating earnings" of a business segment represento that
business segment's revenues, including sales to other IMCERA business |
segments, less all operating expenses. Operating expenses of a business .I

'

segment do not include interest expense, corporate income and expense, and
taxes on income.

All references to years are to fiscal years ended June 30 unless otherwise
stated.

Registered trademarks are indicated by an asterisk.

Financial information about industry segments is included in Note 0 of
Notes. Financial information about foreign and domestic operations and
export sales is included in Note P of_ Notes.

GENERAL FACTORS RELATED TO BUSINESS SEGMENTS

For a number of months, there have been extended discussions with respect
to the introduction of legislation in the U.S. Congress directed towards
what is commonly referred to as " health care reform." IMCERA is unable
to predict what effect such legislation, if enacted, might have on its
businesses.

None of IMCERA's business segments is dependent upon any single customer
or supplier or group of related or affiliated customers or suppliers whose
loss would have a material effect on its sales and operating results.

In general, IMCERA's business segments, including related working capital
requirements, are not materially affected by seasonal factors.

2
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I

IMCERA's business segments do not extend long-term credit to customers. {
The Company believes this non extension of credit as well as its working '

capital requirements. are not materially different f rom the credit policies
and working capital requirements of its competitors.

Competition with foreign and domestic manufacturers in IMCERA's business
segments involves price, service, quality and the development of
technology. Competition is strong in all markets served.

|

INTERNATIONAL OPERATIONS

Foreign operations and investments are subject to risks customarily !
encountered in such operations and investments. Risks include
fluctuations in currency exchange rates and controls, expropriation, and
other economic, political, and regulatory policies of local governments
and laws and policies of the United States affecting foreign trade and
investment.

IMCERA sales outside the U.S. represented about 35 percent of consolidated
net sales in 1993, 1992 and 1991. Products are manufactured and marketed
through a variety of subsidiaries, affiliates and joint ventures around
the world. See discussions of individual business segments included under
Item 1, Management's Discussion and Analysis of Financial Condition and
Results of Operations on pages 22-31 and Note P of Notes for additional
information.

MALLINCKRODT MEDICAL

Mallinckrodt Medical sales were:

(in millions) Years ended June 30 1993 1992 1991
Net sales

Radiology & Cardiology $381.4 $293.7 $232.0
Nuclear Medicine 182.3 160.4 129.5
Anesthesiology & Critical Care 219.4 166.2 151.0

$783.1 $620.3 $512.5

Mallinckrodt Medical products are instrumental in the delivery of health
care services and are sold to hospitals, clinical laboratories and other
customers on a worldwide basis. They are related by a high degree of
innovation and technology, by regulation from agencies such as the U.S.
Food - and Drug Administration (FDA) and by markets served. They are
significantly affected by conditions within the health care industry,
including continuing government legislation and public and private health
care insurance and reimbursement programs. An aging population and demand
for technologically superior products to improve the quality of life and !

' lower the cost of care are two major f actors fueling growth within the
industry.

3
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Principal products of this industry segment are contrast media for .Various [

imaging modalities,. radiopharmaceuticals. for medical ; diagnostic ;

procedures,.and disposable medical devices and instruments and systems 1for
-

use in su_rgical procedures and' critical care.

Mallinckrodt Medical focuses' on five specialty . businesses providing
tadvanced, innovative products for radiology, cardiology, nuclear medicine,.

anesthesiology and. critical care. Specialized sales, marketing and !

general management resources have been established to service these
markets.

.

Mallinckrodt Medical's U.S. production and distribution f acilities are
'

located in Missouri, North Carolina, New York, Texas, Calif ornia, Illinois
and Michigan. Thirty radiopharmacies are located.in large metropolitan ;

markets throughout the U.S. for dosage form distribution. of

radiopharmaceuticals to hospitals and clinics. Facilities outside.the .

U.S. are located in Europe, the Far East, Canada, Australia and Mexico.

.

Radiology & Cardiology

IRadiology products include iodinated contrast media (lonic and nonionic)'

and catheters for use in studies of the brain, abdominal organs, renal
system, peripheral vascular system and other areas of the body' to aid in
diagnosis and therapy. These products are marketed principally by a i

direct sales force. Since its introduction in the U.S. f our' years ago, 1

Optiray*, a low osmolar, nonionic medium, has been widely accepted in both .

radiology and cardiology indications. Optiray* began to be introduced ,

outside the U.S. in 1991. To meet growing worldwide demand, a $100
million program to expand production of Optiray* was begun in 1992. The
project includes a new production f acility which is. under construction'
near Dublin, Ireland, for the manuf acture of Optiray* in its bulk drug
form and a capacity expansion at the company's' existing plant in St.
Louis, Missouri. In June 1990, Mallinckrodt Medical introduced i

Ultraject*, a patented innovation in contrast media agent administration.
This prefilled syringe provides radiologists a more efficient, convenient
and safer method of delivering contrast agents. ;

The cardiology business is directed to meeting the needs of both invasive |
land non-invasive cardiologists in diagnosing and treating diseases nf the

heart and the cardiovascular system. The business currently offers both
ionic and nonionic contrast agents, and interventional catheters and
related supplies. These products are sold directly to hospitals, s

primarily by a dedicated sales force. During 1989, Mallinckrodt Medical
acquired an equity position of less than 2 percent of the common shares
currently outstanding for Molecular Biosystems, Inc. of San Diego,
California, and obtained exclusive marketing rights in the Western
Hemisphere for Albunex *, a new ultrasound contrast agent. Albunex * was ;

unanimously recommended for approval by the Radiology Device Advisory '

'

Panel of the FDA in July 1992. Management expects to begin launch 'of
Albunex, its ultrasound contrast agent, during the second half of 1994,
assuming FDA approval by the end of calendar 1993.

During 1993, the company reached an agreement with Peripheral Systems
Group ("PSG"), a division of Eli Lilly and Company, to obtain exclusive,

4
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. worldwide dist'ribution rights for a broad line of interventional radiology |
!

, .and cardiology products, manuf actured by PSG. The | company has begun
i distribution of these products in North America, and is expected to begin

full' distribution in Europe, Japan and Latin America during 1994.

!' The company's largest developmental effort in this area is directed toward
I

contrast agents for magnetic resonance imaging, primarily in neurology, I

oncology and cardiovascular applications.

Nuclear Medicine

The nuclear medicine business consists of radiopharmaceuticals used to
provide images of numerous body organs, and to diagnose and treat
diseases. Nuclear medicine products are sold to hospitals and clinics in
the U.S. on both a direct basis and through a nationwide network of
nuclear pharmacies, and internationally through direct sales forces and
distributors. -Health physics consulting services are also provided.

In 1990, Mallinckrodt Medical introduced Technescan* MAG 3* for improved
imaging of the kidneys and the renal system. Unlike a standard x-ray

;based imaging procedure, a nuclear medicine scan utilizing MAG 3* can '

accurately assess renal tubular function in addition to providing
anatomical information. In 1991, the company introduced the highly
successful UltraTag* RBC blood pool imaging kit which is used for gated

!blood pool, "first pass" cardiac studies, and for the detection of '

hemangiomas and gastrointestinal bleeding sites. In order to meet growing
worldwide demand for cyclotron-produced products, the company is currently
expanding cyclotron capacity 'at its radiopharmaceutical production
f acility in Maryland Heights, Missouri, and brought on line a new
cyclotron at Petten, The Netherlands, in 1993. The company is also
expanding its Maryland . Heights, Missouri, manufacturing facility to
introduce an improved generator product.

Additionally, during 1992, the company signed an agreement with the
Netherlands Energy Research Foundation to construct a plant in Petten
dedicated to the manufacture of molybdenum-99 (Mo99), a key raw material
used in the production of the nuclear medicine imaging product
technetium-99m. Full production is expected to begin by the end of 1995.
In May 1993, the FDA's Medical Imaging Drugs Advisory Committee
recommended approval of OctreoScan*. Assuming FDA approval by the end of
calendar 1993, management expects to have OctreoScan* on the U.S. market
during the first half of calendar 1994. OctreoScan*, a peptide-based
tumor imaging agent, is used for imaging neuroendocrine tumors.

| Current research efforts in this area are directed to development of
!

compounds to alleviate cancer related bone pain, detect several types of
cancer, and evaluate heart disease.

);

:

Anesthesiology & Critical Care
| |
a

| Anesthesiology products include continuous core temperature monitoring j
systems, convective warm air temperature management systems, tracheal i

<

tubes, tracheostomy tubes and other airway management products.
,

f 5
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Continuous core temperature monitoring and temperature management systems :i
jare utilized in . surgical procedures 'and' postoperative 1y. .They are

marketed directly and through distributors in the U.S. In 1993, the ;
~ 'I

company expanded its airway management product 'line by acquiring the
tracheostomy products business of Sorin Biomedical in Irvine, California.
.The airway. management product line consists of ' basic and specialty_

tracheal tubes used in hospitals for maintaining a secure airway during
anesthesia and intensive care. Also included are tracheostomyLtubes which- |

are used in hospitals and alternate site facilities for maintaining |

airways during respiratory care. Airway products are marketed directly
and through hospital supply distributors in the U.S. Internationally,

airway and temperature systems are marketed -directly and through
distributors. The company is capitalizing on : the rapid conversion to
disposable tracheal tubes in Europe by expanding 'its anesthesiology
products plant in Athlone, Ireland, and is establishing a manufacturing.
facility in Juarez, Mexico, to produce temperature systems products. ,

j

In critical care, Mallinckrodt Medical provides instruments and systems '!

to analyze blood gases and electrolytes primarily in the operating room j

and intensive care unit. GEM *-STAT is designed for use in low-volume
intensive care units, while GEM *-6 provides testing in the operating room,
primarily f or cardiovascular surgery. The company's newest analyzer, the
GEM * Premier, was introduced during 1992. It is user f riendly, has a high
capacity, and is more cost-effective than competing whole-blood analyzers.
The GEM * Premier will be utilized in intensive care units as~well as in
hospital stat and central laboratories. These products are sold directly
to hospitals in the U.S. and through direct sales forces and distributors
in international markets. During 1993, the company acquired Hemocue A.B.
of ^ngelholm, Sweden to complement the GEM system's point of' care blood
analysis product line. Hemocue products include blood hemoglobin- and
glucose analysis systems for use in hospitals and alternate site markets. '

,

The products are distributed directly and through distributors in the U.S.
and internationally.

1
i

I
MALLINCKRODT SPECIALTY CHEMICALS

|Mallinckrodt Specialty Chemicals sales were:

(in millions) Years ended June 30 1993 1992' 1991' i

I
Net sales

J ,

Ongoing operations I
Pharmaceutical Specialties $212.0 $183.0 $186.0

Catalysts, Performance &
Lab Chemicals 183.3 184.9 208.3

395.3 367.9 394.3

Divested operations
and flavors business' 73.0 109.8

_ _9 $504.1 ;$440$395.3
,

Restated to reflect the company's reorganization effective July 1,1992.'

Includes sales of the divested cosmetic and electronic chemicals2 ,

businesses and pre-joint venture sales of the flavors business.
r

!

6
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Mallinckrodt Specialty Chemicals products are sold to a variety of
markets. These products possess a higher degree of technology and service j
than is required by commodity chemicals. Generally, they are sold as |

intermediates which are used by customers worldwide as components,
ingredients or reagents, rather than as final consumer products. Many of

;
Mallinckrodt Specialty Chemicals products are processed in multi-purpose ;

manufacturing facilities. These products are also subject to government
!regulation and industry standards, including FDA-mandated " Good |

Manufacturing Practice "
|
!

!

Principal products in this industry segment are drug chemicals, peptides, i
high-purity performance chemicals, catalysts and laboratory chemicals.
Through the Tastemaker joint venture, the company also participates in the
flavors business.

Mallinckrodt Specialty Chemicals' U.S. production and distribution
facilities are located in Missouri, Illinois, Pennsylvania, North
Carolina, Kentucky and California. Operations outside the U.S. are
located in Europe, Canada, the Far East and Australia.

Pharmaceutical Specialties

Pharmaceutical specialties products include analgesics such as
acetaminophen (APAP) used to control pain and fever; codeine salts and
other opium-based narcotics and synthetic narcotics used to treat pain and
cough; and peptides which are used in many new pharmaceuticals. Other
pharmaceutical specialties products include narcotic / acetaminophen
combination products; Toleron* brand of ferrous fumarate which stimulates
the formation of red blood cells; various salts and excipients; and
Methodose* which is used for analgesia and opiate addiction.

Most pharmaceutical specialties products are sold to the pharmaceutical
industry for use in the manufacture of dosage-form drugs. Narcotic
prescription chemicals are also sold directly to drug wholesalers while
opiate addiction products are primarily sold to government clinics. All
pharmaceutical specialties are marketed by a direct sales force.

In 1991, the company acquired Star Biochemicals Inc., a high-quality
catalog and custom peptide producer. In 1992, the company began
manufacture of peptides at its St. Louis facility, and spent $2 million
in 1993 on f acility construction and modification. In 1992, a $17 million
project was begun to expand APAP manufacturing and waste-treatment
capacity at the Raleigh, North Carolina, f acility. When complete in 1994,
APAP capacity is expected to increase 25 percent while lowering unit cost.
The Derbyshire, England plant is running at double its former capacity
following an expansion there last year. In 1993, the company acquired
Contech Laboratories, a f acility which had performed certain processing
steps relating to the manuf acture of Ccjnpap* and other products. The
company plans to expand these facilities to manufacture and process
additional products and forms. In f,992, work also began on an
approximately $9 million project to expand and upgrade the narcotics
facility in St. Louis, Missouri, which 10 expected to be completed in
1994.

'
7
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Catalysts, Performance & Lab Chemicals

Catalysts produced in Erie, Pennsylvania, are spo, petrochemical
and food industries. They include such products ;al and palladium
on carbon or alumina substrates; copper chromifald, flaked and
droplet shapes of nickel catalysts; fand a vari / tom Tcatalysts.
Such catalysts are used to manuf acture plasticii .rgents, rubber
products, insecticides, synthetic motor oil anifats' and oils.
Catalysts are marketed directly by the comparthe registeredn

trademark Calsicat.

High-purity performance chemicals sold to indu lsumers includea

such products as calcium stearates and other lps for use asa

lubricants in molded and extruded plastics; higt (ce monomers andf
several plastic additives for use as processing a production of
polymers; and potassium chloride for use as' substitute" in
lcw-sodium diets. Mallinckrodt Specialty Chemj t these products
through distributors and its sales force.

Laboratory chemical products include high-purjes chemicals used
in research and development and analytic;atories. These
high-purity products consist of hundreds of reaptals sold through
distributors to medical, industrial, educ,a}d governmental
laboratories.

Performance and laboratory chemical products nted by a direct
sales force.

Joint Venture

In February 1992, a 50/50 joint venture peswas formed with
Hercules Incorporated to manuf acture and ma f? products. The
venture, named Tastemaker, was created by cong company's Fries
& Fries flavors business with Hercules' PFW F1 sitrus Specialties
businesses. Tastemaker is headquartered in .n: Ohio, and has a
major presence in the world's three largestogrkets -- Europe,

.

North America and Asia / Pacific. It manufesducts for use in
convenience foods and beverages; dry and ligtv(.. mixes; cordials,
cocktails and wines; ice cream, cheese o+ dairy products;
pharmaceutical products; cake and cookie mist and other bakery
products; and main meals and entrees. Prcod distribution of
these products are subj ect to regulation tjcountry agencies.
Distribution is primarily through direct sa) rand distributors.

Other

During the last three years, Mallinckrodt a. Chemicals has made
several major changes in its business in addta changes discussed

I above. The tannin product line, used fer g wines and maltn

beverages, was exited in 1991. The company.nts science products
and performance chemicals businesses ansated its European

j operations under its Catalysts, Performand . Chemicals Group as
part of a 1992 reorganization. In 1992, ther: vested its cosmetic

8
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Catalysts, Performance & Lab Chemicals

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 catalysts; and a' variety of. custom catalysts.
Such catalysts are used to manuf acture plasticizers, detergents, rubber r

products, insecticides, synthetic motor oil and edible fets and oils.
'

Catalysts are marketed directly by the company under the registered >

>trademark Calsicat.

High-purity , performance chemicals sold to industrial consumers include- ,

Isuch products 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; i

polymers; and potassium chloride for use as a " salt subrtitute" in j

low-sodium diets. Mallinckrodt Specialty Chemicals sells these products 1

through distributors and its sales force. -

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 to medical, industrial, educational and governmental .

laboratories.

Performance and laboratory chemical products are marketed by a direct .

sales force. ,

;

Joint Venture !

,

In February 1992, a 50/50 joint venture partnership was formed with
Hercules Incorporated to manuf acture and market flavor products. The

venture, named Tastemaker, was created by combining the company's Fries *

& Fries flavors business with Hercules' PFW Flavors and Citrus Specialties *

businesses. Tastemaker is headquartered in Cincinnati, Ohio, and has a ,

Europe, ;major presence . in the world's three largest flavors markets -

North America and Asia / Pacific. It manufactures products for use in
,

convenience foods and beverages; dry and liquid beverage mixes; cordials, .;

cocktails and wines; ice cream, cheese and other dairy products; i

pharmaceutical products; cake and cookie mixes, snacks and other bakery-
products; and main meals and entrees. Production and distribution of . .

'

these products are subject to regulation by various country (agencies.
Distribution is primarily through direct sales forces and distributors.

Other

!During the last three years, Mallinckrodt Specialty Chemicals has made
several major changes in its business in addition to the changes discussed 4

above. The tannin product line, used for clarifying wines and malt ,

beverages, was exited in 1991. The company combined its science products
and performance chemicals businesses and consolidated its European +

operations under its Catalysts, Performance and Lab Chemicals Group as
part of a 1992 reorganization. In 1992, the company divested its cosmetic

?8
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- and electronic chemicals businesses and exited a general-line chemical' -
business. . In 1993, the European' operations were realigned between the j

Pharmaceutical' Specialties and . Catalysts,' Performance and-Lab Chemicals
'Groups along product lines.- The. company also adopted.a plan to exit:the-

basic aromatic fluorine and-photochemicals businesses over the next two' *

years,
:
,

'

PITMAN-MOORE

Pitman Moore sales were:

(in millions) Years ended June 30 1993 1992 1991 '

Net sales
Animal Productivity $48.6 $58.2 $51.9
Antimicrobials 62.1 69.7 68.8
Biologicals 105.4 104.3 106.4
Parasiticides 146.9 156.4 145.9 -

Veterinary Specialties & Other 85.6 81 0 72.4 !.

Total Animal Health 448.6 469.6 445.4
Feed Ingredients 169.5 172.2 177.5 [

$618.1 $641.8 $622.9 '

L

Pitman-Moore ranks in the top five companies in the animal health industry . ,

worldwide in terms of total sales.

During 1993, the company . undertook- an intense global study of its
strategy, structure, operations, products and its research and development
programs. Subsequently, Pitman-Moore adopted an extensive restructuring
program that is expected to improve significantly its operating earnings
starting in 1994 and enhance prospects for growth in the latter part of
the decade.

Under the restructuring announced in the fourth quarter of 1993, Pitman-
Moore will close 11 of its 27 manuf acturing f acilities over the next two

years; reduce its work force by 30 percent, or more than 1,000 jobs,
nearly 500 of which were eliminated in 1993's fourth quarter; reorganize 1
commercial and administrative functions as well as its research and
development function, which will be consolidated at one global facility
in the Chicago area; and immediately discontinue costly and high risk
development projects that had dlminished in potential, . including a porcine

;

somatotropin (PST) product, Grolene*, to produce leaner pork. The primary '

reason for the two-year time frame is the need to . obtain regulatory.
approval in many countries because of changes in manufacturing location.

The restructuring is intended to- strengthen Pitman-Moore's global
capabilities in distribution and marketing, which provide it with a-
significant competitive position in the market. In addition, the
restructuring should greatly increase manufacturing plant utilization.

9
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Ths; company continues to have a direct presence in each of the top 25
animal health - markets in the world, with 55 percent of its net . sales-

,

outside,the.U.S. . orldwide, the company sells products through directW
sales forces and through distributors.

,

Pitman-Moore participates in six of the seven segments of the
,

approximately $11 billion worldwide animal health market. Pitman-Moore's
,.

! operations support a product line of more than 1,000 products,. one of the
largest in the industry. During 1994, in line with the restructuring, the |
company will evaluate each product's profit potential and eliminate-those
that do not provide sufficient margins. As ca result, sales growth is
expected to be modest over the next several years,-while profitability is
expected to increase.

Operations are currently located in 30 countries, with distribution
networks in an additional 90 nations. As a result of the restructuring,
both the number of products and the number of locations is expected to
decline. The company's strategy, however, calls for selective additions
of new products and for geographic expansion into new markets.

.

Specifically, it intends to focus on build.ng on its leading. positions in j

North America, the United Kingdom, Australia, New Zealand and Brazil, and !
to increase market share in Germany, France, Japan, Mexico and Spain. The

;company also rees growth potential in less developed nations such as
China.

Pitman-Moore also intends to refocus l'.s efforts on product areas that
offer the greatest opportunities. Consequently, Pitman-Moore expects to
continue to derive most of its sales and profit from the. food animal' I

sector, while continuing to maintain a presence in the companion animal
market, largely through specialty distribution. In the worldwide animal
health industry, products for food animals comprise nearly 80 percent of
the market. Approximately 85 percent of-Pitman-Moore's product line is
used for food animals. j

,

Cross registration, or filing for app oval of products already marketed ,

in other regions of the world, is s key component of Pitman-Moore's
geographic expansion efforts. Approximately 250 product approvals have
resulted from cross-registration through 1993, with an additional 135
approvals expected over the next three to five years.

Pitman-Moore is organized in three geographic regions and one business
area of operations: Asia; Europe, Australia and New Zealand; and the
Americas. The company's business area is Feed -Ingredients. This
organizational structure is aligned for increased market focus and
customer responsiveness. Pitman-Moore is able to sell directly to the-
consumer, veterinarian, distributor, dealer or agent, depending on the
maximum ~ market opportunity.

Pitman-Moore divides the world market into six strategic business units:
animal productivity, antimicrobials, biologicals, parasiticides,

,

veterinary specialties and feed ingredients. J

At June 30, 1993, Pitman-Moore had manuf acturing f acilities in Argentina,
Australia, Brazil, Colombia, Germany, Ireland, Malaysia, Mexico, New
Zealand, Paraguay, Philippines, United Kingdom and the United States.

10 ;
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-Animal Productivity
,

e

E The worldwide animal productivity market is' currently estimated -at $1.8
billion. Ralgro *, Pitman-Moore's -long-established and most consistent
performer in this market, is the leading beef cattle growth promotant in-
the U.S. Additionally, the product is marketed in a number of Latin
American and'other countries.

.

Pitman-Moore's.new st' ategy calls for the company to invest to support and *

expand its implants and growth promotants business. i

Lysocellin, a second-generation rumen modifier for cattle, is currently !

under review by the FDA. Studies have demonstrated that this product
improved average daily gain and feed efficiency in cattle. . This product
will compete in a worldwide annual market of approximately $100 million. '

Clinacox*, an anticoccidial for chickens and turkeys, was introduced in. !

Canada during 1992. It is also currently sold by Pitman-Moore in Mexico,
Argentina, Ecuador and Uruguay. Pitman-Moore is currently awaiting
approval to sell Clinacox in the U.S. i

,

Due to costs and risks that f ar exceeded market potential, the company
discontinued work in 1993 on Grolene, its brand of porcine somatotropin j

(PST), and on a biological wool harvesting system.

Antimicrobials

The company has been a leader and has a significant position in the $1.6
billion global antimicrobial market, which includes antibacterials and
antifungals, and its strategy calls for moderate investment to maintain
a profitable presence.

In 1992 and 1993, a new broad-spectrum antibacterial, sold under the
names, Zaquilan* and Diprinovet*, was introduced in several European j

countries for food and companion animals. Zaquilan* was also launched in_ j
New Zealand in 1992, and is targeted at the dairy market for its long-
acting treatment of calf scours. Spectrazol* M.C., an intramammary-
antibiotic for dairy cattle, was introduced in Spain in 1993. Other 1

products include Butalex*, a unique treatment for theileriosis in cattle,
and Clinafarm*, an antifungal for poultry hatcheries.

Biologicals

Biologicals will be the core of Pitman-Moore's development efforts under
its new strategy. Biologicals, which include vaccines and diagnostics,
represent a world market of _ $1.4 billion that is growing at an annual rate
of just over 5 percent is the fastest growing market in animal health.

By 1996 the company estimates that nearly one-third of its research and
development budget will be spent on biologicals. Pitman-Moore's prospects
in this market were strengthened this year with the opening of two new

11
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biological production facilities in Upper Hutt, New Zealand, and
Burgwedel, Germany. A $37 million investment, these plants are expected
to lower production costs as well as aid the development.of new global
vaccines and innovative delivery systems.

Among Pitman-Moore's vaccines are Coccivac*, a coccidiosis vaccine for
poultry; Cattlevax*, a combined leptospirosis / clostridial vaccine for'
cattle, currently marketed in Australia; and Footvax*-M, an improved
vaccine for control of foot rot in sheep. Paracox*, a vaccine that '

prevents poultry coccidiosis by stimulating the immune system, is marketed
in the U.K., Ireland and Italy and approval is pending in other European
countries.

Parasiticides

The world market for parasiticides is $1.8 billion. This is the company's
second largest segment in sales, and new branded products are expected to
continue to drive growth.

Defend * EXspot*, a topical flea control product for dogs that also
protects against deer ticks (carriers of organisms that cause Lyme

,

disease), was introduced in the U.S. in 1991. In 1992, the product was
introduced in New Zealand and was approved in the U.K. and The
Netherlands. It was also approved for puppies in the U.S. The world
veterinary market for this product is estimated to be $125 million, with
$80 million in the U.S.

Veterinary Specialties

In the $800 million worldwide veterinary specialties market, Pitman-Moore
*

is a leading supplier of companion animal pharmaceuticals and surgical
products.

Extensive use of Pitman-Moore's product distribution capabilities by
companies such as Johnson & Johnson, Janssen Pharmaceutical and Zenaca
(formerly Imperial Chemical Industries) strengthens the company's position
in this market.

iFeed Ingredients

About a $1 billion worldwide market, feed ingredients is the largest
segment of Pitman-Moore's sales. The company has a strong brand position
in this market with feed supplements such as Monofos*, Biofos*, Dynafos*,
Multifos*, Dyna-K* and Dynamate*. Management believes that continuing
geographic expansion should offset selected pricing actions, resulting in
stable year-to-year sales comparisons.

Pitman-Moore owns a feed phosphate plant adjacent to the IFL New Wales,
Florida, phosphate chemical complex. Under an agreement, IFL operates the
Pitman-Moore f eed plant. The company also contracts with IFL for key rawi

|

|
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materials including phosphoric acid and phosphate rock. -IFL also supplies
. ;

Pitman , Moore's requirements of animal feed-grade potassium products. .The
;

company believes there are adequate sources of supply f rom other producers '

in the event.these supply. agreements expire.

4

i

OTHER ACTIVITIES
.

Research and Development
;

!

The Company performs applied research directed 'at - development of. new
products, development of new uses for existing products, and improvement ;

of existing products and processes. Research and development ' programs- t

include laboratory research as well as product development and
application. *

Mallinckrodt Medical research and development efforts are coordinated on
a worldwide basis by a senior scientist. Research and development of
imaging and therapeutic products are carried on by a centralized ;

organization. Research and development for anesthesia and critical care
are performed within these businesses. Mallinckrodt Medical's various
development activities are focused on market-place needs. _ Internal ;
research effort is supplemented with third-party and university technical
agreements.

Mallinckrodt Specialty Chemicals research and development ef forts. are |organized within its operating divisions to focus technical resources on <!

the development of new and improved products meeting defined market and
customer needs. Technical personnel for process support are located at
each manuf acturing location. Internal research effort is supplemented
with third party and university technical agreements.

Pitman Moore currently has many products under development that address
the needs of world and regional markets. The company will be
consolidating its primary research and development ' capabilities at a
single site in the Chicago, Illinois, area in conjunction with the-
restructuring of its businesses. Products--in development " include

~

vaccines, growth enhancers and parasiticides for livestock, poultry and
companion animals. To supplement its own ' research, Pitman Moore has
technical agreements with various pharmaceutical and biotechnology
companies and universities.

IMCERA's businesses also perform applied research in pollution 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 i

to the Company's business.

13 .,
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Environmental and Other Regulatory Matters
._ ,

The . Company is subject to various environmental protection and'

occupational safety and health laws and regulations in the United States :

and foreign - countries in which it operates. In addition, in its
operations, currently and over the years, the Company has handled, and
will continue to deal ' in or otherwise handle, materials and wastes
classified as hazardous or toxic by one or more re0ulatory agencies. The
Company is also subject to the Federal Food, Drug, and Cosmetic Act, other ;

federal statutes and regulations, various state statutes and regulations, ,

'and laws and regulations of foreign governments, affecting and involving
testing, approval, production, labeling, distribution,- post-market
surveillance and advertising of most of the Company's existing, new, and
prospective products.

.

Significant capital expenditures, as well as operating costs, have been
*

incurred on account of the laws and regulations governing the protection
of the environment, occupational safety and health, and the handling of
hazardous materials. There are inherent and unquantifiable risks in-

- mishandling, or potential accidents involving hazardous or toxic materials
and wastes. On the basis of its best information and belief, the Company
does not believe the expenditures and risks occasioned by these ,

circumstances have as yet become materially adverse to its business or
financial condition taken as a whole. However, no assurance can be given

that this will continue to be true.

Similarly, the interpretation and enforcement of the laws and regulations
pertaining to the Company's products or facilities by government agencies, |
such as the U.S. Food and Drug Administration and the U.S. Environmental ]
Protection Agency, and state and foreign counterparts, at any particular '

production site or in connection with any particular product or any c

proposed new or modified product, may be more strict than anticipated, and
could result in production interruption and product holds or recalls.

The Company seeks to achieve compliance with all of these laws and
regulations in all material respects, as well as with all other applicable
laws and regulations, but there can be no assurance that this will always
be the case. Instances of non-compliance have occurred in the past and ,

although not having a material adverse impact on the . Company, such
instances could occur in the future.

u

*

In particular, the Company is unable to predict the extent to which it may
*be adversely af fected by future regulatory developments such as new or

changed laws or regulations.

IMost of the Company's environmental capital expenditures are in response
to provisions of the Federal Clean Air Act, Water Pollution Control Act,
Resource Conservation and Recovery Act, Comprehensive Environmental
Respo. ice , Compensation, and Liability Act, land use,' air, and water
protecticn regulations of the various localities and states, and their
foreign counterparts. Capital expenditures worldwide related to air
emission control, wastewater purification, land reclamation and solid

14 i
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waste disposal totaled approximately $20 million in 1993'and $13 million
in 1992. The Company currently estimates that environmental . capital

u expenditures over the next two years will average about $20 million per
year.

Environmental cleanup costs of ten are incurred over a long period of time.
| Nevertheless, to the extent environmental cleanup costs can be reasonably

i

estimated, and the Company's responsibility therefore ist probable, I

accruals are established, even though the costs are not yet payable, and
are reflected in the Company's consolidated financial statements.

See also Item 3. Legal Proceedings and Note T of Notes for additional
information.

Employees i

IMCERA had 10,000 employees at June 30, 1993. The workforce at June 30,
1993, consisted of 6,200 U.S. and 3,800 employees outside the U.S.
Employees by business segment are: Mallinckrodt Medical -- 4,900;
Mallinckrodt Specialty Chemicals -- 2,100; and Pitman-Moore -- 2,800. The
other 200 employees are engaged in parent corporate activities and in a |

small industrial chemicals operation.
]

Labor Relations !

1

The Company has eight collective bargaining agreements within the U.S.
with eight U.S. international unions or their affiliated locals covering |

634 employees. Seven agreements covering 615 employees were negotiated i
during 1993, all with no work stoppages. Two agreements covering 19 '

employees will expire in 1994 Eleven Mallinckrodt Medical. and
Mallinckrodt Specialty Chemical operating locations outside the U.S. have
collective bargaining agreements and/or work counsel agreements' covering i

1,015 employees. Most of the Pitman-Moore operating locations outside the
U.S. have collective bargaining agreements and/or work counsel agreements
covering approximately 1,000 employees. Resulting wage and benefit '

increases were consistent with competitive industry and community
patterns.

Item 2. Properties

Information regarding the plant and properties of IMCERA is included'in
Item 1. Business.

|

,

I

I

I
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ltem 3. Legal' Proceedings

'The Company is a defendant -in a~ number of - legal proceedings -in. which *

liabilities are sought to be imposed on it. The Company believes. that' the
currently pending matters of this' nature, which are largely environmentali

trelated, will- not have a material eff ect on its' financial condition or the
conduct of any of its businesses. Those matters required by SEC rules to ,

be reported here or that could be regarded as material are: ,

On July 12, 1993, the Company's wholly-owned subsidiary, IMCERA Group
Inc., a Delaware corporation, was added as a third-party defendant in
proceedings involving cleanup of the New Lyme, Ohio, landfill that have
been pending since 1989 in the U.S. District Court for the Northern
District of Ohio, Eastern Division (Cleveland, Ohio). The Company knows
of no reason why this proceeding should result in any significant i

liability.
.

The previously reported settlement in principle by the Company with. the
State of Michigan in the litigation brought by the State in - the U.S.
District Court in Detroit, Michigan, will probably not be completed. The- ,

State has advised the Company that it has entered into a Consent Order
with some 40 de minimis Potentially Responsible Parties (PRP's). The '

Consent Order contains terms unfavorable to the Company, which has filed
objections to the Order with the Court. The Company continues to be '

unable'to predict the outcome of any of these efforts at settlement but
continues to believe that the result in this proceeding will not be

material.

In the previously reported suit by the Illinois Attorney General regarding
the sending of hazardous waste to a facility near Belleville, Illinois,
which was not licensed to receive hazardous waste, a Consent Decree,
including an agreed upon civil penalty of $87,125, is'being negotiated.
The Company continues to be unable to predict the outcome of the
negotiations or of any possible dispute with the owner of the f acility,
but continues to believe the result will not be material.

In the previously reported remand to the U.S. District Court in Concord,
New Hampshire, the Company and the U.S. Environmental Protection Agency
(EPA) have completed negotiating the terms of a settlement providing for
remediation of soil and groundwater at a Kingston, New Hampshire, site
that was sold in 1976. The costs involved will not be material, ,

especially after recoveries already in hand or expected from third
'

parties.
,

There has been little change in the previously reported litigation by the
U.S. EPA against the Company and other companies concerning the alleged
pollution of a stream near Ashtabula, Ohio, designated as " Fields Brook,"
where the Company once operated a plant. IMCERA and several other
companies have settled the litigation brought by EPA and all of the ,

companies have agreed to nonbinding arbit ration of the allocation of-
payment for a Remedial Design / Remedial Action study ordered by EPA. This i

arbitration and proceedings to add third parties as defendants are in-
process. The Company continues to believe this proceeding will not have
a material effect.

16 |
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In the previously reported settlement of the Han11n Group, Inc. litigation
in Bangor, Maine, and Hanlin's subsequent Chapter 11 bankruptcy, Hanlin,
with the Bankruptcy Court's approval, has assumed the settlement agreement
which presumably can now be implemented. Pursuant to theiterms of the
settlement,.IMCERA is to pay specified costs of a study ordered by the.

'U.S. EPA; however, these costs will not have a material effect.

As previously reported, the Company, an of ficer/ director, a now-former
officer / director, and .another officer no longer with the Company, are
named as defendants in two purported class actions, brought in February
1992 by two alleged stockholders. These cases have been consolidated and
are now pending in the United States District Court in New York. Each !

alleges violations of federal securities laws and related .. state law-
claims. A third officer / director is also named as a defendant in one of-
the actions. The plaintiffs base their allegations principally on the
Company's February 18, 1992 press release about an FDA inspection of
Pitman-Moore's Kansas City plant that also cautioned that estimates of
security analysts regarding 1992 earnings from continuing operations in
excess of $1.65 per share "were probably too optimistic." The estimates
had been marginally higher ($1.67). The thrust of the allegations is that
disclosure of plant manuf acturing deficiencies was not made as soon as .it
should. A motion to dismiss the complaint in the consolidated actions has
been filed, argued and is pending decision. Although the consolidated
suits are still in a preliminary stage, the Company believes they are
without merit and will have no material effect.

Also as previously reported, in September 1992, a stockholder's derivative
suite was filed in the United States District Court in New York,
purportedly on behalf of the Company, against all of the then directors
of the Company asserting claims for alleged violation of the federal proxy
rules, for alleged breach of fiduciary duty, and in Mr.~ Kennedy's case for

.
_

alleged misappropriation of confidential business information. The case
has been assigned to the same judge as the above class actions and has
been consolidated with them for pre-trial purposes. A motion to dismiss
the complaint has been filed, argued and also is pending decision. This
case, like the class actions, arises as a consequence of the FDA
inspection and the February 18 press release referred to above in the
class actions, and in the Corporation's view-is equally without merit and
will have no material effect.

,

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,.1993.

I

l
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> EXECUTIVE OFFICERS OF THE REGISTRANT
.

The ag'es and five-year employment history of-IMCERA's executive officers-
at June 30, 1993, were as follows:

1

C.R. (Ray) Holman

Age 50. President and Chief Executive Officer since December.1992; Vice-
, President, IMCERA from October 1990 to December 1992 and President' and q

Chief Executive Of ficer, Mallinckrodt Medical, Inc.? f rom January 1989 to
December 1992; Group Vice Presider.t of the Medical Products Group,
Mallinckrodt, Inc. f rom September 1985 to . January 1989.

.

Ashok Chawla

Age 44. Vice President, Strategic Management since . July L1991; iVice
President Strategic Planning and Business Development of Pitman-Moore, .

,

Inc. from August 1990 to' July 1991; Division Director, Finance and
Administration for Mallinckrodt, Inc. - Europe f rom August 1988 to August

'

1990; Executive Assistant, Office of the President for Mallinckrodt, Inc.
from April 1986 to August 1988.

:- 1

'I

A. Jacqueline Dout |

Age 38. Vice President and Treasurer since . February 1991; Acting;
'

Treasurer f rom June 1990 to February 1991; Assistant Treasurer and - ;

Corporate Staf f Vice President from June 1988 to May 1990; ; Assistant ;

Treasurer for. Koppers Company, Inc. f rom April 1981 to June 1988.

Beverley L. Hayes

Age 54 Vice President, Organization and' Human Resources since November.
1990; Senior Vice President, Human Resources of Pitman-Moore, Inc. from
September 1990 to November 1990; Vice President Human Resources of
Pitman-Moore, Inc. f rom July 1989 to September 1990; Director Compensation
and Benefits of IMCERA from October 1985 to July 1989.

i

'!Roger A. Keller

Age 48. Vice President, Secretary and General Counsel of IMCERA since
July 1993. Senior Vice President and General Counsel, Mallinckrodt ,

Medical, Inc. from March 1992 to July 1993; Vice President and General
Counsel of Mallinckrodt Medical, Inc. from Septernber 1989 to March 1992;
Vice President, Legal Af f airs and Secretary, Mallinckrodt, Inc. since
August 1986.

|

|

;
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Douglas K. Larsen

Age 54 Vice| President, Environment and Safety since October 1991;
Corporate Staff Vice President, Environment and Safety f rom September 1988,

to October 1991; Director, Environmental and Safety Operations from July
'1980 to September 1988.

William J. Mercer

Age 45. Vice President, IMCERA and President and Chief Executive Officer-
of Pitman-Moore, Inc. since December 1992; Senior Vice President and Group

i

Executive Mallinckrodt Medical, Inc. from March 1992 to December 1992; '

Group Vice President, Medical Imaging from November 1988 to March 1992;
Vice President and General Manager of U.S. Diagnostic Products Division I

from November 1985 to November 1988.

|

Robert G. Moussa

Age 46. Vice President, IMCERA, and President and Chief Executive Officer
of Mallinckrodt Medical, Inc. , since December 1992; Senior Vice President-
and Group Executive, Mallinckrodt Medical, Inc., from September 1992 to
December 1992; Group Vice President, International, Mallinckrodt Medical,
Inc., from January 1989 to September 1992; Vice President and General 1
Manager, Medical Products Europe, from November 1987 to January 1989.

Mack G. Nichols :

Age 55. Vice President, IMCERA since October 1990 and President and Chief
Executive Officer of Mallinckrodt Specialty Chemicals Company since

' January 1989; Vice President of the Chemical Group, Mallinckrodt, Inc.
from April 1982 to January 1989.

William B. Stone
,

Age 50. Vice President and Controller since November 1990 and Vice
President for Mallinckrodt, Inc. since April 1983; Assistant Controller
and Corporate Staff Vice President from October 1989 to November 1990.

All of IMCERA's of ficers are elected annually, with the terms of the
officers listed above to expire in October 1993. No " family >

relationships," as that term is defined, exist among any of the listed
officers.

George D. Kennedy, Chairman of the Board, and Raymond F. Bentele, Vice
Chairman of the Board, are' technically officers of the Company, but as .

retired employees and consultants, have no full-time obligations and hence ;

are not regarded as or believed to be Executive Officers. As directors,
their respective business experience and directorships are described in
the Company's annual proxy statements.
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.Part II.

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

COMMC. STOCK PRICES AND DIVIDENDS

Quarter First Second Third Fourth
Fiscal 1993

Dividende per common share $.10 $ 11 5.11 $.11
Common stock prices

-

High 37.75 40.25 40.25 31.63
Low 31.25 31.25 .23.00 23.38

Fiscal 1992-
Dividends per common share $.08 $.10 $.10 $.10

g Common stock prices
High 38.13 43.38 46.63 34.75
Low 31.42 32.75 -31.63 28.88-

1 -

~

1
'

The principal market on which IMCERA's common stock is traded is the Nea
. 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 August 31, 1993, the number of registered holders of common stock, '!-

as reported by the-Company's registrar, was 10,545.

u

'

|
,
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Item 6. -Selected Financial Data-
(Dollars in millions except per share amounts)

Years' ended June'30 1393' 1992' 1991' 1990' 1989*
Net sales $1.796.3 $1.702.9 $1,633.9 $1,424.6 $982.9
Earnings (loss) from

continuing operations $(113.8) $128.8 $97.2 $55.3 $53.4
Earnings (loss) from

discontinued operations * (6.0) (1.3) (9.0) 1.2 63.6
Cumulativa effects

i

of accounting changes (80.6) .|
Not earnings (loss) (200.4) 127.5 88.2 56.5 -117.0 !Preferred stock dividends (.4) (.4) (.4) (4.2) (14.4) |Available for

common shareholders $(200.8) $127.1 $87.8 $52.3 $102.6
Per Common Share Data'
Earnings.(loss) from

continuing operations $(1.48) $1.65 $1.37 4.79 $.57
Net earnings (loss) (2.60)' 1.63 1.24 .81 1.50 !

,

Dividende declared 43 .3L .33 .33 .33
Book value 11.77 16.02 14.42 11.97 11.23 a

Average common shares
!(in millions) 77.4 77.8 70.6 65.0 68.4

Other Data i

(Dollars in millions)
. i

Total assets $2,177.6 $2,050.8 $2,250.2 $2,130.9 $1,971.6
Working capital 203.7 351.6 409.0 311.1 594.6 I
Current ratio 1.3:1 1.8:1 1.6:1 1.8:1 3. M 1 '

Other Data
Total debt $617.0 $373.7 $643.4 $837.4 _.

;
$773.7

,Not deferred income
tax (assets) liabilities (36.0) 41.7 48.0 52.9 42.8

.

Shareholders' equity 910.5 1,224.2 1,084.2 824.8 888.2 ',Invested capital 1,491.5 1,639.6 1,775.6 1,715.1 1,704.7
Total debt / invested capital 41% 23% 36% 49% 45% !

Capital expenditures $188.3 $150.4 $123.4 $85.7 $82.2
Total dividends declared 33.2 29.5 23.7 25.8 36.9
Common shares

|
outstanding (in millions) 70.4 75.7 75.2 68.1 60.7

Number of employees 10,000 9,500 9,800 9,600 6,900 ;

'
See "IMCERA Management * e Discussion and Analysis" for a description of nonrecurring items.

* Results for 1990 included f avorable adjustments f rom the conclusion of income tax audits that
,'

amounted to $14.8 millian, $11.9 million af ter taxes, or $.18 a share, from lower income '

taxes and higher interest income. That benefit was partially of fset by restructurin9 charges
of $4.9 million, $3.0 million af ter taxes, or $ 05 a share, and charges for compensation
plans tied to tne price of IMCERA's common stock that amounted to $3.9 million, $2.4 million
after taxes, or $.04 a share.

* Results for 1989 included fa , b ?.e justments f rom the conclusion of income tax audits that
amounted to $20.8 million, Gc s- lion af ter taxes, or $.24 a share, from lower income
taxes and related interest c 'er. Such earnings also included a gain of $3.9 million, $2.4

,

million af ter taxes, cr $ 0 ..re, from the sale of a business.
*

See Note A cf Notes t6 Consolidated Financial Statements for information on discontinued
operations in 1993, 1992 and.1991. The r(sults for 1990 and 1989 included nonrecurring i
af ter tax gains of $5.2 million, or 5.08 a share, and $21.5 million, or $.30 a share, f rom '

the sale of the fragrance business and the IFL public offerings, respectively. Results for
discontinued operations for 1990 and 1989 also included af ter. tax charges of $7.6 million,
or $.12 a share, and $1.7 million, or 5.02 a share, respectively, for environmental and '

litigation costs related to operations previously sold.
* Presented on a primary per common share basis adjusted for the 3.for-1 stock split in

November 1991,
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Item 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations

'

OVERVIEW

.!
1993 vs. 1992

IMCERA's 1993 results f rom continuing operations, before restructuring I

charges, were $128.4' million, or $1.65 a share, which included a net, non- ,;

cash charge of $3.8 million af ter taxes, or $.05 a share, associated with
~

adoption of new accounting standards. These results compared with last-
year's earnings f rom continuing operations of $128.8 million, also $1.65
a share.

f

The net loss for 1993 was $200.4 million, or $2.60 a share. . Included in
this loss were af ter-tax restructuring charges totaling $242.2 million,
or $3.13 a share; a non-cash cumulative charge of $80.6 million, or $1.04 '

a share, for adoption of new standards of accounting for income taxes and
.

certain postretirement and postemployment benefits, retroactive to July .,

1,1992; and after-tax charges related to discontinued operations of $6.0
million, or $.08 a share.

Net sales increased 5 percent while operating earnings, excluding .;

restructuring charges, were about flat with last year af ter absorbing i

incremental pretax charges of $8.5 million for adoption of new accounting
standards for employee benefits. -Mallinckrodt Medical's ~ 26 percent
increase in sales and 36 percent rise in operating earnings were offset
by decreases in Pitman-Moore and Mallinckrodt Specialty Chemicals.

Restructuring charges are discussed in the Mallinckrodt Specialty |

Chemicals and Pitman-Moore sections, which follow, and in Note A of Notes ,

to Consolidated Financial Statements (Notes) . Notes A, H and M of the*

Notes contain further discussion of accounting changes. Charges for
discontinued operations are discussed in Note A of the Notes.

,

,

1992 vs. 1991 ,

Results were in line with management's expectations for 1992. The
,

Company's earnings from continuing operations for 1992 of $128.8 million, ;

or $1.65 a share, represented a 20 percent increase in.per-share earnings
over the previous year's $97.2 million, or $1.37 a share. Certain unusual

~

and nonrecurring items in 1992 resulted in a net af ter-tax credit of $13 ,
'

million, or $.01 a share. These items are discussed in the' Ouarterly '

Results on page 56.

Net earnings were $127.5 million, or $1.63 a share, compared with $88.2 -
million, or $1.24' a share, in 1991. Net earnings in 1992 included >

after-tax. charges.related to discontinued operations of.$1.3 million,.or
I$ 02 a share, compared with af ter-tax charges in 1991 of $9.0 million, or
i$.13 a share.

IMCERA's three basinesses collectively reported a 22 percent increase in
'

operating earnings to $225.5 million from the previous year's $184.6
'

million. Mallinckrodt Medical led the way in ' 1992 with a 47 percent

22 .|
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increase in its operating earnings. IMCERA net sales for.1992 were up 4
percent in the face of disposals of and exits from various non-strategic
businesses, recessionary conditions in the U.S. , Europe and Australia,
price pressures in feed ingredients and the change to equity reporting for

i

the flavors joint venture.

1

Information about not charges to discontinued operations is discussed in I

Note A of the Notes.

All references to years are to fiscal years ended June 30 unless otherwise
stated.

MALLINCKRODT MEDICAL

(in millions) Years ended June 30 1993 1992 1991
Net sales

Radiology & Cardiology $381.4 $293.7 $232.0
Nuclear Medicine 182.3 160.4 129.5
Anesthesiology & Critical Care 219.4 166.2 151.0

$783.1 $620.3 $512.5
Operating earnings $174.4 $127.8 $86.9
Operating earnings as a

percent of net sales 22.3% 20.6% 17.0%

1993 vs. 1992

Mallinckrodt Medical's strong performance continued through 1993. Net
sales increased 26 percent and operating earnings rose 36 percent, after
absorbing $3.5 million in additional pretax charges related to changes in
accounting for employee benefits. Results were balanced as all segments )of the business, especially radiology, contributed to the improvement. -

The excellent performance of the radiology and cardiology business
continued as sales were up 30 percent. Strong sales volume for the x-ray
contrast medium Optiray in North America and Europe, and product
introduction in Japan, which was begun in late 1992, were the main '

contributors. The production capacity expansions that were begun last
year for this product are planned to be completed during 1994. Management
expects continued sales increases for Optiray in international markets to
favorably impact results. U.S. sales growth is expected to moderate as
competition increases and the conversion rate to low osmolar x-ray
contrast media slows. Management expects,to begin launch of Albunex, its
ultrasound contrast agent, during the second half of 1994, assuming FDA
approval by the end of calendar 1993.

Nuclear Medicine sales increased 14 percent. Higher sales of thallium in
{the U.S. and Europe associated with double injection procedures and ;

pharmacological stress tests f avorably impacted results. The rate of
increase over last year for thallium sales moderated in the second half.
Higher TechneScan MAG 3 and UltraTag RBC agent kit sales and continued

;
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growth of OctreoScan sales in Europe contributed to .the improved results.
In May _ of - 1993, the FDA's ' Medical- Imaging Drugs Advisory Committee
recommended approval of OctreoScan. Assuming FDA approval by the'end of
calendar 1993, management expects to have OctreoScan on the U.S. market
during the first half of calendar 1994. OctreoScan and other new products
are expected to help sustain sales growth.

Anesthesiology and critical care sales improved 32 percent. Higher airway
management product sales, the full year impact of the_WarmTouch product
line sales, higher sales associated with the GEM family of blood gas and
electrolyte analyzers, and newly acquired businesses were all factors in
increased results. Management expects the 1993 acquisitions of Hemocue
Intressenter, A.B., a manufacturer of point-of-care blood chemistry
systems, and the Shiley brand of tracheostomy products to contribute to
future results.

1992 vs. 1991

Mallinckrodt Medical continued its excellent performance with improvements
in' net ~ sales and earnings in all of the company's principal businesses.
Not sales increased 21 percent while operating earnings were up 47 j

percent, combining to produce an operating margtn of 20.6 percent.
.\

|
,

Sales of radiology and cardiology products increased 27 percent. Higher
sales and lower manuf acturing costs for Optiray were principal f actors in

,

' the company's-growth. Optiray sales in the U.S. continued to be strong
while introductions in Europe, Japan and Mexico also' contributed. Higher
Hexabrix sales were also a f actor in the improved performance. ' To further

support the growth of Optiray, a $100 million expansion project was begun
in the second half of fiscal 1992. The proj ect involves increasing _ the
production capabilities of the Optiray plant in St. Louis and construction
of a new f acility in Ireland. Additionally, Albunex, ultrasound contrast
. agent was recommended for approval by the Radiology Device Advisory Panel
of the FDA during 1992. Once approved by the FDA, management expects to
introduce the product within six months.

Strong results for the nuclear medicine business were a significant f actor
in the year-to-year comparison. Sales increased 24 percent. Improvements
in thallium sales associated with double injection procedures and
pharmacological stress tests continued.

TechneScan MAG 3 and UltraTag RBC agent kit sales and lower manufacturing
costs were also contributors to the 1992 results. A $15 million capital
project for a f acility to manuf acture Mo99, a key raw material used in the
production of technetium-99m, was begun in Petten, The Netherlands.
Currently, Mallinckrodt Medical is one of the largest purchasers of Mo99
in the world, and this represents a vertical ' int eg ration of the key
strategic raw material for use worldwide. Full production at the new
facility is expected during 1995.
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. Sales of anesthesiology and critical care products were up 10 percent.
Earnings from' stronger sales ofcairway management products, GEM 6 and-GEM.
Stat were partially - of fset by . higher operating expenses primarily
associated with~ introduction of the GEM Premier blood gas analyzer and a
new warming system,'WarmTouch, designed to expand capabilities in patient

-temperature management.
,

,

MALLINCKRODT SPECIALTY CHEMICALS

(in millions) Years ended June 30 1993 1992' 1991'
Not sales '

' Ongoing operations
Pharmaceutical Specialties $212.0 $183.0 $186.0
Catalysts, Performance &

Lab Chemicals 183.3 184.9 208.3
Divested operations 395.3 367.9 394.3

and flavors business' 73.0 109.8'
$395.3 $440.9 $504.1

Operating earnings (loss)
Ongoing operations $45.9 $46.5. $43.6
Restructuring charges (51.3)

.'Divested operations
.

and flavors business' 13.2 16.9
(5.4) 59.7 60.5.

Pretax equity in joint venture 10.6 1.6

Earnings $5.2 $61.3 $60.5
'

Ongoing operating earnings as
a percent of ongoing sales 11.6% 12.6% 11.1%

' Restated to ' reflect the company's. reorganization effective July 1,
1992.

"
Includes the divestiture of the cosmetic and electronic. chemicals
businesses and pre-joint venture operating results of the . flavors -

.

business,

1993 vs. 1992

Mallinckrodt Specialty Chemicals' operating loss of $5.4 million included -
pretax restructuring charges of $51.3 million primarily to exit the
company's aromatic fluorine intermediates (AFI)' and photochemicals
businesses.

1

Excluding the restructuring charge', Mallinckrodt Specialty Chemicals'
operating earnings, plus. Its equity . in, the flavors . joint venture,
decreased $4.8 million f rom last year's result. Year to-year performance

~

comparisons were negatively influenced by additional 1993 expenses of $3.0
million from accounting changes for employee benefits, and, in 1992's
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second half, the formation of a flavors joint venture and the divestiture
of non-strategic businesses. After adjusting for these events, 1993
ongoing operating earnings improved 5 percent on a corresponding net sales
increase of 7 percent.

Pharmaceutical specialties ongoing sales improved 16 percent. Higher

sales volumes for acetaminophen (APAP) and medicinal narcotics, and to a
much lesser extent January price increases, contributed significantly to
the improved ongoing results. The Raleigh, North Carolina, acetaminophen
capacity expansion that was begun last year is expected to be completed
by mid-1994 at an estimated cost of about $17 million. The company's
continued investment in its recently started peptides business reduced
overall 1993 performance.

Catalysts, performance and lab chemicals ongoing sales were one percent
below last year principally because of lower AFI sales volumes and
recessionary conditions that plagued the business throughout most of 1993.
Although unable to predict precisely the timing, management believes these
businesses will gain momentum as 1994 unfolds. Higher sales from the new
lab chemical product disposal service f avorably impacted results. The AFI
and photochemicals businesses, which are to be exited, detracted f rom 1993
earnings.

The Tastemaker flavors joint venture earnings continued significant
posit;.ve momentum. Sales for the venture were nearly $200 million in its
first year ended December 31, 1992. Additional costs relating to
rationalization of its major production f acilities in the U.S. negatively
affected earnings in the first half of the fiscal year. Tastemaker's
performance improved in the last six months to exceed expectations for
1993.

1992 vs. 1991

Mallinckrodt Specialty Chemicals recorded solid operating results in 1992
| during a period of general business recession in the chemical industry,

while simultaneously ef fecting major changes in its business. A strategic'

| joint-venture partnership was formed effective February 1, 1992, between
| the company's and Hercules Incorporated's flavors businesses, and

non-strategic businesses were divested or exited. Given these changes,

j operating results have been restated to an ongoing basis to better

| characterize operating performance.

[ Mallinckrodt Specialty Chemicals', ongoing operating earnings improved to
| $46.5 million compared with $43.6 million in 1991, whereas ongoing net
| sales decreased by $26.4 million. On an actual reported basis, the

company's operating earnings plus its equity in the pretax earnings of its
flavors joint venture totaled $61.3 million, compared with $60.5 million
in 1991. The decrease in ongoing net sales resulted principally f rom
general line chemical business exits in 1992. Year-to-year operating

earnings growth also was adversely influenced by such exits. Flavors
joint-venture income was negatively af f ected by the company's chare of
pretax rationalization costs of $3.8 million.
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-Pharmaceutical specialties ongoing sales decreased 2 percent due to exit
from'the tannin business at the end of 1991. Higher volume of APAP and
narcotics sales. contributed' significantly with overall demand for
analgesics remaining st rong .' The European manufacturing capacity
expansion begten in 1991 and completed in April 1992 resulted in a near
doubling of capacity. Results for 1992 - were , negatively impacted by
temporary plant shutdowns in the first quarter, start-up costs related;to
the new peptides business and the exit-from the tannin business. I

|
Catalysts,- performance and lab chemicals ongoing ' sales were ' down 11
percent. Strategic business exits and recessionary conditions were
factors in the year-to year decrease. For the year _ catalyst results were
relatively flat compared with 1991. Results were helped by higher sales
of laboratory chemicals and other performance chemicals. Investment in |
the company's AFI business negatively impacted operating results. |

;

PITMAN-MOORE

|

,|(in millions) Years ended June 30 1993 1992 1991
Net sales

Animal Productivity $48.6 $58.2 $51.9
Antimicrobials 62.1 69.7 68.8- !

Biolo0icals 105.4 104.3 106.4
Parasiticides 146.9 156.4 145.9
Veterinary Specialties & Other 85.6 ~81.0 72.4
Total Animal Health 448.6- 469.6 445.4-

Feed Ingredients 169.5 172.2 177.5 j

$618.1 $641.8 $622.9 i

Operating earnings (loss) |
Ongoing operations $40.3 $69.0 $74.0
Restructuring charges (282.8)

.||$(242.5)- $69.0 .$74.0
OnDoing operating earnings as

'

a percent of sales 6.5% 10.8% 11.9%

|

;

1993 vs. 1992
|

Pitman Moore's operating loss of $242.5 million ' included pretax !
restructuring charges of $282.8 million related to actions taken as Ja -

result of its unsatisf actory performance. . The major components of the
charge were discontinuance of development of Pitman-Moore's Grolene~ brand '

of porcine somatotropin, including manufacturing and support facilities;
.

closure and consolidation of manufacturing plants and other distribution !

and support f acilities; ' redefinition and reorganization of research |and - g
development, commercial and administrative functions; exit from certain ~

'animal health businesses; and -severance costs related to a . substantial
work-force reduction. '

;

!

27

___ _ _ _ _ ._ .



.. . - . - .

~

;

;

Excluding J the restructuring charge, Pitman-Moore's operating earnings
. declined.to $40.3 million on a net sales decrease of 4 percent, mainly due
to higher manufacturing costs,- delayed . restart of certain ' plant ;

operations, lower North American sales volumes and European recessionary
conditions. . Continuing price pressures and lower volumes .rin feed

'

ingredients and $1.6 million in expenses from accounting changes for
-employee benefits were also negatives;- ,

'

Animal productivity sales were down 16 percent- primarily f rom the timing
of marketing and sales programs in the fourth quarter of 1992.

Antimicrobial sales decreased 11 percent from lower sales volumes because
of a previously reported production shutdown for' pharmaceutical products.

iBiological sales were up slightly due to f avorable pricing in Brazil which
was almost offset by competitive pricing pressures in North America.

Parasiticide sales declined 6 percent as favorable pricing and volume in
Brazil was more than offset by lower North ~ American sales volume,

,

'principally timing of marketing and sales programs related to levamisole-
products.

Veterinary specialties sales improved 6 percent from increases across a
broad range of these' products.

,

1992 vs. 1991
,

Pitman-Moore's 1992 net sales increased 3 percent f rom 1991's performance.
Sales- improvement aggregating in excess' of 9 percent occurred in
Pitman-Moore's animal productivity, parasiticide and veterinary

specialties product categories, Feed ingredients sales decreased 3 4

percent, partially offsetting these improvements. The company's sales
growth was achieved despite the recessionary impacts on most major product
lines in the U.S., Europe, Australia and New Zealand. ,

Despite the sales increase, Pitman-Moore's-operating earnings decreased .,

'
7 percent f rom the previous year. Contributing to this decrease was $4.8
million in pretax costs from the 1992 third quarter suspension of sales
and shutdown of production of animal- pharmaceuticals produced at

'

'

Pitman-Moore's Kansas City, Kansas, f acility. Sales of. pharmaceuticals
products manuf actured at the Kansas City f acility approximated $15 million ,

in 1991.
.

In the fourth quarter of 1992, Pitman-Moore initiated a restructuring
program, The associated pretax charge of . $12.8 million was virtually

. '
offset by adjustments made to certain excess- accruals that were
established at - the time Pitman-Moore acquired Coopers Animal Health in -
July 1989. ,

Animal productivity sales were up 12 percent. A higher volume of Ralgro
anabolic agent sales, due in part to the timing of marketing and sales ,

programs, was the principal f actor. Also, the company's anticoccidial for
chickens and turkeys, Clinacox,.was launched in Canada in 1992. Sales of
this product in certain Latin American countries also increased in 1992. -

|
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- Antimicrobial sales were essentially flat. Sales growth 'in Europe and
~

Asia / Pacific was _ primarily ' f rom products ' launched in 1991. This
improvement was offset by the' sales decrease related to the pharmaceutical ;

production: issue at the company's Kansas City, Kansas, facility. '

- Biological" sales declined from last' year by' 2 percent, resulting from j
recessionary conditions in Europe, which offset sales gains in Brazil and i

North America.
,

't
Parasiticide sales increased 7 percent despite recessionary conditions in

_

Europe. This business continued to benefit from a. product-line exchange ,

which occurred in the fourth quarter of 1991. Growth in sales of EXspot, :|
a canine topical flea and tick control product, which is part of the
Defend product line in the U.S., was also a factor.

|
Veterinary specialties ~ sales were up 12 percent with the acquisition of
the Horse Health business in December 1991 accounting for most of the -

improvement. '

Feed ingredients si les decreased .3 percent, reflecting downward price ;

pressures which more than offset the impact of worldwide volume gains.
.

'Increased sales in Latin = America and Asia were more than offset by the
sales decline in North America.

.

CORPORATE MATTERS

,

In 1993 corporate expense increased $5.0 million to $35.5 million because

of pretax charges- of $5.5 million for executive resignations resulting
from the performance of Pitman-Moore.

|

Corporate expenses declined to $30.5 million in 1992 from $36.5 million
in 1991. Lower expenses in 1992 were principally from lower spending by
headquarters functions and reduced costs associated with performance-based
compensation plans.

Interest and other nonoperating income declined to $2.6 million in 1993
from $15.3 million-in 1992 and $11.4 million in 1991. Gains aggregating
$10.7 million from sales of investments were' recorded in~1992. Results' ,

for'1993 also reflect lower interest income versus both 1992 and 1991. .

Interest' charges decreased $2.3 million and $3.1 million in 1993 and 1992,
respectively. Refinancing of higher cost international borrowings with i

intercompany debt during 1993 and 1992 and the. redemption of the 9.35% .,

debentures in April 1992 f avorably affected these comparisons. In 1993,. (

these favorable variances were partially offset by interest charges for''
,

higher borrowings.
{
,

#
4

: i
*
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IMCERA's reported effective tax rate'for continuing operations was 14.5-
percent in-1993. Excluding the impact of restructuring charges.and FAS
109, that-rate was 36.8 percent (compared with 36.5 percent in 1992 and
36.6 percent in 1991) . The lower reported 1993 rate is primarily from the
Company's inability to provide benefits on certain foreign operating
losses and capital losses attributable to the restructuring charges. This
impact is offset only slightly by the favorable impact of FAS 109. See
Note H of Notes for further discussion of income taxes.

FINANCIAL CONDITION

IMCERA's financial resources are expected to continue to be adequate to
support existing businesses, fund the approximately $100 million af ter-tax

,

cost of cash expenditures for the Company's restructuring program and fund
new opportunities. Since June 30, 1992, cash and cash equivalents
decreased . $16.8 million. Operations provided $136.6 million of cash,
while acquisition and capital spending totaled $389.5 million, $96.1
million of which related to the Hemocue acquisition and $90.2 million
related to the Shiley tracheostomy products acquisition. In July.1993,
the Company received $51.9 million in cash for its IMC Fertilizer Group,
Inc. (IFL) dividend receivable. The Company'.s current ratio at June 30,
1993, was 1.3:1. Total debt as a percentage of invested capital was 41
percent.

In August 1987 and October 1988, the Company's Board of Directors
authorized repurchase of a total of 42.0 million shares of its . common
stock. Since then 28.9 million shares have been purchased under this
authorization, of which 207,700 shares were purchased during the year
ended June 30, 1993.

On April 8, 1992, a shelf registration statement was filed with the SEC
for $250 million of debt securities, all on~ terms to be determined at the
time of the actual off erings for. sale. No offerings have occurred. Net
proceeds from the sale of any debt securities would be used-for general
corporate purposes, except as noted in any prospectus supplement.

The Company has a $350 million private-placement commercial paper program.
This~ program.is backed by $450 million of U.S. lines of credit,.of which
$350 million is available until August 1996 and $100 million is available
until August 1994. IMCERA also has two $50.0 million U.S. credit

facilities which expire in February and March of 1994. At June 30, 1993,
commercial paper borrowings and borrowings under the U.S. credit line-
amounted to $280.5 million and $36.0 million, respectively. At June 30,
1993, non-U.S. lines of credit totaling $176.5 million were also available
and borrowings under these lines amounted to $48.2 million. The non-U.S.
lines are cancelable at any time. IMCERA also has an agreement expiring
in April 1994, which has not been utilized, under which up' to $50 million
of subsidiary. trade receivables could be sold without recourse.

Estimated capital spending for the year ending June 30, 1994, is
approximately $260 million.
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OTHER MATTERS

The Company does not consider the present rate of inflation to have a
i

significant impact'on the businesses in!which it operates except for the
hyperinflationary effects on the Latin American businesses of Pitman-Moore
which are discussed in Note P of Notes.

See Note T of Notes for a discussion of environmental matters.
)
!

J
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Repo'rt ofiIndependent Auditors .j

To the Shareholders and Board of Directors of IMCERA Group Inc.

We have audited the accompanying consolidated balance sheet of. IMCERA
Group Inc. as of. June 30, 1993-and 1992, and the related consolidated
statements of operations, changes.in shareholders' equity and cash flows
for each of the three years in'the' period ended June 30,.1993, appearing
on pages 33 through 55. Our audits also included the financial statement

schedules listed in the Index at Item 14(a). These financial statements '

and related schedules are the' responsibility of the Company's management.
Our responsibility is to express an opinion on these financial statements
and related schedules based on our audits.

We conducted our audits in accordance with generally accepted auditing '

standards. Those standards require that we plan and perform the audit. to
,

obtain reasonable assurance about whether the financial fstatements are
free of material misstatement. An audit includes examining, on'a test
basis, evidence supporting the. amounts and disclosures in the financial
statements and related schedules. An audit also includes assessing.the
accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We -

believe that our audits provide a reasonable basis.for our opinion.

In our opinion, the financial statements ref erred to above present f airly,
in all material respects, the consolidated financial position of IMCERA
Group Inc. at June 30, .1993 and.1992, and the consolidated results of its
operations and its cash flows for each of the three years in the' period
ended June 30, 1993 in conformity with generally accepted accounting
principles. Also, in our opinion, the related financial' statement
schedules, when considered in relation to the basic financial statements
taken as a whole, present f airly in all material respects the information -
set forth therein.

As discussed in Notes H and M to the consolidated financial statements,
in 1993 the Company changed its method of accounting for income taxes and
employee benefits.

,

I
Ernst & Young
Chicago, Illinois
August 10,'1993
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.INFORMATION BY BUSINESS SEGMENT
-

NET SALES

(in elliions) 1993 1992 1991 i

Mallinckrodt Medical $783.1 $620.3 $512.5,

Mallinckrodt Specialty Chemicals 395.3 440.9 504.1
,

Pitman Moore 618,1 641.8 622.9
Intersegment sales (.2) (.1) (5.6)

Consolidated $1,796.3 $1,702.9 $1,633.9

EARNINGS AND ASSETS

Earnings (Loss) from Continuing
Operations Before Income Taxes Identifiable Assets

(In sillions) 1993 1992 1991 1993 1992 1991
Mallinckrodt

Medical $174.4 $127.8 $86.9 $888.6 $634.0 $528.7-
Mallinckrodt

Specialty
Chemicals (5.4) 59.7 60.5 460.8 486.8 463.3

Pitman Moore (242.5) 69.0 74.0 698.0 778.9 660.6
Corporate (35.5) (30.5) (36.5) 132.8 151.8 480.0
Eliminations (.5) (.3) (2.6) (.7) (.3)
Discontinued

operations 117.9
Operating

earnings (loss) (109.0) 225.5 184.6
Equity in pretax

earnings of
joint venture 10.6 1.6

Interest and other
nonoperating
income, net 2.6 15.3 11.4

Interest charges (37.3) (39.6) (42.7)
Consolidated $(133.1) $202.8 $153.3 $2,177.6 $2,050.8 $2,250.2

l
1

PROPERTY, PLANT AND EQUIPMENT

Capital Expenditures Depreciation and Amortization
(In sallions) 1993 1992 1991 1993 1992 1991
Mallinckrodt

Medical $95.0 $44.4 $52.8 $37.1 $27.2 $25.5
Mallinckrodt

Specialty
Chemicals 46.2 35.9 39.2 28.0 29.2 31.5

Pitman Moore 45.9 54.1 30.4 28.8 30.5 28.2
Corporate 1.2 16.0 1.0 2.2 2.4 1.4 )

Consolidated $188.3 $150.4
_$123.4 $96.1 $89.3 $86.6

(See Note Q of Notes to Consolidated Financial Statements)
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CONSOLIDATED STATEMENT OF OPERATIONS
(Inmitkionsexceptpershareamounts) I

>

Years ended June 30 1993 1992 1991

Net sales .$1,790.3 $1,702.9 $1,633.9

Operating costs and expenses
Cost of goods sold 970.6 915.6 910.0
Selling, administrative and general expenses 511.2 480.3 457.4
Research and development expenses 95.3 90.5 80.8

'
Restructuring costs - Note A 334.1
Other operating (income) expense, net (5.9) (9.0) .1.1 ;

1,905.3 1,477.4 1,449.3
,

Operating earnings (loss) (109.0) 225.5 184.6
,

Equity in pretax earnings of

joint venture Notes A and E 10.6 1.6
Interest and other

nonoperating income, net 2.6 15.3 11.4
Interest charges - Note F (37.3) (39.6) (42.7)

Earnings (loss) from continuing
operations before income taxes (133.1) 202.8 153.3

Income tax provision (benefit) - Note H (19.3) 74.0 56.1-

Earnings (loss) from continuing operations (113.8) 128.8 97.2 ,

Loss from discontinued operations - Note A (0,0) (1.3) (9.0)
Earnings (loss) before cumulative i

ef fects of accounting changes' (119.8) 127.5 88.2
Cumulative effects of accounting

changes - Notes H and M (80,6)

Net earnings (loss) _(200.4) 127.5 88.2
Preferred stock dividends (.4) (.4) (.4)

f

Available for common shareholders $(200,8) $127.1 $87.8
-

EARNINGS (LOSS) PER COMMON SHARE - Note 8
Continuing operations $(1.48) $1.65 $1.37.
Discontinued operations (.08) (.02) ('13) *

.

Earnings (loss) before cumulative

effects of accounting changes (1.56) 1.63 1.24,

Accounting changes (1.04)

Net earnings (loss) $(2.60) $1.63 $1.24

(See Notes to Consolidated Financial Statements)
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1

CONSOLIDATED BALANCE SHEET
(In millions except per share amounts)

ASSETS

At June 30 1993 1992
Current assets

Cash and cash equivalents $51.3 $68.1
Trade receivables, less allowances

of $13.4 in 1993 and $11.6 in 1992 319.4 320.6
IFL dividend receivable Note E 51.9
Inventories - Note D 353.4 361.1
Deferred income taxes - Note H 21.3
Other current assets 39.2 53.7

836.5 803.5
Investments and long term receivables, less allowances of

$12.5 in 1993 and $7.0 in 1992 - Note E 132.6 176.7
Property, plant and equipment 1,192.9 1,054.6
Accumulated depreciation (494.0) (362.5)

Not property, plant and equipment - Note F 698.9 '692.1
Intangible assets Note G 466.9 378.5
Deferred income taxes Note H 42.7

$2,177.6 $2,050.8

LIABILITIES

Current liabilities

Short-term debt - Notes J and K $189.4 $109.8
Accounts payable 117.6 136.2
Accrued liabilities - Note I 311.9 185.9
Income taxes payable Note H 11.4 20.0
Deferred income taxes - Note H 2.5

632.8 451.9

Long-term debt, less current maturities Notes J and K 427.6 263.9
Deferred income taxes - Note H 25.5 41.7
Accrued retiree health care costs - Note M 121.0 14,0

Other noncurret. liabilities and deferred credits 60.2 55'1
Commitments and contingencies Notes S and T

SHAREHOLDER $' EQUITY - NOTES N ANO O
Preferred stock 11.0 11.0
Common stock, par value $1, authorized 300,000,000 shares;

issued 87,116,289 shares in 1993 and 1992 _87.1 87.1
Capital in excess of par value 262.4 253.1
Reinvested earnings 780.3 1,013.9
Marketable securities valuation allowance (2.2) (1.8)
Foreign currency transistion (56.4) 39.1
Treasury stock (171.7) (178.2)

310.5 1,224.2

$2,177.6 $2,050.8

(See Notes to Consolidated Financial Statements)
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'

CONSOLIDATED STATEMENT OF CASH FLOWS
(In millions) |

I

I

.a

Years ended June 30 1993 1992 1991

CASH PROVIDED (USED) 8Y OPERATIONS
Net earnings (loss) $(200.4) $127.5 $88.2
Adjustments to reconcile net earnings (loss)

to net cash provided by operations
Cumulative effects of accounting changes 80.6
Depreciation and amortization 96.1 89.3 86.6 .

)(Gains) losses on disposals of assets (2.4) (14.3) 3.3
J

,
Restructuring costs 312.6
Retiree health care costs 7.1
Deferred income taxes (60.6) 19.6 (3.4)
Discontinued operations (9.7) (3.5)
Other, net (58.4) (42.1) (23.6) -

-|
174.6 170.3 147.6

Changes in working capital

Receivables 9.7 (39.1) (35.7)
Inventories (11,1) (45.4) (28.4)
Accounts payable, accrued

liabilities and income taxes (37.6) .(61.3) 88.8
other, net 1.0 .1 (7.2)

136.6 24.6 165.1

I

CASH PROVIDED (USED) 8Y INVESTING ACTIVITIES
Capital expenditures. (188.3) (150.4) (123.4)
Acquisition spending (201.2) (35.6)' (22.1)
Short-term investments 147.8 (116.0)
IFL stock sales 139.3 245.4 j

Proceeds from asset disposals 19.9 44.5 2.9 !

Other, net (15.6) (4.7) (10.9) ,

(385.2) 140.9 (24.1)

CASH PROVIDED (USED) BY FINANCING ACTIVITIES ,

Increase (decrease) in short term debt 71.4 (225.0) 12.7
Payments on long-term debt (11.1) (64.4) (232.6) ,

Proceeds from long-term debt 193.3 7.6 4.2
Issuance of IMCERA common stock 17.9 33.9 213.8
Purchase of IWCERA common stock (6.5) (33.8) (1.6)
Dividends paid (33.2) (29.5) (23.7). .

*
231.8 (311.2) (27.2)

Increase (decrease) in cash and cash equivalents (16.8) (145.7) 113.8

Cash and cash equivalents at beginning of year 68.1 213.8 100.0

Cash and cash equivalents at end of year- 151.3 $68.1 $213.8

e

(See Notes to Consolidated Financial Statements)
t

t
t
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CONSOLIDATED STATEMENT OF CH'ANGES IN SHAREHOLDERS' EQUITY
(In millions except per share amounts)

Capital
in Excess Rein.

]|Preferred Common of Par vested Treasury
Stock Stock Value Earnings Other Stock |

BALANCE, JUNE 30, 1990 $10.0 $144.0 $56.0 $851.4 $18.2 $(254.8) |
Net earnings 88.2
Dividends

4 Percent pre + '

ferred stock

($4.00 a share) ( 4)
Common stock

($.3333 a share) (23.3)
Issuance of common

stock in public
offering 106.2 83.7

Stock option exercises 1.2 16.1 6.6
,

Purchase of I

IMCERA common stock (1.6)~ |Marketable securities
valuation adjustment- 2.9

Translation adjustment (20.7)
Other .8 (.3) |BALANCE, JUNE 30, 1991 10.0 145.2 179.1 915.9 4 (106.4) {Net earnings 127.5
Dividends |

4 Percent pre.
ferred stock

,

($4.00 a share) (.4)
Common stock

($.3833 a share) (29.1) ;
Change in par value (116.2) 116.2

1Common stock split 58.1 (58.4) |
Stock option exercises 14.4 19.8
Purchase of .,

|IMCERA common stock (33.8) .{Marketable securities
valuation adjustment (.7)

Translation adjustment 37.6
Other 1.0 1.8 2.2
BALANCE, JUNE 30, 1992 11.0 87.1 253.1 1,013.9 37.3 (178.2) !
Net loss (200.4) i

Dividends '

4 Percent pre-
,

ferred stock .I($4.00 a share) (.4) '

Common stock
i($.43 a share) (32.8) .!

Stock option exercises 7.1 10.8
Purchase of

IMCERA common stcck (6.5) :Marketable securities
]valuation adjustment (.4) |Translation adjustment (95.5) ;

Other 2.2 2.2 '

BALANCE, JUNE 30, 1993 $11.0 $87.1 $262.4 $780.3 $(58.6) $(171.7)

(See Notes to Consolidated Financial Statements)

!
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Notes to Consolidated Financial Statements -

(In sillions except per share amounts)

ACCOUNTING POLICIES

:

Principles of Consolidation ;

Financial statements of all subsidiaries are consolidated. Investments
in 20-50 percent owned affiliates are reported on the equity method.

Accounting Changes

In the fourth quarter of 1993 IMCERA adopted Statements of Financial j

Accounting Standards (FAS) No. 106 " Employers' Accounting for

Postretirement Benefits Other Than Pensions", FAS No.109 " Accounting for t

Income Taxes".and FAS No. 112 " Employers' Accounting for Postemployment
Benefits," all retroactive to July 1, 1992. See also Notes-H and M. -

Foreign Currency Translation

iThe financial statements of most of the Company's international affiliates
are translated into U.S. dollars using current exchange rates. Unrealized
translation adjustments are included in shareholders' equity in .the .

Consolidated Balance Sheet. The financial statements of international !

affiliates that operate in hyperinflationary economies, principally Brazil
'and Argentina, are translated at either current or historical exchange-

rates, as appropriate. Unrealized translation adjustments are included
in operating results for these affiliates.

,

Cash and Cash Equivalents

Cash and cash equivalents consist primarily of. certificates of deposit,
time deposits and other short-term securities with maturities of three
months or less from the date of purchase.

Inventories

Inventories are stated at the lower of cost or market. Cost for
inventories is determined on either an average or first-in, first out

basis.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost. Depreciation is' based
upon estimated useful lives of 15 to 45 years for buildings and 3 to 15'

years for machinery and equipment, using principally the straight-line
method.

38
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NOTE A

Changes in-Business

Restructuring Program

In the fourth quarter of 1993 the Company recorded a restructuring charge-
of $334.1 million, $242.2 million after taxes, or $3.13 a. share,

Restructuring actions related to the program are in process and will take.
about two years to complete. After-tax cash expenditures 'for
restructuring are expected to total approximately $100 million. The
Pitman-Moore protax restructuring charges of $282.8 million included the-
discontinuance of the development of Grolene brand of porcine
somatotropin, including manuf acturing and support f acilities; closure and
consolidation of manufacturing- and other distribution and support
facilities; redefinition and reorganization of research and development,

.

commercial and administrative functions; ' exit of certain animal health
businesses; and severance costs related to a substantial work-force
reduction. As part of the overall program, Mallinckrodt Specialty *

Chemicals also recorded a pretax charge of $51.3 million, primarily to j
exit its aromatic fluorine intermediates and photochemicals businesses. |

t

Acquisitions !

In 1993, IMCERA's Mallinckrodt Medical business acquired the businesses 1

of Hemocue Intressenter, A.B., a manufacturer of point-of-care blood jchemistry systems, and the tracheostomy products business of Sorin
4

Biomedical, Inc. The acquisitions were accounted for as purchases. The ]cost of these acquisitions, including acquisition accruals, totaled $198.0 1

million. The results of operations of these acquisitions were included )
in the consolidated financial statements f rom their respective acquisition
dates. Results of operations for periods prior to acquisition were not j
material to IMCERA. ''

!

Tastemaker Joint Venture

Effective February 1, 1992, the Fries & Fries, Inc. unit'of Mallinckrodt
Specialty Chemicals Company and Hercules Incorporated's flavors businesses
were combined to form a 50/50 joint-venture partnership. Results
subsequent to the formation of the joint venture.were recorded on a pretax I
equity basis. 1992 results included charges totaling $3.8 million, $2,4
million after taxes, or $ 03 a share, for combining the two businesses.
Related income taxes were included in the Company's-consolidated income
tax provision.

Divestitures
|

In 1992, Mallinckrodt Specialty Chemicals disposed of its electronic and
cosmetic chemical businesses. Results of operations and the effect of the
disposition of these businesses were not material to IMCERA.
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.-

IFL' Stock Sales and Other Discontinued Operations
|

In March 1991, the Company entered into a sale and option agreement with ;

"-IFL under which IFL purchased, by July 1991, all 10 million shares of IFL
common stock which IMCERA owned. As a consequence.of the agreement with
IFL, the-IMCERA financial. statements and related notes.show the results
of IFL on-a discontinued basis, Discontinued operations in::luded a net
loss from IFL-related effects of'$2.8 million, or $.04 a sharei in 1991.

Discontinued . operations for 1993, 1992 and 1991 also --included other ,

charges, primarily for environmental and litigation costs as follows

1993 1992 1991

Net'of taxes $6.0 :$1.9 $6.2
Per share $.08 $,02- $.09 ,

i
.

I

i
NOTE B

i

Earnings Per Common Share

iEarnings per common share amounts were computed on the basis of the
weighted average number of common and common equivalent shares

,

outstanding. Such weighted average shares used in the computations were |
'

77,408,668 in 1993; 77,801,473 in 1992; and 70,633,758 in 1991.
:

!
'

NOTE C

"
Supplemental Cash Flow Information

1993 1992 1991
,

Interest paid $35.8 $34.1 $42.2 ;

Income taxes paid $35.1 $63.3 $17.1
Noncash investing and
. financing activities: .!

Issuance of IMCERA common stock
from exercise.of stock options $2.4

. Purchase of IMCERA common stock
from exercise of stock options $1.7

Issuance of IMCERA common stock
for' restricted stock awards $4.4 $5.0

t

$

e

,

I
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. NOTE D

,

. Inventories
,
,

At June 30 - 1993 1992

Mallinckrodt Medical- .5128.5 $113.7' ;

MallinckrorJt Specialty Chemicals 94.1 102.1 '

Pitman-Moore 131.6 146.11 |

,Intersegment eliminations (.8) (.8)
$353.4 $361.1

NOTE E

Investments and Long-Term Receivables ]
:

At June 30 1993 1992

Tastemaker joint venture $62.0 $57.1
IFL dividend receivable 51.9
Other investments 19.1 19.6
. 0ther long-term receivables, net 51.5 48.1

,

$132.6 $176.7 |
. _ . _ . . . . .

.

The IFL dividend receivable represents an amount equal to the proceeds .
(but not in excess of $51.9 million) which IFL received f rom an insurance |

claim related to Canadian potash operations. This dividend was included
in current assets at June 30, 1993, and was paid by IFL in July 1993.

Certain long-term investments were sold during 1992 for pretax gains
totaling $10.7 million, $6.7 million after tax?s, or $.08 a share. |

l
1

i

NOTE F
,

Property, Plant and Equipment |

At June 30 1993 1992
Land $67.5 $63.0 [
Buildings and leasehold improvements 270.1' 239.0 '

Machinery and equipment 695.5 643.3 .

Construction in progress 159.8 109.3 !

1,192.9 1,054.6- |
Accumulated depreciation (494.0) _(362.5) |
Net property, plant and equipment $698.9 $692.1 ,

.i

Interest costs capitalized were $6.3 million in 1993, $1.8 million in 1992
,

and $1.5 million in 1991.

41i.
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" NOTE G

Intangible Assets

At June 30 1993 1992
' Patents and technology $55.5 $27.1
Contracts 18.8 18.8
Goodwill and other intangibles 529.0 381.6

-603.3 427.5
Accumulated amortization (150.2) (79.7)

453.1 347.8 '

<

Deferred charges 13.8 30.7
$466.9 $378.5

Identifiable intangible assets are amortized over estimated useful lives
of up to 5 years far contracts and 17 to 25 years for patents and
technology. Goodwill and other intangibles are amortized .on a
straight-line basis, primarily 20 to 40 years.

NOTE H

Income Taxes

In the fourth quarter of 1993, the Company adopted the provisions of FAS
109, " Accounting for Income-Taxes", retroactive to. July 1,.1992. The

g adoption of this standard changed the Company's method of accounting for
income taxes f rom - the deferred method to the liability methoi. The
cumulative ef f ect of this change at July 1,1992, amounted to a charge of
$16.5 million, or $.21 a share. Apart from the above charge, the effect
of this change on 1993 continuing operations was favorable by $1.6
million, or $.02 a share. Financial statements for years prior to 1993
were not restated. Information shown below for those prior years was
determined under the deferred method.

Income taxes included in the Consolidated Statement of Operations were:

1993 1992 1991

Continuing operations $(19.3) $74.0 $56.1-
Discontinued operations (3.1) 7.3 9.5
Cumulative effect of

accounting changes 19.4 't

$(3.0) 581.3 $65.6
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-The. geographical sources' of earnings (loss) from continuing operations ,

*

before income taxes were-
;

1993 1992 1991
'

United States $(126.2) $122.4 $89.2
Outside United States (6.9) 80.4 64.1 i

$(133.1)' $202.8 $153.3

.

The components of the. income tax provision (benefit) charged (credited)
to continuing operations were:

1

1993 1992 1991 .j

Current I

U.S. Federal $15.0 $12.7 $10.7
U.S. State and local 6.5 5.2- 3.2
Outside United States 19.8 16.3 20.1 1

41.3 34.2 34.0 l

Deferred
U.S. Federal (57.3) 26.2 17.0
U.S. State and local .(2.9) 1.8 1.7

Outside United States (.4) 11.8 3.4
,

(60.6) 39.8 22.1 !

$(19.3) $74.0 $56.1 )
|

i

Factors causing the effective tax rate for continuing operations to differ
from the U.S. Federal statutory rate were: I

!

1993 1992 1991
!Computed tax at the U.S.

Federal statutory rate $(45.3) 369.0 $52.1
Adjustments to income tax accruals (5.0)- (5.0) (5.0)
U.S. state income taxes 5.8 4.6 3.3
Lower Non-U.S. rates (10.1) (3.7) (.5)
Non-U.S. losses with no tax benefit 11.0 4.5 2.2
Nondeductible goodwill 3.0 3.0- 2.9
Valuation allowances .3
Restructuring 21.7
Other items.(none in

excess of 5% of computed tax) (.7) 1.6 1'1.

Income tax provision (benefit) $(19.3) $74.0 $56.1
Effective tax rate 14.5% 36.5% 36.6%

-

.IMCERA's effective tax rate for-1993 before the net tax benefits for-
restructuring and FAS 109 impacts was 36.8 percent.
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:

The f avorable adjustments' to income tax . accruals. included -in the preceding
table resulted from the conclusion of income tax audits that spanned a
number of years. $

Deferred income tax balances at June 30, 1993, were related.to: I
$

Asset Liability
-Property, plant and equipment $64.5

.Employee benefits $51.6 |
*

Restructuring accruals 84.1 '

Environmental accruals 4.1
Intangible assets 26.7 '

Net operating losses 45.3 .

Alternative minimum tax credit 18.9 '
Receivables 26.7
Other, net .2
Valuation allowance ;

49.9 ,

$204.0 $168.0

'!

Included in 'the FAS 109 adoption at July 1, 1992, were valuation
allowances of $15.7 million, i

Under previous income tax accounting rules, deferred income taxes were
provided for timing differences in the recognition of income and expense
for tax and financial statement purposes. The principal components of the

;

U.S. Federal and state and local provision for def erred. income . taxes f rom i

continuing operations- in 1992 and 1991 were deferred tax provisions for
;

various timing diff erences, primarily depreciation, employee compensation ]and benefit-plan related items, and acquisition liabilities. In 1991, :there were also adjustments of net deferred tax credits through '

utilization of net operating losses (NOLs).
!

At June -30, 1993, IMCERA had an alternative minimum tax credit
carryforward of $18.9 million available to reduce future Federal taxes' '

payable. The alternative minimum tax credit has an unlimited carryforward .

period.

The Company also had N0L carryforwards of $45 million from its non-U.S.
operations, primarily in the Germany ($24 million with no expiration

,

date). !

Undistributed earnings of certain subsidiaries outside the United States
. are considered to be permanently invested. Accordingly, no provision for- '

income taxes was made for undistributed earnings of: such subsidiaries
which aggregated $141 million at June 30, 1993.

The income tax provisions for discontinued operations related to the
-Company's equity in IFL earnings reflect a benefit of $2.4 million.in 1991
from the dividend received deduction and a charge for book and tax basis
differences relative to the Company's investment in IFL stock- that
amounted to $9.7 million and $14.5 million in 1992 and 1991, respectively

,

44

. - _ ._ - .- -. _ . . - _ ._



NOTE.1

Accrued liabilities

At June 30 1993- 1992

Restructuring accruals $147.0 $13.6
Salaries, wages and' bonuses 22.6 31.7
Former operations 19.1 23.3
Interest 7.6 9.7
Taxes other than income taxes 14.3 11.6
Pension 9.7 6.8

Sales promotions and incentives 16.6 13.4
Other 75.0 75.8-

$311.9 $185.9

NOTE J

Debt

The components of short-term debt were:

At June 30 1993 1992

Notes payable $84.2 $96.2
Commercial paper 90.5
Current maturities of long-term debt 14.7 13.6-

$189.4 $109.8
.

!

;

The components of long term debt were:

At June 30 1993 1992 -

Commercial paper $190.0
9.875% debentures due in annual ~ installments

I-of $15.0 million, beginning in 2002, with
final payment of $12.8 million in 2011 134.6 ,$134.5

8.75% promissory note due in annual.
Installments of $10.3 million, with-

final payment of $10.7 million in 2000 51.8 .72.3
Other 65.9 70.7

442.3 277.5 y

Less current maturities 14.7 13.6-
*

$427.6 $263.9

,
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!

At' June ' 30, 1993, commercial . paper totaling $190.0 million has' been
classified as long-term debt as it is backed by long-term lines of credit.

|
The 9.875% debentures are redeemable at ' the option of IMCERA at .100
percent in 2001 and_thereafter.

|

Maturities of long-term debt for the next five years-are: 1994 - $14.7 |
million; 1996 - $22.7 million; 1996 $12.0 million; 1997 - $207.6 million

'

(includes $190.0 million of commercial paper); and 1998 - $27.6 million. 4

The only material financial instruments which were not included in the ,

Consolidated Balance Sheet at amounts which approximate fair values were
certain debt instruments. The carrying value of long-term debt and
related current maturities was $194.9 million and the fair value was
$240.3 million at June 30, 1993. The f air value of the long-term debt was
estimated based on the current interest rates available to the Company for
debt with similar maturities and characteristics.

|

NOTE K

Lines of Credit

The Company has a $350 million private-placement commercial paper program. i

This program is backed by $450 million of U.S. lines of credit'of which -i
$350 million 1s available until August 1996 and $100 million is available
until August 1994. Under the terms of these agreements, int'erest rat'e's
are determined at the time of borrowing and are based on London Interbank i

Offered Rates plus .40 percent or other alternative rates. IMCERA also i

has two $50 million U.S. credit facilities which expire in February and
March of 1994. Interest on these credit agreements is at prime or other
alternative rates. Commercial paper and borrowings under the U.S. credit
lines of $280.5 million and $36.0 million, respectively, were outstanding.-
at June 30, 1993. Non-U.S. lines of credit totaling $176.5 million are
also available and borrowings under these lines were $48.2 million at June |
30, 1993. These non U.S. lines are cancelable at any time. IMCERA also
has an agreement expiring in April 1994, which has not been utilized,

.

under which up to $50 million of. subsidiary-trade receivables:could be-
sold without recourse for cash proceeds less a discount based on prime
commercial paper rates plus .30 percent. !

*

NOTE L
,

Pension Plans
J
t

The Company's pension plans provide for retirement benefits based on years
of service and the level of compensation for the highest three to five
years occurring generally within a period of up to 10 years prior to

,retirement. Contributions to the U.S. plans-meet ERISA minimua funding. ~

requirements.

t
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Pension expense for continuing operations follows:

1993- 1992 1991
Service cost $17.1 $15.2 $15.1~
Interest cost on !

projected benefit obligations 29.9 27.8 26.8
Actual return on' plan assets (35.0) (39.1) -(29.7) |
Net amortization of initial

unrecognized asset and
deferral of subsequent-
unrecognized. net gains
and losses 9.3 13.5 5.5

$21.3 $17.4 $17.7

Assumptions used in determining U.S. pension expense ($15.7 million, $12.4
million and $11.3 million in 1993, 1992 and 1991, respectively) follow:

.

,

1993 1992 1991 !
Discount rate 8.5% 9% 9%

,

Long-term rate of return on assets 10% 10% 10%
Compensation increase rate 6% 6% 6%

t

1

The plans' assets mostly relate to U.S. plans and consist primarily'of
corporate equities, U.S. government -debt securities and units of
participation in a collective short-term investment fund.

The funded status of IMCERA's U.S. and non-U.S. pension plans and amcunts
recognized in the balance sheet follow:

L

6

1993 1992 *

Plans With Plans With Plans With Plans With
Assets in Accumulated Assets in Accumulated
Excess of Benefits Excess of Benefits

Accumulated in Excess Accumulated -in Excess
*

Benefits of Assets Benefits of Assets ;

Assets at fair value $304.8 $29.3 $311.3 $7.4 *

Actuarial present value

of benefit obligations

Vested benefits 218.5 49.0 222.1 27.2
Nonvested benefits 6.3 4.0 . 6.1 3.6

Accumulated benefit obligations 224.8 53.0 228.2 30.8
Projected future salary increases 84.6 14.7 70.0 12.5

Projected benefit obligations 309.4 67.7 298.2 43.3

Projected benefit obligations
(more) less than assets (4.6) (38.4) 13.1 (35.9)

Items not yet recognized in. earnings
Unrecognized net (gain) loss 7.3 4.3 -(17.3) 4.0 -

Unamortized transition
(esset). liability .(2.0)- 14.3 (1.1) 15.7

r

(Accrued) prepaid pension liability $.7 $(19.8) $(5.3) $(16.2) {

i
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NOTE M

Postretirement Health Care.and-Postemployment Benefits

IMCERA provides certain health care benefits for U.S. salaried and hourly
retired employees. Employees may become eligible for health care benefits
if they retire after attaining specified age and service . requirements
while they worked for the Company. Health care benefits are paid directly

;

by IMCERA. '

|

In the turth quarter of 1993, the Company adopted FAS 106 * Employers'
Accounting for Postretirement Benefits Other Than Pension 4 Benefits"
retroactively to July 1,1992. This statement requires that the cost of
these benefits be accrued during the employees' working careers. The
Company has elected to immediately recognize the transition obligation
rather than amortize it over future periods. The cost of providing these
benefits was previously recognized in the period in which the benefits
were paid.

The cumulative effect of the change as of July 1, 1992, was a charge of
$63.0 million, or $.81 a share, af ter a deferred tax benefit of $35.3
million. The current year incremental effect of FAS 106 was a charge of
$7.1 million, $4.5 million after taxes, or $.06 a share. 1

The components of the 1993 cost of these postretirement benefits were:

Service cost for benefits earned during the year. $3.8
Interest cost on benefit obligation 10.7

$14.5

The present value of the . Company's unfunded postretirement benefits
obligation at June 30,.1993, was:

Accumulated benefit obligation:
Retirees $75.9
Active employees 46.0

$121.9

The discount rate used in determining the accumulated postretirement
benefit obligation at June 30, 1993, was 8.5 percent.

The assumed health care cost trend rate used in measuring the accumulated
postretirement benefit obligation (APBO) at June 30, 1993, was 11.0
percent, gradually declining to 5.5 percent in 2004 and thereaf ter. A one
percentage point increase in the health care cost trend rate would
increase the APB0 as of June 30,1993, by $14.0 million and the aggregate
service and interest cost by $2.2 million.
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The 1992 and -1991 cost for these postretirement benefits ~ on a pay-as you-
go basis was $4.4 million and $5.0 million, respectively, all of which was
included in continuing operations.

. Also in the fourth quarter, IMCERA adopted 'FAS 112 " Employers' Accounting
for Postemployment Benefits." This statement requires an accrual method
of recording the cost of postemployment benefits . such as disability- '

related benefits. The cumulative effect of adopting FAS 112 retroactively
,

to July 1, 1992, was a charge of , $1.1 million af ter taxes, or $ 02. a '

share. The incremental effect'of this change on 1993 operations was a' 4

charge of $1.4 million, $.9 million after taxes, or'$.01 a share. t

,

''9TE N

Capital Stock

The Company has authorized and issued 100,000 shares, 98,300' outstanding
"

at June 30, 1993, par value $100, 4 Percent Cumulative preferred stock.
This stock, with voting rights, is redeemable at IMCERA's option at .$110
a share. During the three years ended June 30, 1993, the number of issued }and outstanding shares did not change. '

At June 30, 1993, the Company has authorized 1,400,000 shares, par value |

$1, of series preferred stock, none of which is outstanding.
|

,

In October 1991, the Company's shareholders approved an increase-in the
number of authorized shares of common stock from 100 million to 300
million and a reduction in the par value per share of common stock from i
$5.00 to $1.00. Also, the Company's Board of Directors declared a 3-for-1 *

stock split that was paid on November 12, 1991.
,!

Each outstanding common share includes a non voting common stock purchase
right. If a person or group acquires or has the right to acquire 20
percent or more of the common stock.or commences a tender offer.for 30

percent or more of_ the common stock, the rights become exercisable by the ;

holder who may then purchase $167 worth of common stock for $83 unless,
in lieu thereof, the Board of Directors causes the - exchange of each'
outstanding right for one share of common stock (in either case exclusive
of the rights held by the acquiring person or group which are voided).
In the event of a merger or sale of 50 percent or more of the Company's
assets, the rights may in certain circumstances entitle the holder to
purchase $167 worth of stock in the surviving entity for $83 The rights
may be redeemed by the Board at a price of $.017 per right at any time

,

before they become exercisable, and unless they become exercisable, they '

will expire March 31, 1996.

Common shares reserved at June 30, 1993, consisted of the following:
,

,

Exercise of common stock purchase rights 87,338,432
Exercise of stock options and granting of stock awards 10,893,657

98,232,089
|

|
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Changes in the number of shares of common stock issued'and=in treasury'
were as follows:

,

1993 1992 1991

Common stock issued -

Balance,'beginning of year 87,116,289 87,116,289 86,395,056
,

Stock options exercised 696,792
Conversion-of 4% debentures 24,411
Balance, end of year 87,116,2P9 87,116,289 87,116,289 Si

Treasury common stock
,

Balance, beginning of year 11,371,742 11,903,220- 18,325,116'
Common stock offering (6,000,000) '

Stock options exercised (833,560) (1,404,262) (613,398)
Purchases 274,267 1,029,123 170,502 i

(Awards) cancellation i
of restricted shares (140,935) (156,339) 21,000 '

Balance, end of year 10,671,514 11,371,742 11,903,220

Common stock outstanding,
end of year 76,444,775 75,744,547 75,213,069

r

NOTE O
,

Stock Plans
!

Three non-qualified stock option plans adopted in 1973,1981 and 1990, as -

amended, provide for granting options to purchase up to 21,817,650 shares '

of common stock at prices not less than 100 percent of market price (as
defined) at the date of grant. Options under these plans are exercisable ;

over 10 years beginning one year af ter the date of grant and are limited '

to 50 percent during the second year. A total of 15,537,638 shares was
granted under these plans through June 30, .1993.

Prior to May 1, 1991, the plans permitted certain employees. the i

successive, contemporaneous delivery to IMCERA of common shares acquired i
in the exercise of such options in series in lieu of cash for the exercise .

,

of stock options. After that date, no such deliveries were permitted.
In 1991, under this provision, 126,600 options with a market value of $3,3 '
million were exercised and 64,584 shares ' with a market value of $1.7'
million were tendered.

Information on options follows:

Number of Options Price Range 1993 1992
Outstanding, beginning of year $10-40 4,645,812 4,957,812 j
Granted 25-40 1,325,749 1,332,640
Cancelled 14-40 (254,643) (240,378) -

Exercised 10-37 (833,560)~ (1,404,262)

Oucstanding, end of year 10-40 4,883,358 4,645,812

At June 30,
,_ _

|
Exercisable 3,061,389 2,504,248 -

Reserved for future option grants 6,010,299 7,222,130

.:
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i

The' average exercise price of outstanding stock options at June 30, 1993, |
was $28.33 a share, baned on an aggregate exercise price of about. $138 '

million. Outstanding stock options will expire over a. period ending no.
'

later than' June 15, 2003,

The 1973 non-qualified stock option and award plan also provides for_the
award of restricted shares of IMCERA's common stock. Under the plan,' the ..

grantee makes no cash payment for the award, the shares are held in escrow
until vested, which is generally three years from the date of award, 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 IMCERA at

.

no cost. In 1993 and 1992, IMCERA issued from its treasury stock.140,935 |

and 156,339 restricted shares, respectively, which become vested on June
30, 1994.

,

!
,

,

NOTE P
{

International Operations ?

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

,

;

;

1993 1992 1991
'

Latin America $21.1 $20.7 $16.4
Europe 12.4 8.4 6.0 ;

Asia / Pacific 17.4 15.8 27.5
Other 4.3 4.1 :4.7

$55.2 $49.0 $54.6
,

i

Net sales, earnings from continuing operations before income taxes, and
,

identifiable assets by geographic areas follow:

'

Net' Sales to
Unaffiliated Customers 1993 1992 1991

United States '$1,121.2 $1,106.3 $1,073.1
Europe 353,2 317.6 322.5
Asia / Pacific 161.4 123.5 97.4
Latin America 112.3 97.0 83.9
Canada 48.2 58.5 57.0

Consolidated $1,796.3 $1,702.9 $1,633.9

:

:

i

51
,

6

___.__________i_____. __ - r- , . _ _ _ _ . _ _ . _ _ _ _ _ _ _ _ . _ _ . . - _ _ _ . _ _ _ _ _ _ _ _ _ _ _ . _ _ _ _ =



_ _ _ _ _ _ _ - - _ - _ - -
. ... ..

Earnings 1993 1992' 1991
United States .$181.9 $179.3 $146.8
Europe- 56.5. 50.9 51.' 4 -

. Asia / Pacific 16.4 15.9 13.3
Latin America 16.0 12.7 7.1
Canada (.4) - 2.1 2.2:

Restructuring costs (334.1)
Corporate (35.5) (30.5) '(36.5)

;- Eliminations (9.8) (4.9) .3-

| Operating earnings (109.0) 225.5 184.6
h Equity in pretax

L earnings of joint venture 10.6 1.6
Interest charges, net (34.7) (24.3) (31.3) |Consolidated $(133.1) $202.8 $153.3 .l

|

L
Assets 1993 1992 1991
United States $1,192.7 $1,152.0 $1,088.2
Europe 605.6 504.9 358.6
Asia / Pacific 155.7 148.8 120.0
Latin America 78.6 69.1 60.5
Canada 26.1 33.5 30.0
Corporate 132.8 151.8 480.0
Eliminations (13.9) (9.3) (5.0) j
Discontinued operations 117.9 '

Consolidated $2,177.6 $2,050.8 $2,250.2

1

Restructuring costs by region in 1993 were:

United States '$257.9
Europe 35.4 ;

Asia / Pacific 33.0 '

Latin America 7.8
$334.1'

Transfers of. product between geographic areas are at prices approximating
those charged to unaffiliated customers. The amount of such transfers was
not material.

Net foreign exchange translation losses from businesses in
hyperinflationary economies aggregated $5.8 million, $5.5 million and $5.6
million in 1993, 1992 and 1991, respectively, and have been included in
"Other operating (income) expense, net" in the Conselidated Statement of
Operations. These translation effects were primarily from Pitman-Moore.
Transaction effects for all of IMCERA's businesses were not material in
the periods presented.
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^ -NOTE 0. i '

-Business Segments

The tables' on page 33 show IMCERA's continuing worldwide operations,'which
are organized in.three industry segments as follows:

!

Mallinckrodt Medical

Production and sale of products used primarily in hospitals, including
x-ray contrast media, interventional products,-diagnostic and therapeutic )
radiopharmaceuticals, airway management products,- temperature monitoring j
products, and blood gas and vital sign monitoring systems. ~'

I

Mallinckrodt Specialty Chemicals

Production and sale of analgesics and medicinal narcotics used by .
_ pharmaceutical companies; catalysts, specialty inorganics, stearates and
laboratory chemicals used by industry and research organizations. Through
the Tastemaker joint venture, the company also. participates in the flavors
business,

i

-{
Pitman Moore

Production and sale of animal productivity, antimicrobials, biologicals,
parasiticides, veterinary specialties, mineral feed supplements and other
health-related products for food and companion animals.

Nonrecurring Charges |

Rest ;turing charges recorded in 1993.are discussed in Note A.

In 1992, costs associated with deficiencies in technical manuf acturing
controls at Pitman-Moore's Kansas City, Kansas, manuf acturing f acility 1

negatively impacted results by $4.8 million, $3.0 million af ter taxes, or
$.04 a share.

-1

Additionally, in 1992's fourth quarter, Pitman-Moore incurred $12.8-
million of restructuring costs. In-that same quarter, adjustments were
made to certain excess accruals that were established in'1990 at'the time
Pitman Moore acquired Coopers Animal Health. The provision for
restructuring costs was virtually offset by the aforementioned accrual |
adjustments.

)
I'In 1993, corporate expense included charges of $5.5 million, $3.4 million

- )after taxes, or $.04 a share, from executive resignations resulting from |

the performance of Pitman-Moore reported in the _ Consolidated Statement of |
Operations under " Selling, administrative and -general expenses."
Corporate assets consist primarily of cash, fixed assets and the IFL
dividend receivable.
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;

Impact of Accounting Changes

In addition to the cumulative effect impacts, FAS 106, and to a much |

lesser extent FAS 112, reduced the operating earnings of each business |
group.and-. increased: corporate expense by the following amounts:

- Mallinckrodt Medical $3.5 |
Mallinckrodt Specialty Chemicals 3.0

Pitman-Moore 1.6
Corporate .4

$8.5 ;

NOTE R

Investment in IFL

The Company's principal transactions with IFL in 1991 were purchases of
certain materials and products and plant management services totaling j

$102.0 million. In 1991, net sales and net earnings for IFL were $1,131.2
'

million and $95.8 million, respectively.

?NOTE S

Commitments '

,

IMCERA leases office space, data processing equipment, buildings, and
machinery and equipment. Rent expense for continuing operations in 1993, .

1992 and 1991 related to operating leases was $29.6 million, $26.1 million I

and $20.3 million, respectively. *

;
'

Minimum rent commitments for continuing operations at June 30,1993, under
operating leases with a remaining non-cancellable period exceeding one
year follow:

Years ending June 30

1994 $23.3
1995 16.3
1996 11.6

,

1997 7.3

.1998 4.9 L

Later years 16.9
$80.3

,

!

*

The Company remains primary lessee under certain leases and is the primary
obligor under certain industrial revenue bonds that relate to the business
of IFL which amounted to approximately $95.0 million at June 30, 1993.

'

IFL has indemnified the Company with respect to any liability that might
arise.

,
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. The Company periodically uses foreign exchange forward. contracts and swaps
to hedge inventory purchase commitments, debt ' denominated in : a foreign '

_

'
L currency and interest rate exposures. Gains and losses on hedge contracts
' are reported as a component of the related transaction. At June '30,1993,
|- forward exchuge contracts with an aggregate contract value of $76.5 .,

million were outstanding. The difference between the value of the 'l
j contracts and their June 30, 1993, market'value'was not material. |

'l
!

6

NOTE T I;

'

Contingencies
i

The Company is subject to various investigations, claims and legal
proceedings covering a wide range of matters that arise in the ordinary ]
course of its business activities. In addition, in connection with laws- |
and regulations pertaining to the protection of the environment, the i

Company is a party to several environmental remediation investigations and
clean-ups and, along with other companies, has been named a "potentially
responsible party" for certain waste disposal sites. Each of these
matters is subject to various uncertainties,-and it is possible that some

,

of these matters will be decided unfavorably against the Company. ~The ;|
Company has established accruals for matters that are probable and
reasonably estimable. Based on information presently available,
management believes that any liability that may ultimately result f rom the 1

resolution of these matters will not have a material adverse effect on its |

business or financial condition taken as a whole.

I

!

1

;

r

b

i

,

i :|

,

)

i. 55

-
_ , _ _

l,



. ~. . .- - . . . . . . . . - .-
,

-]
,

|

QUARTERLY RESULTS-(unaudited)-
(In millions except per share amounts)

'l
Qua rt er First Second. Third Fourth Year

FISCAL 1993 . .

Net sales $416.8 $441.2 $439.9 $498.4 $1.796.3 <

' Gross margins . 190.8 203.3 196.5 235.1 825.7 I

Earnings (loss) from
. 28.0 30.5 (199.9) (113.8)

,

continuing operations 27.6 ,

Discontinued operations (.5) (1.5) -(.9) (3.1) (6.0)
Cumulative effects . 3

of accounting changes (80.6) (80.6) ;

Net earnings (loss). (53.5) 26.5 29.6 (203.0) (200.4)
' ;iPreferred stock dividende (.1) (.1) (.1) (.1) (.4)

!
Available for

common shareholders $(53.6) $26.4 $29.5 $(203.1) $(200.8)

Earnings (loss) per common share -
Continuing. operations $.36 $.36 $.39 $(2.59) $(1.48) k'

Discontinued operations (.01) (.02) (.01) (.04) (.08)
Accounting changes (1.04) (1.04)
Net earnings (loss) $(.69) $.34 .$.38 $(2.63) $(2.60)

Qua rter First Second Third Fourth Year

FISCAL 1992
Net sales $381.3 $420.2 $433.5 $467.9 $1,702.9 .

Gross margins 176.9 192.3 197.7 220.4 787.3
Earnings from

continuing operations 27.5 25.9 32 6 42.8 128.8
Discontinued operations (1.8) (.2) (.2) .9 (1.3)

^

Net earnings 25.7 25.7 32.4 43.7 127.5
Preferred stock dividends (.1) (.1) (.1) (.1) (.4)

,

Available for
common shareholders $25.6 $25,6 $32.3 $43.6 $127.1

Earnings (loss) per common share
Continuing operations $.35 $.33 $.42 $.55 $1.65
Discontinued operations (.02) (.01) .01 (.02)
Net earnings. $.33 5.33 S.41 $.56 $1.63

,

Fiscal 1993

Second quarter earnings from continuing operations included an after-tax
charge of $3.4 million, or $.04 a share, from executive resignations ,

resulting from the performance of Pitman-Moore. .

..;

Fourth quarter continuing operations included after-tax restructuring
charges of $242.2 million, or $3.13 a share.

The net af ter-tax charges for FAS 106, FAS 109 and FAS 112 on continuing ,

operations were:
Quarter First Second Third Fourt h Year

Net of taxes $1.0 $1.1 $0.5 $1.2 $3.8
Per share $.01 $.01 $.01 $.02 $.05

.

!

Discontinued operations after tax effects shown in the quarterly table |for
1993 were primarily for litigation costs. .

'
.
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Fiscal 1992

First quarter continuing. operations included an af ter-tax gain of $4.4
million, or $.05 a share, 1: rom-the sale of an-investment.

Third quarter continuing operations included costs associated with
deficiencies in technical manufacturing controls at Pitman-Moore's Kansas '

City, Kansas, manufacturing facility which negatively impacted after-tax
results by $3.0 million, or $.04 a share.

Pitman-Moore provided $7.9 million after taxes, or $.10 . a share, for
restructuring costs which were virtually of f set by adjustments made to
certain excess accruals . that- were established -in 1990 at the time '

Pitman-Moore acquired Coopers Animal Health. Fourth quarter results also
included an af ter-tax gain of $2.3 million, or $.03 a share, from the sale
of an investment and the Company's share of rationalization costs provided
for by the Tastemaker joint venture totaling $2.4 million af ter taxes, or
$.03 a share.

Discontinued operations after-tax effects wero;

Quarter First second Third Fourth Year
Environmental and

litigation costs $(.2) $(.2) $(.2) $(1.3) $(1.9) #

other, primarily
IFL.related (1.6) 2.2 .6

$(1.8) $(.2) $(.2) $.9 $(1.3)
|

.

Item 9. Changes in and Disagreements with Accountants on Accounting and )
Financial Disclosure

'

'

Not applicable.
!

!

i
,

Part III.

1

Item 10. Directors and Executive Officers of the Registrant

For information concerning directors of the Registrant, see pages 1
through 10, incorporated herein by reference, of IMCERA's definitive Proxy
Statement for the Annual Meeting of Stockholders to be held on October 20,
1993. Information concerning executive of ficers of the Registrant is
included in Part I of this report.

Item 11. Executive Compensation

For information concerning management remuneration, see pages 14 through
28, incorporated herein by reference, of IMCERA's definitive Proxy
Statement for the Annual Meeting of Stockholders to be held on October 20,
1993.
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Item 12. Security Ownership of Certain Beneficial Owners and Management-

For information concerning security ownership of certain beneficial owners
. and management, 'see pages 10 through 11,' incorporated herein by reference,
of IMCERA's definitive Proxy Statement for- the Annual . Meeting of
Stockholders to be held on October 20, 1993.

Item 13. Certain Relationships and Related Transactio:

For information concerning certain relationships and.relt . ed transactions
(including section 16(a) . filings certain of which were not made on a
timely basis), . see pages 12 through 13, incorporated here. i by ref erence,
of IMCERA's definitive Proxy Statement for the Annt 1 Meeting of
Stockholders to be held on October 20, 1993.

'i

Part IV.

Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K
i

(a) FINANCIAL STATEMENTS

(1) See index on page 67 for a listing of financial
statements and schedules filed with this report.

I (3) Exhibits.
4

Incorporated Filed with
Exhibit Herein by Electronic -

Number Description Reference to Submission
'

3.1 Restated Certificate of Exhibit 3.1
Incorporation of IMCERA, to-1990 10-K.
dated July 9, 1990. |

3.2 Certificate of amendment Exhibit 3.2
of the certificate of to 1990 10-K.
incorporation of IMCERA
dated June 4, 1990.

3.3 By-Laws of IMCERA as amended Exhibit 3.3
through April 18, 1990. to 1990 10-K.
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Incorporated' Filed with
Exhibit- tierein by ~ Electronic_

Number: Description' Reference to Submission -

t

i

4.1 Form 8-A-Registration Exhibit 4.6
. Statement under Section 12 to 1989 10+K.
of_the Securities Exchan00 '

Act of 1934, dated April 10,
1987 defining the rights of
holders of-IMCERA's 4% '

Cumulative Preferred Stock
and Common Stock.

|,

4.2 Amended and restatedfcommon Exhibit 4(b) to |
stock purchase rights agreement Form 8-K dated
dated March. 10,.1989. March 10, 1989.

i

4.3 Second amendment to the common Exhibit 6 to
stock purchase rights agreement Form 8 dated
dated April 17, 1991. April 18, 1991.

4.4 Indenture dated as of March 15, Exhibit 4 |

1985, between IMCERA and Morgan to Form S-3
pursuant to which $150 million Registration
9-7/8% Sinking Fund Debentures Statement
due March 15, 2011 were issued. No. 2-96566.

10.1(a) Contingent Employment Agreement Exhibit 10.1(c) ]
with C. Ray Holman dated to 1991 10-K.

'

April 1, 1987.'

I
10.1(b) Contingent Employment Agreement X

'

with William J. Mercer dated
4

March 9, 1990.' !

I
10.1(c) Contingent Employment Agreement X

with Robert G. Moussa dated
April 19, 1990.'

10.1(d) Contingent Employment Agreement Exhibit 10.1(f) ,

with Mack G. Nichols dated to 1991 10-K. i

April 1, 1987.' |
1

10.1(e) Contingent Employment Agreement Exhibit 10.1(e)
with Kenneth J. Burns, Jr. to 1988 10-K.
dated May 19, 1982.' '

10.2 IMCERA Executive Life Insurance Exhibit 10.2
Program adopted May 20, 1987.' to 1989 10-K. |

'

10.3 Restated IMCERA Executive Exhibit 10.3
Long-Term Disability Plan to 1989 10-K.
effective January 1, 1987.'
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Incorporated Filed with .|
Exhibit Herein by Electronic 1
Number Description Reference to- . Submission !

;

10.4(a) Agreement with. . Exhibit 10.4(a)
George _D. Kennedy dated to 1991 10 K. |

December 17,-1990.'

10.4(b) Amendment dated June 16, 1993 X :

to Agreement with George
D. Kennedy dated December
17,_1990 described in

Exhibit 10.4(a).' -)

10,5(a) Supplemental Benefit Plan for Exhibit 10.6(a)
Participants in the IMCERA to 1989 10-K.
Retirement Plan as amended
and restated effective
January 1, 1980.'

10.5(b) Amendment No. 1 dated June 20, Exhibit 10.6(b)
1989 to Supplemental Benefit to 1989 10-K.
Plan for Participants in the
Retirement Plan for Salaried
Employees of IMCERA.' j

10.5(c). Amendment No. 2 dated April 20, Exhibit 10.6(c) -;

1990 to Supplemental Benefit to 1990 10-K.
Plan for Participants in the
IMCERA Retirement Plan.'

10.6(a) IMCERA Supplemental Executive Exhibit 10.7(a)
Retirement Plan restated to 1989-10-K. '

effective April 19, 1988.'

10.6(b) Amendment No. 1 effective Exhibit 10.7(c)
December 6,.1989, to to 1990 10-K.
Supplemental Executive
Retirement Plan.' '

10.7(a) Gross Up Agreement with X .

C, Ray Holman dated ;
July 1, 1992 and Amendment
dated April 30, 1993.'

10.7(b) Gross-Up Agreement with X #

William J. Mercer dated
July 1, 1992 and Amendment
dated April 30, 1993.' '

;

10.7(c) Gross-Up Agreement with X

Robert G. Moussa dated
April 22,1993.'
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Incorporated- Filed with .|Exhibit
.

Herein by Electronic
Number Description Reference to - Submission ~

10.7(d) Gross-Up; Agreement with X

Mack- G. - Nichols ' dated
July 1,1992.'

10.7(e) Gross-Up-Agreement with X
Kenneth J. Burns, Jr.
dated July 27, 1989 and
Amendment dated July 1,1992.'

10.8 IMCERA Management Incentive Exhibit 10.9(b)
Compensation Program as to 1991 10-K.
amended and restated
effective July 1, 1901.'

10.9(a) IMCERA 1973 Stock Option Post-Effective
and Award Plan as amended Amendment
effective February 21, 1990.' No. 1 to

Form S 8
Registration
Statement
No. 33-32109.

10.9(b) Amendment No. 1 to the IMCERA Form S 8
1973 Stock Option and Award Registration
Plan dated June 19, 1991.' Statement No.

33-43925

10.10 IMCERA Directors Retirement- X

Services Plan as amended and
restated effective April 21,
1993.'

10.11(a) IMCERA 1981 Stock Option Post-Effective-
Plan as amended through Amendment No. 3
April 19, 1988.' to' Form S 8

Registration
Statement-
No. 2-80553.

10.11(b) Amendment to the 1981 Exhibit 10.12(b)
Stock Option Plan effective to 1989-10-K.
February 15, 1989.'

10.11(c) Amendment to the 1981 Exhibit 10.12(c)
Stock Option Plan effective to 1991 10-K.

.
June 19, 1991.'
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. Incorporated Filed with
Exhibit

. Herein by Electronic
Number Description. Reference to Submission

10.12(a) Intercorporate Agreement dated Exhibit 10.1 to
as of July 1, 1987 by and -IMC Fertilizer
between IMCERA and IMC Group, Inc.'s
Fertilizer Group, Inc. with Form S 1
Exhibits, including the Registration
Restated Certificate of Statement
Incorporation of IMC Fertilizer No. 33-17091.
Group, Inc., as amended; By-Laws
of IMC Fertilizer Group, Inc.;
Preliminary Agreement for K-2
Advances; Registration Rights
Agreement; Services Agreement;
Management Services Agreement;
Agreement regarding Pollution
Control and Industrial Revenue
Bonds; License Agreement;
office lease and sublease;
management agreements; supply
agreements; and transportation
service agreements.

10.12(b) Agreement dated September 12, Exhibit 10.13(b)
1990, among IMCERA Group Inc. to 1990 10-K.
and IMC Fertilizer Group, Inc.

!

10.12(c) Agreement dated March 7, 1991 Exhibit 10 to
between IMCERA Group Inc. and Form 8-K' dated
IMC Fertilizer Group, Inc. March 7, 1991.
concerning a purchase of
IMC Fertilizer shares.

10.13(a) Note Agreement with The Exhibit 10.13(a)
Prudential Insurance Company to 1992 10-K.
of America dated as of
February 1, 1980.

,

10.13(b) Agreement dated June 3,1981, Exhibit 10.14(b)
consolidating obligation in to 1990 10 K.
Loan Agreement dated April 18,
1973, under Note Agreement
dated as of February 1, 1980.

10.13(c) Amendment dated June 15, Exhibit 10.14(d)
1989, to Note Agreement to 1989 10-K.
with Prudential Insurance
Company of America dated
as of February 1, 1980.

.
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Incorporated Filed with
Exhibit Herein by Electronic
Number Description Reference to Submission

'10.13(d) Amendment dated April 18, 1991 _ Exhibit 10.14(e)
to Note Agreement with to 1991 10-K.
Prudential Insurance Company
of America dated as of
February 1, 1980 as amended.

10.13(e) Amendment dated June 2,1992 Exhibit 10.13(c)
to Note Agreement _with to.1992 10-K.
Prudential Insurance Company
of America dated as of
February 1, 1980 as amended.

10.13(f) Amendment dated July 20, 1993 X

to Note Agreement with |

Prudential Insurance Company I

of America dated as of i

February 1, 1980 as amended. I

10.14 Management Compensation and Exhibit 10.30
Benefit Assurance Program.' to 1988 10-K.

10.15 Form of Trust Agreement dated Exhibit 10.31
June 7, 1988, between IMCERA to 1988 10-K.
and Wachovia Bank & Trust of
North Carolina, N.A., incident
to the program in Exhibit
10.15, for IMCERA's 1973 Stock
Option and Award Plan, 1981
Stock Option Plan, Long-Term
Performance Incentive Plan,
Supplemental Executive
Retirement Plan, Contingent
Employment Agreements,
Gross Up of Excise Tax
Agreement, and Management
Incentive Compensation Plan.'

10.16(a) Letter of Credit Agree.'ent Exhibit 10.32
dated May 31, 1988, between to 1988 10-K.
IMCERA and a group of banks
providing the means of
funding the trusts described
in Exhibit 10.15.'

10.16(b) Amendment and Assumption Exhibit 10.17(c)
Agreements to the Letter of to 1991 10-K.
Credit Agreement described
in Exhibit 10.16(a) dated
June 22, 1991.'

!
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Incorporated Filed with l

Exhibit Herein by Electronic
Number Description Reference to Submission

10.17(a) Corporate Staff Employee Exhibit 10.33
Severance and Benefit to 1988 10-K.

3

Assurance Policy.'

10.17(b) Form of letter sent to Exhibit 10.18(b)
participants in IMCERA's 1989 10-K.
Corporate Staff Employee
Severance and Benefit
Assurance Program.'

|

10.18 Supplemental Life Plan Exhibit 10.20
of Mallinckrodt, Inc. to 1989 10-K.
effective July 15, 1984.' I

i
10.19(a) Employment Agreement dated X

'

February 17, 1993
with C. Ray Holman.'

10.19(b) Employment Agreement dated X

February 17, 1993
with William J. Mercer.'

10.19(c) Employment Agreement dated X

February 17, 1993 with
Robert G. Moussa.'

10.19(d) Employment Agreement dated X

February 17, 1993 with
Mack G. Nichols.'

10.19(e) Amended and Restated Agreement X

with Kenneth J. Burns, Jr.
dated June 16, 1993.'

10.20 Agreement with X

Raymond F. Bentele dated
November 30, 1992.'

10.21 IMCERA Directors' Stock Exhibit 4(a)
Option Plan effective to Form S-8
October 17, 1990.' Registration

Statement
'No. 33 40246.

10.22 IMCERA Long-Term Incentive Exhibit 10.24
Plan for Senior Management to 1991 10-K.
effective July 1, 1991.'

10.23 IMCERA Long-Term Incentive Exhibit 10.25

Plan for Key Middle Managers to 1991 10-K.

effective June 19, 1991.'

.
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Incorporated Filed with
Exhibit Herein by Electronic
Number Description _ Reference to~ Submission

10.24(a)' Receivables Transfer Exhibit 10.28
Agreement dated April 5, 1991, to 1991 10 K.
between Preferred Receivables
Funding Corporation, I

'Mallinckrodt Medical, Inc.
and IMCERA Group Inc.

I
10.24(b) Amendment dated October 31, Exhibit 10.25(b) J

1991, to Receivable Transfer to 1992 10-K. |
Agreement with Preferred
Receivables Funding Corporation
dated April 5, 1991.

10.25(a) Consulting agreement Exhibit 10.26
with Herve M. Pinet for to Amendment
the period March 1, 1991, No. 1 to
through February 29, 1992; 1992 10-K.
Informally extended from
March 1, 1992 through
May 31, 1992; formally
extended for the period
June 1, 1992, through
November 30, 1992.'

-l
10.25(b) Amendment dated April 28, 1993 X

to consulting agreement with
Herve M. Pinet described in ;

Exhibit 10.25(a).' i

10.26(a) Consulting agreement with Exhibit 10.27
Ronald G. Evens, M.D., to Amendment ]
the period from January 1, 1987, No. 1 to
through December 31, 1989; 1992 10-K. ,

extended for the calendar
years 1990, 1991 and 1992.'

t

10.26(b) Amendment dated December 17, 1992 X

to consulting agreement with '

Ronald G. Evens, M.D., described
in Exhibit 10.26(a).'

'

10.27 Credit agreement dated X

August 13, 1993, between
IMCERA Group Inc. and
The Chase Manhattan Bank,
individually and as an
agent for the banks,
($350 million facility).
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' Incorporated _ . Filed with
~ Exhibit Herein by Electronic !

. .

Number Description Reference to Submission

10.28 Credit agreement dated iX
August _.13, 1993 between
IMCERA-Group Inc. and |
The Chase Manhattan Bank, [
individually and as an

'

agent for the banks,
'

($100 million facility).

^

10.29 Offering memorandum by X

J.P.. Morgan for sale of

the commercial paper (CP)- .

notes of IMCERA Group Inc.
The CP program is backed

,

by credit agreements
included at 10.27 and 10.28. i

11.1 Primary earnings per. share X

computation for the three
years ended June 30, 1993.

11.2 Fully diluted earnings X
*

per share for the three
years ended June 30, 1993.

t

21 Subsidiaries of the Registrant. X

23.1 Consent of Ernst & Young. X

4

' Management contract or compensatory plan required to be filed pursuant
to Item 601 of Regulation S-K.

,

(b) REPORTS ON FORM 8-K

During the quarter and through the date of this report, the
following reports on Form 8-K were. filed. j

'
Report dated June 17, 1993, under item 5 regarding=

restructuring program and FAS 106, 109 and 112 !

adoption.

Report dated July 13, 1993, under item 5 regarding*

comments on profitability goals made at an investors
meeting.

.
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INDEX :TO ' FINANCTAL STATEMENTS, SUPPLEMENTARY DATA,
AND' FINANCIAL STATEMENT SCHEDULES

Page References-

Consolidated balance sheet at June 30, 1993 and 1992 35. . . . . . . -

For the years-ended June 30, 1993, 1992 and 1991:
Information by Business Segment 33. . . . . .. . . ... . . . . .

Consolidated Statement of Operations 34. . .... .. . . . ...

Consolidated Statement of Cash Flows 36. . .. . . . . . . . ...

Consolidated Statement of Changes in Shareholders' Equity 37.. . . .

Notes to Consolidated Financial Statements 38-55. . . . .-. . . . . .

Quarterly Results (Unaudited) . 56 57. . . . . . . . .. . .. . . . .

Consolidated schedules for years ended June 30, 1993, 1992 and 1991:
II - Amounts receivable from related parties and

underwriters, promoters and employees other
than related parties 70. . . . . . . . .. . . . . .. . . .

V- Property, plant and equipment 71-72. . . . . . . . . . . . . .

VI - Accumulated depreciation and amortization
of property, plant and equipment 73. .. . . .. . . . . . .

IX - Short-term borrowings 74. . . . . . . . . . . . . . . . . . .

X- Supplementary income statement information 75.. . . . . .

All other schedules are omitted as the required information is not present
in sufficient amounts or the required information is included in ' the
consolidated financial statements or notes thereto.

Financial statements and schedules and summarized financial information
of 50 percent or less owned persons are omitted, as none of such 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.

67

-- .. -. -.



_

_ -_

,

i

SIGNATURES

~t

6

Pursuant to .the requirements of Section 13 or 15(d) of the Securities *

Exchange Act of 1934,-the Registrant has dulyEcaused-this report to be
signed on its. behalf by the undersigned, thereunto duly authorized.

IMCERA Group Inc. j

(Registrant)

q
t

IWILLIAM B. STONE
William B. Stone

Vice President and Controller *

|
,

Date: September 27, 1993

>

Pursuant to the requirements of the Securities Exchange Act of 1934, this i

report has been signed below by the following persons on behalf of the ]
Registrant and in the capacities and on the dates indicated:

.!
Signature Title Date

C. RAY HOLMAN

C. Ray Holman President and. September. 27, 1993
Chitt Executive
Officer

WILLIAM B. STONE
William B. Stone Vice President and September 27, 1993

Controller (Chief _
Accounting Officer)

RAYMOND F BENTELE

Raymond F. Bentele Director September 27, 1993

KEITH D. BUNNEL

Keith D. Bunnel Director September 27, 1993
,
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Signature. Title- Date

RONALD G. EVENS

Ronald G. Evens Director September 27, 1993

LOUIS FERNANDEZ

Louis Fernandez Director September 27, 1993

ALEC FLAMM

Alec Flamm Director September 27, 1993

PAUL R. JUDY
Paul R. Judy Director September 27, 1993-

ROBERTA S. KARMEL

Roberta S. Karmel Director September 27, 1993

GEORGE D. KENNEDY

George D. Kennedy Director September 27, 1993

MORTON MOSKIN

Morton Moskin Director September 27, 1993

HERVE M. PINET
Herve M. Pinet Director September 27, 1993

DANIEL R. TOLL
Daniel R. Toll Director September 27, 1993
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Schedule II

!

>

AMOUNTS RECEIVABLE FROM RELATED PART.IES AND UNDERWRITERS,
PROMOTERS, AND EMPLOYEES OTHER THAN RELATED. PARTIES !_

Years Ended' June 30, 1991, 1992 and.1993
($ in thousands)

,

'

Balance at End
Balance at Deductions of Period

Beginning Amounts Not.'

Name of Debtor of Period Additions Collected Current Current .
!

1991 1

U.S. Employee relocation loans (A) $322 $1,576 $646 $907 $345
Number of loans 21 50 40 30 1

U.K. employee relocation loans (A) 1,700 469 1,231
Number of loans 11 2 9 '

L

1992

U.S. Employee relocation loans (A) $1,252 $412 $911 $408 $345
Number of loans 31 18 30 18 1

,

U.K. employee relocation loans (A) 1,231 156 823 564
Number of loans 9 7 3 13

1993
'
,

U.S. Employee relocation loans (A) $753 $960 $416 $757 $540
Number of-loans 19 17 20 14 2 '

U.K. employee relocation loans (A) 564 18 402 180
Number of loans 13 1 3 11

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

residence.

!
,

k

!
P

L

i
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Schedule V
(Page 1 of-2)

PROPER 1Y, PLANT AND EQUIPMENT

Years Ended June 30, 1991, 1992 and 1993
($ in millions)

Balance Other Balance
at Beginning of Additions Changes at End of

Period at Cost Retirements Add (Deduct) Period

1991

Land $63.7 S.5 - $.3 $.6 (A)
(.7)(C)
.3 (D) $64.1

Building and leasehold
improvements 217.2 18.6 .7 (.8)(A)

(4.3){C)
(.2)(D) 229.8

Machinery and equipment 507.7 93.4 11.7 6.5 (A)
(4.8)(C)
(.1)(D) 591.0

Construction in progress 58.1 10.9 .8 (6.7)(A)
(1.7)(0)
(.2)(D) 59.G

$846.7 $123.4 $13.5 $(12.1) $944.5

1992

Land $64.1 $1.0 $.6 $(2.1)(A)
1.1 (C)
.3 (D)-

(.8)(E) $63.0
Building and leasehold

improvements 229.8 13.8 4.5 4.3 (A)
.1 (B)

6.3 (C)
2.3 (D)

(13.1)(E) 239.0

Machinery and equipment 591.0 76.8 22.3 7.2 (A)
1.0 (B)
8.8 (C)

(1.3)(D)
(17.9)(E) 643.3

Construction in progress 59.6 58.8 (9.4)(A)
.1 (B)

4.2 (C)
(1.2)(D)
(2.8)(E) 109.3

$944.5 $150.4 $27.4 $(12.9) $1,054.6
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' Schedule V i
(Page 2 of 2)

|

>

PROPERTY, PLANT AND EQUIPMENT
,

Year's Ended June 30, 1991, 1992 and 1993
($ in millions)

'Balance Other Balance
at Beginning of Additions Changes at End of

Period at Cost Retirements Add (Deduct) Period i

1993 ,

Land $63.0 $4.1 $.2' $.1 (A)'
.1 (B)

(2.6)(C) .

'

3.0 (D) $67.5
Building and leasehold

improvemente 239.0 31.1 2.3 9.6 (A) '

2.2 (B)
(11.0)(C)

1.5 (D) 270.1

Machinery and equipment 643.3 76.0 39.3 9.3 (A)
13.6 (B)

(15.1)(C)
7.8 (D) '

(.1)(F) 695.5

Construction in progress 109.3 77.1 (19.4)(A)
1.2 (B)

(7.3)(c)
.2 (D)

(1.3)(F) 159.8
,

$1,054.6 $188.3 $41.8 $(8.2) $1,192.9

Notes
(A) Transfers between accounts.
(B) Purchases of businesses.
(C) Foreign currency adjustment. |
(D) Reclassification from other balance sheet accounts including FAS 109 related amounts.
(E) Reclassification for Tastemaker joint venture.
(F) write-of fs related to 1993 restructuring charges.

I.

1

i
. |

r

|

P
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- Schedule VI

i

ACCUMULATED DEPRECIATION AND AMORTIZATION
OF PROPERTY, PLANT AND EQUIPMENT

Years Ended June 30, 1991,_1992 and,1993
($ in millions)

Additions
Balance Charged to Other Balance

at Beginning of Cost and Changes at End of

Period Expenses Retirements Add (Deduct)' ' Period-

1991

Building and leasehold
improvements $47.4 $10.8 $.8 S.3 (A)

(.4)(B)
(1.5)(C) $55.8

Machinery and equipment 213.5 56.3 10.2 .5 (A)
.5 (B)

(2.1)(C) 258.5
$260.9 $67.1 $11.0 $(2.7) $314.3

1992

Building and leasehold
improvements $55.8 $11.6 $2.6 $.9 (B)

.9 (C)
(2.4)(D) $64.2

Machinery and equipment 258.5 58.8 15.7 .2 (B)
'3.5 (C)
(7.0)(D) 298.3

$314.3 $70.4 $18.3 $(3.9) $362.5

1993

Building and leasehold
improvement s $64.2 $12.8 $1.9 $4.9 (B)

(1.5)(C)
26.6 (E) $105.1

Machinery and equipment 298.3 61.9 23.9 .1 (B)
(5.7)(C)
58.2 (E) 388.9

$362.5 $74.7 $25.8 $82.6 $494.0'

Notes
(A) Transfers between accounts.
(B) Reclassification from (to) other balance sheet accounts.
(C) Foreign currency adjustment.
(D) Reclassification for Tastemaker joint venture.
(E) Write off related to 1993 restructuring charges.
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Schedule IX
:

. p

SHORT-TERM BORROWINGS

Years Ended' June 30, 1993, 1992 and 1991 f
($ in millions) ,

,

Maximus Average- Weighted ,

Amount Amount Average ,

Out,' Out- Interest
Balance Weighted standing standing Rate.

at End Average During During During
of Interest the the the

Period Rate Period Period Pe riod

Notes payable to banks (A)

1993 $84.2 6.3% $145.8 $106.4 5.1%
P

1992 96.2 8.3% 96.2 76.5 10.5%
1

'

1991 77.5 11.4% 98.3 83.2 12.2%

Commercial paper (B) - i

|

1993 $280.5 3.4% $331.6 $161.7 3.4%

1

!

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 outstanding during the year.

,

.

(A) Primarily foreign banks.
(B) No commercial paper was issued in 1992 and 1991. Amounts for 1993 include commercial paper

borrowings aggregating $190.0 million which have been classified as long term debt as it - '
is backed by long term lines of credit.

I

t

.

$
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Schedule X

P

SUPPLEMENTARY' INCOME STATEMENT INFORMATION ;

|
Years Ended June 30 '

($ in millions)

Charged to Coste and Expenses

1993 1992 1991

)

Waintenance and repaire $44.6 $41.2 $47.8

Amortization of intangible assets $21.4 $18.9 $19.6

Taxes, other than payroll and income taxes $24.3 $24,4 $20.4 ;

!

Advertising $41.7 $42.2 $37.9

|
1

I

i

!

|
4
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