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Management's Discussion and Analysis

Avon Products, Inc.
Dollars in millions, except share data

The following discussion of the results of operations
and financia condition of Avon Products, Inc.
(“Avon” or “Company”) should be read in conjunc-
tion with the information contained in the Consoli-
dated Financial Statements and Notes thereto. These
statements have been prepared in conformity with
generally accepted accounting principles which
require management to make estimates and assump-
tions that affect amounts reported and disclosed in
the financial statements and related notes. Actual
results could differ from these estimates.

Cautionary Statement for Purposes of the
“Safe Harbor” Statement Under the Private
Securities Litigation Reform Act of 1995
Certain statements in this report which are not histor-
ical facts or information are forward-looking state-
ments within the meaning of the Private Securities
Litigation Reform Act of 1995, including, but not
limited to, the information set forth herein. Such
forward-looking statements involve known and
unknown risks, uncertainties and other factors which
may cause the actual results, levels of activity, per-
formance or achievement of the Company, or indus-
try results, to be materially different from any future
results, levels of activity, performance or achieve-
ment expressed or implied by such forward-looking
statements. Such factors include, among others, the
following: General economic and business condi-
tions; the ability of the Company to implement its
business strategy; the Company’s access to financing
and its management of foreign currency risks; the
Company’s ability to successfully identify new busi-
ness opportunities; the Company’s ability to attract
and retain key executives; the Company’s ability to
achieve anticipated cost savings and profitability
targets; the impact of substantial currency exchange
devaluations in the Company’s principal foreign mar-
kets, changes in the industry; competition; the effect
of regulatory and legal restrictions imposed by for-
eign governments; the effect of regulatory and legal
proceedings and other factors discussed in Item 1 of
the Company’s Form 10-K. As aresult of the forego-
ing and other factors, no assurance can be given as to
the future results and achievements of the Company.
Neither the Company nor any other person assumes
responsibility for the accuracy and completeness of
these statements.

Results of Operations

Consolidated > Net income in 1999 was $302.4
compared with $270.0 in 1998. Basic and diluted
earnings per share in 1999 were $1.18 and $1.17,
respectively, compared with $1.03 and $1.02,
respectively, in 1998.

Specia and non-recurring charges were
recorded in the first quarter of 1999 for the
Company’s business process redesign (“BPR”) pro-
gram. These charges totaled $151.2 pretax, which
reduced net income by $121.9 after tax, or $.47 per
share on abasic and diluted basis. The 1998 results
include special and non-recurring charges totaling
$154.4 pretax, which reduced net income by $122.8
after tax, or $.46 per share on abasic and diluted
basis. See Note 13 of the Notes to Consolidated
Financial Statementsfor further discussion of this
program. Before the charges, net income for the year
ended December 31, 1999 of $424.3 increased 8%
over 1998. Earnings per share before the charges of
$1.65 and $1.64 on abasic and diluted basis, respec-
tively, both increased 11% over the comparable
period in 1998. Net income for 1997 was $338.8 and
basic and diluted earnings per share were $1.28 and
$1.27, respectively. The 1997 results include the
favorable settlement of avalue-added tax claim in the
United Kingdom equal to approximately $26.5 on a
pretax basis. The $26.5 gain represents a $20.6 settle-
ment of disputed value-added tax charges from prior
years, which isincluded in other expense (income),
net and $5.9 of interest which isincluded in interest
income. The net effect of this gain wasto increase
1997 net income by $16.7 and both basic and diluted
earnings per share by $.06.

Excluding the charges, operating profit in 1999
was $700.6, or 12% over 1998, due to higher sales, an
improved gross margin and a slight improvement in
the operating expense ratio. The increase in operating
profit was partially offset by higher net interest
expense and unfavorable foreign exchange in 1999.
Asaresult, pretax income before the charges rose
$47.5, or 8%, over 1998. Net income was favorably
impacted by alower effective tax rate in 1999, par-
tially offset by lower minority interest income due
mainly to the improved resultsin Japan and China.

On a consolidated basis, Avon's net sales of
$5.29 hillion increased 1% from $5.21 billion in
1998. International salesincreased 2% to $3.21 bil-
lion due to strong growth in the Pacific region, most
significantly in Japan, the Philippines, Taiwan and
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Australia, and in Europe due to continued improve-
ments in Poland and the United Kingdom, partially
offset by declinesin Russia, Germany and France.
U.S. dollar sales decreased in Latin America prima-
rily asaresult of the Brazilian real devaluation in
early 1999 and declinesin Argentina and Chile, par-
tially offset by growth in Mexico, Venezuelaand
Central America. Salesin North Americaincreased
1% to $2.08 billion in 1999. Excluding the impact of
foreign exchange, consolidated net sales rose 9%
over the prior year. In 1998, consolidated net sales
of $5.21 hillion increased 3% from $5.08 billion in
1997. Salesin North Americaincreased 5% to $2.06
billion primarily due to a5% increasein the U.S.
attributable mainly to a higher average order size.
International salesincreased 1% to $3.15 hillion from
$3.11 billion due to strong growth in Latin America,
most significantly in Brazil, Mexico, Argentina and
Venezuela, aswell asin Europe reflecting improve-
ments in the United Kingdom and Poland. These
increases were partially offset by sales declinesin
the Pacific, most significantly in Japan, Chinaand
the Philippines. Excluding the impact of foreign
exchange, consolidated net sales rose 9% over 1997.
Cost of sales as a percentage of saleswas
38.4% in 1999, compared with 39.4% in 1998. The
1999 and 1998 cost of salesinclude $46.0 and $37.9,
respectively, of non-recurring charges for inventory
write-downs related to the Company’s BPR program.
The charges relate to the closure of facilities, dis-
continuation of certain product lines, size-of-line
reductions and a change in strategy for product dis-
positions. See Note 13 of the Notes to Consolidated
Financial Statements for further discussion of these
charges. Excluding the charges, cost of sales as a per-
centage of saleswas 37.5% in 1999 versus 38.7% in
1998. This favorable variance was due to improve-
mentsin all regions, most significantly in Europe,
including the United Kingdom, Germany, Italy and
Central Europe, due to a continuing focus on pricing
strategies and improved profitability of beauty plus
categories, including fashion jewelry and accessories.
Japan, Mexico and the U.S. also posted strong gross
margin improvements. These improvements were
partially offset by adeclinein Brazil resulting from
higher costs in the second half of the year as aresult
of the devaluation, and in Russia due to a pricing
discount policy begun in the fourth quarter of 1998.
Excluding the charge, the 1998 cost of sales as a per-
centage of saleswas 1.7 points favorable over 1997.

Thisimprovement was primarily due to a higher mar-
ginin Brazil, reflecting actions taken in 1997 to reduce
inventory levels combined with cost reduction programs
in 1998. Additionally, the gross margin in Venezuela
improved as aresult of pricing strategies and business
redesign efforts. Japan’s gross margin improved asa
result of cost reduction initiatives, and the U.S.
improved its margin through pricing strategies, cost
improvements and reduced clearance activity in the
non-cosmetics, fragrance and toiletries category.

Marketing, distribution and administrative
expenses of $2.60 hillion increased $33.0, or 1%,
over prior year, but decreased sightly as a percentage
of salesto 49.2% from 49.3% in 1998. Expense ratio
improvements were reported in Brazil reflecting strict
expense management and BPR initiatives, in Japan
reflecting BPR efforts, and in Central Europe reflect-
ing volume efficiencies and a significant reduction in
expenses. These improvements were partially offset
by higher expense ratiosin Mexico due to increased
advertising and incentive programsin 1999, in
Germany due to strategic marketing investments, in
Venezuela due to increased incentive programs and in
the United Kingdom due to higher shipping expenses,
most significantly in the fourth quarter. In 1998, mar-
keting, distribution and administrative expenses of
$2.57 hillion increased $79.4, or 3%, from 1997 and
increased as a percentage of salesto 49.3% from
49.0% in 1997. The overall increase in the expense
ratio was due to higher expense ratios in Mexico due
to increased marketing and promotional expenses
associated with new product launches, in Venezuela
due to increased administrative expenses as aresult of
the implementation of a new labor law, in Argentina
due to increased marketing expenses and in China
reflecting the shutdown of sales operations for most
of the second quarter of 1998.

Special charges of $105.2 and $116.5 were
recorded in 1999 and 1998, respectively, for the
Company’s BPR program. The 1999 charges are pri-
marily related to employee severance benefits world-
wide and the restructuring of operationsin Western
Europe. The 1998 charges mainly related to employee
severance benefits and facility rationalizationsin Puerto
Rico, the Dominican Republic, Hong Kong and China
aswell as asset write-downs associated with the
divestiture of the Discovery Toys business unit. See
Note 13 of the Notesto Consolidated Financial
Statements for further discussion of these charges.



Interest expensein 1999 of $43.2 increased $8.5
over the prior year primarily due to increased domes-
tic borrowings associated with the acceleration of the
Company’s share repurchase program discussed in
Notes 4 and 9 of the Notes to Consolidated Financial
Statements. Interest expensein 1998 of $34.7 was $.8
favorable to 1997 due to lower cost of borrowings.

Interest income in 1999 of $11.1 decreased
$4.8 mainly due to aMexico tax refund claim recog-
nized in June 1998. Interest income in 1998 of $15.9
decreased $.8 compared to 1997 primarily due to the
interest portion of the 1997 favorable value-added tax
settlement in the United Kingdom, partially offset by
the 1998 Mexico tax refund claim, as well as higher
interest rates and increased average short-term invest-
mentsin Brazil in 1998.

In 1999, other expense (income), net was
$12.2 unfavorable to the prior year due primarily to
unfavorable net foreign exchange in 1999 resulting
from exchange losses, primarily in Europe and Latin
America. In 1998, other expense (income), net
was $14.4 unfavorable to 1997. Excluding the 1997
value-added tax settlement in the United Kingdom,
other expense (income), net was $6.2 favorable
primarily due to favorable foreign exchange.

Income taxes were $204.2 in 1999 and the
effective tax rate was 40.3% compared with $190.8
in 1998 and an effective tax rate of 41.9%. Excluding
the effect of the special and non-recurring charges,
the effective tax rate was 35.5% in 1999 compared
with 36.4% in 1998 due to the earnings mix and tax
rates of international subsidiaries. Income taxesin
1997 were $197.9 and the effective tax rate was
37.0%. The 36.4% effective tax rate was lower in
1998 versus 1997 due to the mix of earnings and
income tax rates of the international subsidiaries.

Inflation in the United States has remained at a
relatively low level during the last three years and has
not had amajor effect on Avon’s results of operations.
Many countriesin which Avon has operations have
experienced higher rates of inflation than the United
States. Venezuela and Russia experienced high cumu-
lative rates of inflation over the past three years.
Mexico was converted to non-hyperinflationary status
beginning January 1, 1999 due to reduced cumulative
inflation rates during the three-year period 1996
through 1998.

Below isan analysis of the key factors affecting net sales and operating profit by reportable segment for each
of the yearsin the three-year period ended December 31, 1999.

Years ended December 31 1999 1998 1997
Net  Operating Net  Operating Net  Operating
Sales Profit Sales Profit Sales Profit
North America:
Us. $1,809.3 $329.3 S1,7740 $3028 $1,6967 $2618
Other 274.0 447 287.6 40.2 2754 35.1
Total 20833 3740 2,061.6 3430 19721 296.9
International:
Latin America 1,607.7  353.6 1,665.1 3444 15133 280.0
Europe 8780  126.2 862.7  102.2 811.6 85.4
Pacific 7201 1021 623.3 62.5 782.4 67.0
Total 32058 5819 31511 5091 30073 4324
Total from operations $5289.1 9559 §5212.7 8521 §5079.4 7293
Global expenses (255.3) (224.5) (191.5)
Special and non-recurring charges (151.2) (154.4) -
Operating profit $549.4 $473.2 $537.8

Canada, Dominican Republic and Puerto Rico are included in North America—Other.



1999 Compared to 1998

North America > Sales in North America increased
1% to $2.08 hillion, and operating profit increased
9% to $374.0 in 1999. The U.S. business, which rep-
resents almost 90% of the North American segment,
reported sales and operating profit growth of 2% and
9%, respectively. The salesincrease in the U.S.
resulted primarily from an increase in the average
order size. Growth in fashion jewelry and accessories
and non-core categories was partially offset by sales
decreases in cosmetics, fragrances and toiletries
(“CFT") and apparel. Sales of fashion jewelry and
accessories rose significantly over the prior year
reflecting the success of sterling silver and bolder
jewelry designs, the introduction of licensed luggage
and a strong performance in watches and handbags.
Additionally, sales of accessories increased signifi-
cantly due to the success of the Pokémon watch in
the fourth quarter. The non-core category, consisting
primarily of home entertainment and gift and decora-
tive items, posted strong growth due to increased
sales of inspirational and religious products. Fourth
quarter sales of Millennium products also contributed
to the overall increase of non-core items. These
improvements were partially offset by declinesin the
CFT and apparel categories. The decrease in CFT
sales resulted primarily from lower fragrance salesin
1999 due to the underperformance of women’s new
products as well as fewer offers on existing products.
Apparel sales decreased due to underperformance of
new product introductions and demonstration prod-
ucts as well as a shift in focus from sales growth to
increased profitability. A 1.1 point operating margin
improvement in the U.S. included favorable gross
margin and operating expense ratios. The gross mar-
gin improvement resulted from supply chain cost
improvements and product category management,
partially offset by price reductionsin CFT during the
fourth quarter to drive sales. The favorable expense
ratio reflects lower spending in 1999 on advertising,
lower variable compensation and the elimination

of the Sponsorship program, partially offset by
increased spending on strategic initiatives such as
the Internet and express and beauty centers.

International > International salesincreased 2% to
$3.21 hillion and operating profit increased 14% to
$581.9 from $509.1 in 1998. The sales growth
resulted from strong double-digit growth in the
Pacific region, most significantly in Japan, the

Philippines, Taiwan and Australia, as well as growth
in Europe reflecting improvements in Poland and the
United Kingdom, and in Mexico, Venezuela and
Central America. These results were significantly off-
set by sales declinesin Brazil, and, to alesser extent,
in Russia, Argentina and Germany. Excluding the
impact of foreign currency exchange, international
salesrose 14% and operating profit increased 27%
over 1998.

In Latin America, sales declined 3% to $1.61
billion while operating profit increased 3% to $353.6
in 1999. Excluding the impact of foreign currency
exchange, salesincreased 16%, a 19 point differential
due primarily to the Brazilian real devaluation which
began in early 1999, discussed below. Brazil, how-
ever, had double-digit increasesin local currency
sales, units and number of customers served. Sales
decreased in Argentina and Chile as aresult of weak
economic conditions. The Argentine economy has
been in a prolonged recession with high unemploy-
ment and low consumer spending. Despite the sales
decline, Avon continued to gain market sharein
Argentinain 1999. These sales declines were partially
offset by strong growth in Mexico, and, to alesser
extent, in Venezuelaand Central America. Mexico's
salesincrease resulted from both operational factors
including new product launches in the cosmetics,
home and fashion lines as well as economic growth
reflecting consumer price increasesin 1999. Sales
grew in Venezuela due mainly to price increases as
well as double-digit increases in number of orders
and active representatives, and in Central America
due to strong increases in units, customers served
and active representatives. The improvement in the
region’s operating profit was primarily due to favor-
ableresultsin Mexico attributable to the sales increase
and an improved gross margin, partially offset by
increased advertising expense and incentive pro-
gramsin 1999. The gross margin improvement in
Mexico resulted from a shift in the sales mix from
fewer sales of toiletries to more sales of higher-
margin cosmetics and fragrances. However, in the
third quarter of 1999, Avon'sretail competitorsin the
toiletries and non-CFT categories significantly dis-
counted their prices which led to unit declines.
Management in Mexico adjusted pricesin the fourth
quarter of 1999 and planned incentive programs to
aggressively recruit representatives to mitigate the
impact of competitors' deep discounting. Active rep-
resentativesin Mexico grew 11% in 1999. Venezuela



contributed to the region’s growth in operating profit
through a gross margin improvement driven by price
increases aswell as BPR initiatives, particularly in
the home segment. As discussed, these improvements
were partially offset by sales and agross margin
declinein Brazil and weak economic conditionsin
Argentina and Chile. Brazil’s gross margin decline,
particularly during the fourth quarter of 1999, resulted
from increased costs due to the impact of the devalua-
tion. However, Brazil made tremendous improve-
ments in the operating expense ratio attributable to
reduced bad debt expense, sales returns and trans-
portation costs. Excluding the impact of foreign cur-
rency exchange, operating profit in Latin America
increased 22% over 1998.

The Brazilian real devalued significantly in
January 1999 and, as aresult, negatively affected
Brazil’s U.S. dollar resultsin 1999. The effect of
exchange rates was reduced by foreign exchange
contracts previously in place and several actions
taken by local management to offset the devaluation,
including afocused effort directed at vendor negotia-
tions and additional local sourcing to reduce imports.
To grow sales in 2000, management plansto increase
advertising, sampling and motivation to support new
products, add more pages to the brochure and focus
on key categoriesincluding fragrance, color, skincare
and haircare. Brazil’s 1999 sales, although up over
20% in local currency, were down approximately
20% in U.S. dollars due to the devaluation.

In the Europe region, sales increased 2% to
$878.0 and operating profit increased 24% to $126.2
in 1999. Sales growth in Central Europe, primarily
Poland, and the United Kingdom was partialy
offset by declinesin Russia, Germany and France.
Continued double-digit increases in units, customers
served and active representatives contributed to
Central Europe’s salesincrease. Poland's success
reflects strong growth in the CFT category, increased
representative retention and a change in the campaign
cycleincluding a new brochure every 4 weeks versus
6 weeksin the prior year. Growth in the United
Kingdom resulted from a higher average order size,
increased distributorship sales and the successful
launch of anew brochurein 1999 to enhance Avon’'s
image. Sales were lower in Russia due to the eco-
nomic crisis and ruble devaluation, which occurred in
August 1998, and in Germany due to aweak econ-
omy. Local currency salesin Russiaincreased almost
30% over 1998, with a strong increase in active

representatives. Excluding the impact of foreign cur-
rency exchange, salesin Europe increased 13% over
prior year. The increase in Europe’s operating profit
resulted from operating margin improvementsin
Central Europe, mainly Poland, the United Kingdom
and Italy due to higher gross margins which resulted
from a continuing focus on pricing strategies and
improved profitability of non-CFT categories. These
operating profit increases were partially offset by
continued declines in Russia due to the ruble devalua-
tion. Management in Russiawill continue to focus
on market share growth and improved margins
through pricing flexibility and tight expense manage-
ment. Excluding the impact of foreign currency
exchange, operating profit increased 31% over 1998.

In the Pecific region, salesincreased 16% to
$720.1 and operating profit increased 63% to $102.1
in 1999. Excluding the impact of foreign currency
exchange, salesincreased 8% over 1998. The sales
improvement resulted from growth in every market,
most significantly in Japan due to afavorable cur-
rency impact in 1999, and in the Philippines, Taiwan
and Australia due to strong increases in units and cus-
tomers served. Despite the earthquake in Taiwan in
September 1999, sales were up double-digits over
prior year due to aggressive marketing and sales pro-
grams, incentive offers and increased spending on
advertising. The increase in the region’s operating
profit resulted primarily from the above salesin-
creases and operating margin improvementsin Japan
and China. Japan’s gross margin improved due to
product cost savingsinitiativesin CFT and improved
sourcing decisions for non-CFT aswell as aprof-
itability screening process that led to the elimination
of many low-margin productsin the apparel and jew-
elry segments. Additionally, BPR efforts continue to
generate significant savings across all expense areas
in Japan. China's operating margin also improved
significantly in 1999 reflecting the suspension of
operations for most of the second quarter of 1998,
discussed below. Excluding the impact of foreign
currency exchange, operating profit increased 53%
over 1998.

1998 Compared to 1997

North America > North American sales increased 5%
to $2.06 billion and operating profit increased 16%
to $343.0 in 1998. The U.S. business reported sales
and operating profit growth of 5% and 16%, respec-
tively. Sales growth in the U.S. reflected a 4%
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increase in the average order size coupled with a 1%
increase in the number of representative orders. The
sales improvement resulted from increases in fashion
jewelry and accessories as well asin the CFT and
home entertainment categories. These improvements
were partialy offset by a decline in the gift and dec-
orative category. Sales of fashion jewelry and acces-
sories rose significantly over 1997, primarily in the
accessories segment, with the success of such prod-
ucts as organizer handbags, the Home Run Hero
watch introduced in the fourth quarter and increased
sales of licensed products, including Winnie the Pooh
carryalls and sports watches. Growth in the CFT cate-
gory was driven by successful launches of Rare
Rubies, Anew Retinol Hand Complex and the Diane
\on Furstenberg fragrance, Forest Lily. In addition,
the success of Avon's transfer resistant technology
lipstick and Avon Color’s Soring Shade Collection
combined with continued growth of the Avon Tech-
niques hair care and Skin-So-Soft lines contributed to
the growth in CFT. Higher salesin the home enter-
tainment category were driven by the launch of a col-
lection of inspirational and religious products, as well
as an increase in the sales of demonstration products
purchased by representatives. These increases were
partially offset by a decline in the gift and decorative
category resulting from the phasing out of the Avon
Home line and lower sales of Barbie and holiday
products in 1998. The improvement in U.S. operating
profit was mainly aresult of the above sales increase
combined with a favorable gross margin driven by
cost improvements, revised pricing strategies and
reduced clearance activity.

International > In 1998, International salesincreased
1% to $3.15 hillion and operating profit increased
18% to $509.1 from $432.4 in 1997. The sales growth
resulted from strong growth in Latin America, partic-
ularly in Brazil, Mexico, Argentina and Venezuela, as
well asin Europe reflecting improvementsin the
United Kingdom and Poland. These results were sig-
nificantly offset by sales declines in the Pacific, most
significantly in Japan, China and the Philippines.
Excluding the impact of foreign currency exchange,
international sales rose 11% and operating profit
increased 31% over 1997.

In Latin America, 1998 salesincreased 10%
to $1.67 billion and operating profit increased 23%,
or $64.4, to $344.4 in 1998. The salesimprovement
resulted from strong growth in Brazil and, to alesser
extent, Mexico, Argentinaand Venezuela. Brazil’s

growth in sales was driven by attractive pricing and
successful new product launches, which resulted in
strong double-digit increasesin units and ordersin
1998. Additionally, the number of active representatives
rose 31% from 1997. Mexico’s sales increase was
driven by successful new product launchesincluding
Anew Night Force, Yessamin fragrance and WWomen of
Earth, aswell asincreasesin the apparel and home
line extensions which offered superior design and
promotionsin 1998. Argentina and Venezuela
reported strong increases in units, orders and cus-
tomers served. Excluding the impact of foreign cur-
rency exchange, salesin Latin Americarose 19% over
1997. Theincrease in the region’s operating profit
was primarily due to favorable resultsin Brazil attrib-
utable to the strong sales increase and an improved
gross margin and operating expense ratio. Brazil's
gross margin improvement resulted from actions
taken in 1997 to reduce inventory levels aswell as
better vendor negotiations and continued cost reduc-
tion programsin 1998. The favorable operating
expense ratio was driven by the strong sales increase.
Operating profit improvementsin Mexico dueto the
salesincrease, and in Venezueladue to pricing strate-
gies and business redesign efforts, contributed to the
region’s growth in operating profit. Excluding the
impact of foreign currency exchange, operating profit
in Latin Americaincreased 34% over 1997.

In the Europe Region, 1998 sales increased 6%
to $862.7 and operating profit increased $16.8, or
20%, to $102.2 in 1998. The sales increase was pri-
marily due to growth in the United Kingdom resulting
from a higher average order sizein 1998. The United
Kingdom continues to focus on devel oping the core
business through representatives, growth in orders
and customers as well as brand awareness and image
enhancement. In addition, Poland’s salesincreased
significantly from 1997 as aresult of dramatic growth
in active representatives and all business fundamen-
talsincluding units, orders and customers served.
These improvements were partially offset by sales
shortfallsin Russia attributable to the deval uation of
the rublein August 1998. Average orders declined
significantly in Russia due to low consumer purchas-
ing power. In response to this situation, several
actions were taken by local management including
pricing flexibility to maintain and build market
share and reduce credit sales, as well as atightening
of expense controls. Geographic expansion into
new cities was deferred. The devaluation negatively
affected Russia’'s U.S. dollar resultsin 1998.



Excluding the impact of foreign currency exchange,
salesin Europe and Russiaincreased 10% and 26%,
respectively, from 1997. The increasein theregion’s
operating profit was due to the overall salesincrease
combined with an improved operating margin in the
United Kingdom. A shift in sales mix to higher-
margin items contributed to a gross margin improve-
ment, and continued active expense management led
to afavorable operating expense ratio in the United
Kingdom. These increases were partially offset by
operating profit declinesin Russia mainly dueto the
devaluation of the ruble discussed above. Excluding
the impact of foreign currency exchange, operating
profit in Europe increased 27% over 1997.

In the Pacific Region, 1998 sales decreased
20% to $623.3 and operating profit decreased 7%
to $62.5 from $67.0in 1997. The declinein sales
resulted from decreases in every major market, most
significantly in Japan, Chinaand the Philippines. The
Asian currency and economic crisis which began in
mid-1997 continued throughout 1998 and negatively
impacted resultsin the Pacific. The general economic
environment was poor with low consumer confidence
and reduced spending. Excluding the impact of for-
eign currency exchange, sales decreased 3%, a17
point differential from U.S. dollar reported results.
In addition, selling activitiesin China were suspended
for most of the second quarter of 1998 due to govern-
mental restrictions on direct-selling companies. As of
the beginning of June, the Company received Chinese
governmental approval to resume operations as a
wholesale and retail business and became operational
again in mid-June. The Company converted its
branches into retail outlets to serve customers and
received approval to utilize sales promoters, much
like representatives, to promote product salesin
China. Despite the above difficulties, most markets
showed growth in active representatives and number
of customers served resulting from a strong focus
on active recruitment to expand the representative
base throughout the region. The Philippines posted
double-digit increases in orders, customers served
and active representatives. Local currency salesin the
Philippines increased 10% over the prior year.
The decrease in the region’s operating profit resulted
primarily from sales declines discussed above.
Despite the sales decline, Japan’s operating profit
increased significantly over 1997 as aresult of
improvements in gross margin and operating expense
ratios. Japan’s margin improvements resulted from

cost reduction strategies and the elimination of
many lower-margin productsin 1998. Additionally,
BPR efforts resulted in lower operating expenses.
Excluding the impact of foreign currency exchange,
operating profit in the Pacific increased 19%
from 1997.

See Foreign Operations section under Liquidity
and Capital Resources for additional discussion.

Global Expenses > Global expenses were $255.3 in
1999 compared with $224.5 in 1998. The $30.8
increase was due to higher spending related to global
marketing and information technology system initia-
tivesin 1999. In 1998, global expenses were $33.0
higher than in 1997 due to increased expenses associ-
ated with information technology system and global
marketing initiatives and higher expenses for incen-
tive compensation programs primarily dueto the
improved operating resultsin 1998 versus 1997.

Recent Pronouncements > In June 1999, the Financial
Accounting Standards Board issued Financial
Accounting Standard (“FAS’) No. 137, “Accounting
for Derivative Instruments and Hedging Activities—
Deferral of the Effective Date of FAS No. 133"
which delayed the effective date of FAS No. 133,
“Accounting for Derivative I nstruments and Hedging
Activities’ by one year. FAS No. 133 is now effective
for al fiscal quarters of all fiscal years beginning after
June 15, 2000 (January 1, 2001 for the Company).
FAS No. 133 requiresthat all derivative instruments
be recorded on the balance sheet at their fair value.
Changesin thefair value of derivativeswill be
recorded each period in current earnings or accumu-
lated other comprehensive income, depending on
whether aderivative is designated as part of a hedge
transaction. For fair-value hedge transactionsin
which the Company is hedging changesin the fair
value of an asset, liability, or firm commitment,
changesin the fair value of the derivative instrument
will be included in the income statement along with
the offsetting changes in the hedged item’s fair value.
For cash-flow hedge transactionsin which the
Company is hedging the variability of cash flows
related to avariable rate asset, liability, or afore-
casted transaction, changesin the fair value of the
derivative instrument will be reported in accumulated
other comprehensive income. The gains and |osses
on the derivative instruments that are reported in
accumulated other comprehensive income will be
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reclassified to earnings in the periods in which earn-
ings are impacted by the variability of the cash flows
of the hedged item. The ineffective portion of all of
the hedges will be recognized in current period earn-
ings. Theimpact of FAS No. 133 on the Company’s
financial statementswill depend on avariety of fac-
tors, including the future level of forecasted and
actual foreign currency transactions, the extent of the
Company’s hedging activities, the types of hedging
instruments used and the effectiveness of such instru-
ments. Based on an analysis of Avon’sfinancial
instruments outstanding at December 31, 1999, the
Company does not expect the adoption of FAS No.
133 to have amaterial impact on its earnings or state-
ment of financial position.

Contingencies > Although Avon has completed its
divestiture of all discontinued operations, various
lawsuits and claims (asserted and unasserted) are
pending or threatened against Avon. The Company is
also involved in a number of proceedings arising out
of the federal Superfund law and similar state laws. In
some instances, Avon, along with other companies,
has been designated as a potentially responsible party
which may be liable for costs associated with these
various hazardous waste sites. In the opinion

of Avon’s management, based on its review of the
information available at thistime, the total cost of
resolving such contingencies at December 31, 1999
should not have amaterial adverse impact on Avon's
consolidated financia position, results of operations
or cash flows.

Liquidity and Capital Resources

Cash Flows > Net cash provided by operating activi-
ties was $464.6 in 1999 compared to $324.4 in 1998.
The 1999 increase principally reflects, among other
things, favorable working capital levels, higher net
income and higher funding of the Company’s benefit
plansin 1998. A more detailed analysis of the indi-
vidual items contributing to the 1999 and 1998
amounts is included in the Consolidated Statements
of Cash Flows.

Excluding changes in debt and other financing
activities, net cash usage of $736.6 in 1999 was
$619.0 unfavorable compared to net cash usage of
$117.6 in 1998. The $619.0 variance primarily
reflectsincreased repurchases of common stock
resulting from the accel erated buyback program.

See Note 9 of the Notes to Consolidated Financial

Statements for further discussion of this program.

In addition, the variance was also aresult of an unfa-
vorable exchange rate impact and increased cash
used for investing activitiesin 1999, including the
acquisition of amanufacturing facility in Poland and
increased capital expenditures. These uses were par-
tially offset by higher cash provided by operating
activities, discussed above. During 1998 and 1997,
the Company received net proceeds of approximately
$58.1 and $58.6, respectively, under securities lend-
ing transactions which were used to repay domestic
commercial paper borrowings and are included in the
cash flows as other financing activities. See Note 4

of the Notes to Consolidated Financial Statements for
further discussion of these transactions. In 1998,
excluding changes in debt and other financing activi-
ties, there was a net decrease in cash usage of $19.7.
This variance reflects afavorable exchange rate
impact on cash and higher cash provided by operating
activities. These sources were partially offset by
higher capital expenditures and increased dividend
payoutsin 1998.

For the period 1994 through 1999, 58.0 million
shares of common stock have been purchased for
approximately $1,442.1 under the stock repurchase
programs. See Note 9 of the Notes to Consolidated
Financial Statementsfor further details of the stock
repurchase programs.

Working Capital > At December 31, 1999, current
liabilities exceeded current assets by $375.0 while

at the end of 1998, current assets exceeded current
liahilities by $11.9. Thisincrease of $386.9 is prima-
rily due to increased net debt (short-term debt less
cash and equivalents) associated with the accel erated
stock repurchase program, discussed above, as well
as the reclassification of approximately $106.4 of
proceeds from securities lending transactions from
other non-current liabilities to other accrued liabilities
at December 31, 1999. In addition, lower inventory
levels, as discussed in the Inventories Section, also
contributed to the variance.

Although current liabilities exceeded current
assets at December 31, 1999, management believes
thisis due to the Company’s direct-selling business
format which results in lower receivable and work-
ing capital levels. Avon'sliquidity results fromits
ability to generate significant cash flows from opera-
tions and its ample unused borrowing capacity. At
December 31, 1999, the large excess of current



liahilities over current assets aswell as the issuance
of long-term debt in 1999, discussed in Note 4 of the
Notes to Consolidated Financial Statements, reflects
the acceleration of the Company’s share repurchase
program. These share repurchases resulted in a share-
holders' deficit balance at December 31, 1999 of
$406.1. Avon’s credit agreements do not contain any
provisions or requirements with respect to working
capital or equity balances.

Capital Resources > Total debt of $1,007.4 at
December 31, 1999 increased $751.1 from $256.3

at December 31, 1998, compared with an increase

of $22.0 from December 31, 1997. At December 31,
1999 and 1998, approximately $106.4 and $112.4,
respectively, related to security lending activities were
included in other accrued liabilities and other non-
current liabilities, respectively. See Note 4 of the
Notes to Consolidated Financial Statementsfor fur-
ther discussion of these transactions. During 1999 and
1998, cash flows from operating activities and other
financing activities combined with cash on hand and
higher debt levels were used for repurchase of com-
mon stock, dividends, capital expenditures and the
acquisition of amanufacturing facility in Poland.

At December 31, 1999, debt maturing within
oneyear consists of borrowings from banks of $305.2
and the current maturities of long-term debt of $.8.
Management believes that cash from operations and
available sources of financing are adequate to meet
anticipated requirements for working capital, divi-
dends, capital expenditures, the remainder of the
stock repurchase program and other cash needs.

In November 1999, the Company issued
$500.0 of unsubordinated, unsecured notes payable
(the “Notes”) in a private offering to institutional
investors. The proceeds from this issuance were used
for general corporate purposes, including the repay-
ment of outstanding short-term borrowings incurred
to finance the acceleration of the Company’s share
repurchase program.

In connection with the offering, Avon entered
into five-year and ten-year interest rate swap contracts
with notional amounts of $200.0 and $300.0, respec-
tively, to effectively convert fixed interest to a vari-
ableinterest rate, based on commercial paper rates
on the Notes.

In May 1998, Avon issued $100.0 of bonds
embedded with option features (the “Bonds”) to pay
down commercial paper borrowings. The Bonds have

atwenty-year maturity; however, after five years, the
Bonds, at the holder’s option, can be sold back to the
Company at par or can be called at par by the under-
writer and resold to investors asfifteen-year debt. The
coupon rate on the Bondsis 6.25% for the first five
years, but will be refinanced at 5.69% plus the then
corporate spread if the Bonds are reissued.

In connection with the Bond issuance, Avon
entered into afive-year interest rate swap contract
with anotional amount of $50.0 to effectively convert
fixed interest on a portion of the Bondsto avariable
interest rate, based on LIBOR.

During 1997, the Company issued $100.0 of
6.55% notes, due August 1, 2007, to pay down com-
mercial paper borrowings.

During 1996, the Company entered into an
agreement (the “credit facility”), which expiresin
2001, with various banks to amend and restate the
five-year, $600.0 revolving credit and competitive
advance facility agreement. Within thisfacility, the
Company is able to borrow, on an uncommitted basis,
various foreign currencies.

The credit facility is primarily to be used to
finance working capital, provide support for the
issuance of commercial paper and support the stock
repurchase program. At the Company’s option, the
interest rate on borrowings under the credit facility is
based on LIBOR or the higher of prime or federa
fund rates. The credit facility has an annual facility
fee of $.4. The credit facility contains a covenant for
interest coverage, as defined. The Company isin
compliance with this covenant.

At December 31, 1999, the Company has
$226.4 outstanding under a $600.0 commercial paper
program supported by the credit facility. There were
no borrowings outstanding as of December 31, 1998.

The Company has uncommitted lines of credit
available of $49.0in 1999 and 1998 with various
banks which have no compensating balances or fees.
Asof December 31, 1999 and 1998, $11.1 of these
lines are being used for letters of credit. In addition,
as of December 31, 1999 and 1998, there were inter-
national lines of credit totaling $399.5 and $329.5,
respectively, of which $81.6 and $53.9 were outstand-
ing, respectively.

Inventories > Avon’s products are marketed during
twelve to twenty-six individual sales campaigns each
year. Each campaign is conducted using a brochure
offering awide assortment of products, many of
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which change from campaign to campaign. It is nec-
essary for Avon to maintain relatively high inventory
levels as aresult of the nature of its business, includ-
ing the number of campaigns conducted annually and
the large number of products marketed. Avon's opera-
tions have a seasonal pattern characteristic of many
companies selling CFT, fashion jewelry and acces-
sories, gift and decorative items and apparel. Holiday
sales cause apeak in the fourth quarter which results
in the build up of inventory at the end of the third
quarter. Inventory levels are then sharply reduced by
the end of the fourth quarter. Inventories of $523.5 at
December 31, 1999 were $14.9 lower than 1998 asa
result of a new business strategy, meant to comple-
ment other redesign initiatives, with the objective of
reducing inventory clearance sales, building core
brochure sales and building global brands. This
decrease was partially offset by anincrease in inven-
tory levelsin Mexico, resulting from higher costs

for cosmetics materials, increased imports to support
the home products line and lower than expected fra-
grance sales. It isAvon’s objective to continue to
manage purchases and inventory levels maintaining
the focus of operating the business at efficient inven-
tory levels. However, the addition or expansion of
product lines, which are subject to changing fashion
trends and consumer tastes, as well as planned expan-
sion in high growth markets, may cause the inventory
levelsto grow periodically.

Capital Expenditures > Capital expenditures during
1999 were $203.4 (1998—$189.5). These expenditures
were made for capacity expansion in high growth
markets, maintenance of worldwide facilities, con-
temporization and replacement of information sys-
tems, supply chain initiatives in the U.S. and for
shipping and other customer service improvements
including a new manufacturing and distribution facil-
ity in Mexico and a new plant facility and national
distribution center in the Philippines. Numerous con-
struction and information systems projects werein
progress at December 31, 1999 with an estimated cost
to complete of approximately $126.1. Capital expen-
dituresin 2000 are currently expected to be in the
range of $220.0—$240.0. These expenditures will
include improvements on existing facilities, continued
investments for capacity expansion in high growth
markets, facility modernization, information systems,
including spending on the new Internet strategy, and
equipment replacement projects.

Foreign Operations > For the three years ending 1999,
1998, and 1997, the Company derived approximately
60% of its consolidated net sales and consolidated
operating profit from operations from its sub-
sidiaries outside of North America. In addition, as

of December 31, 1999 and 1998, these subsidiaries
comprised approximately 53% of the Company’s
consolidated total assets.

Avon’'s operations in many countries utilize
numerous currencies. Avon has significant net assets
in Brazil, Mexico, the United Kingdom, Japan,
Argentina, Canada and the Philippines. Changesin
the value of non-hyperinflationary countries' curren-
ciesrelative to the U.S. dollar result in direct charges
or credits to equity. Effective January 1, 1997,
Mexico was designated as a country with ahighly
inflationary economy due to the cumulative inflation
rates over the three year period 1994—1996. However,
Mexico was converted to non-hyper inflationary
status effective January 1, 1999 due to reduced cumu-
lative inflation rates during the three year period
1996 through 1998.

The Brazilian real devalued significantly in
January 1999 and, as aresult, negatively affected
Brazil’s U.S. dollar resultsin 1999. The effect of
exchange rates was reduced by foreign exchange
contracts previously in place and several actions
taken by local management to offset the devaluation
including afocused effort directed at vender negotia-
tionsand local sourcing to reduce imports. Brazil’s
1999 net sales represented approximately 9% of
Avon's consolidated net sales.

On April 21, 1998, the Chinese government
issued a directive banning all direct selling in China
resulting in the shutdown of the Company’s sales
operations for most of the second quarter. As of the
beginning of June 1998, the Company received
Chinese governmental approval to resume operations
asawholesale and retail business and became opera-
tional again on June 15, 1998. The Company con-
verted its 75 branchesinto retail outlets to serve
customers. During the end of the second quarter of
1998, Avon received government approval to utilize
sales promoters, much like representatives, to
promote product salesin China.

In early April 1999, the United States and China
agreed to remove all market access restrictions on
direct selling in China by January 1, 2003, including
the current ban on direct selling imposed by the
Chinese government in April 1998. The agreement is



contingent upon successful completion of the World
Trade Organization accession negotiations between
the United States and China and also includes devel-
opment of regulations for direct selling based on the
World Federation of Direct Selling Association’s
World Code of Conduct. Avon supports resolution of
this direct selling issue in China and remains commit-
ted to the opportunities this promising region offers.

Avon'swell diversified global portfolio of busi-
nesses has demonstrated that the effects of weak
economies and currency fluctuations in certain coun-
tries may be offset by strong resultsin others.
Fluctuations in the value of foreign currencies cause
U.S. dollar-translated amounts to change in compari-
son with previous periods. Accordingly, Avon cannot
project in any meaningful way the possible effect of
such fluctuations upon translated amounts or future
earnings. Thisis due to the large number of curren-
cies, the complexity of intercompany relationships,
the hedging activity entered into in an attempt to min-
imize certain of the effects of exchange rate changes
where economically feasible and the fact that all for-
eign currencies do not react in the same manner
against the U.S. dollar.

Certain of the Company’s financial instruments,
which are discussed below under Risk Management
Strategies and Market Rate Sensitive Instruments and
in Note 7 of the Notes to Consolidated Financial
Statements, are used to hedge various amounts relat-
ing to certain international subsidiaries. However, the
Company’s foreign currency hedging activities are
not material when compared to the Company’sinter-
national financial position or results of operations.

Some foreign subsidiariesrely primarily on
borrowings from local commercial banksto fund
working capital needs created by their highly seasonal
sales pattern. From time to time, when tax and other
considerations dictate, Avon will finance subsidiary
working capital needs or borrow foreign currencies.
At December 31, 1999, the total indebtedness of for-
eign subsidiaries was $83.4.

ItisAvon’'s policy to remit all the available
cash (cash in excess of working capital require-
ments, having no legal restrictions and not considered
permanently reinvested) of foreign subsidiaries as
rapidly asis practical. During 1999, these subsidiaries
remitted, net of taxes, $375.9 in dividends and royal-
ties. This sum is a substantial portion of the 1999 con-
solidated net earnings of Avon’sforeign subsidiaries.

Risk Management Strategies and Market Rate Sensitive
Instruments > The Company operates globally, with
manufacturing and distribution facilitiesin various
locations around the world. The Company may
reduce its primary market exposures to fluctuationsin
interest rates and foreign exchange rates by creating
offsetting positions through the use of derivative
financial instruments. The Company does not use
derivative financial instruments for trading or specu-
lative purposes, nor isthe Company a party to lever-
aged derivatives.

The Company periodically usesinterest rate
swaps to hedge portions of interest payable on its
debt. In addition, the Company may periodically
employ interest rate caps to reduce exposure, if any,
to increasesin variable interest rates.

The Company may periodically hedge foreign
currency royalties, net investmentsin foreign sub-
sidiaries, firm purchase commitments and contractual
foreign currency cash flows or obligations, including
third-party and intercompany foreign currency trans-
actions. The Company regularly monitorsitsforeign
currency exposures and ensures that hedge contract
amounts do not exceed the amounts of the under-
lying exposures.

At December 31, 1999, the Company held
foreign currency forward contracts with notional
amounts totaling $290.2 and option contracts with
notional amounts totaling $20.0 to hedge foreign cur-
rency items. All of these contracts have maturities
prior to December 31, 2000. Also outstanding in 1999
were foreign currency forward contracts totaling $66.7
which do not qualify as hedging transactions under
the current accounting definitions and, accordingly,
have been marked to market. The mark-to-market
adjustment at December 31, 1999 was not material.

The Company has entered into forward con-
tracts to purchase approximately 2,433,200 shares of
Avon common stock at an average price of $38.06 per
share at December 31, 1999. The contracts mature
over the next two years and provide for physical or
net share settlement to the Company. Accordingly,
no adjustment for subsequent changesin fair value
has been recognized.

The Company attempts to minimize its credit
exposure to counterparties by entering into interest
rate swap and cap contracts only with major interna-
tional financial institutionswith “A” or higher credit
ratings as issued by Standard & Poor’s Corporation.
The Company’sforeign currency and interest rate
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derivatives are comprised of over-the-counter forward
contracts or options with major international financial
institutions. Although the Company’s theoretical
credit risk is the replacement cost at the then esti-
mated fair value of these instruments, management
believesthat the risk of incurring losses is remote and
that such losses, if any, would not be material.

Non-performance of the counterpartiesto the
balance of all the currency and interest rate swap
agreements would not result in a significant write off
at December 31, 1999. |n addition, Avon may be
exposed to market risk on its foreign exchange and
interest rate swap agreements as aresult of changesin
foreign exchange and interest rates. The market risk
related to the foreign exchange agreements should be
substantially offset by changesin the valuation of the
underlying items being hedged.

The Company is exposed to changesin finan-
cial market conditionsin the normal course of its
operations primarily due to international businesses
and transactions denominated in foreign currencies
and the use of various financial instruments to fund
ongoing activities.

Various derivative and non-derivative financial
instruments held by the Company are sensitive to
changesin interest rates. These financial instruments
are either discussed above or in Notes 4 and 7 of the
Notes to Consolidated Financial Statements. Interest
rate changes would result in gains or losses in the fair
value of debt and other financing instruments held by
the Company. Based on the outstanding bal ance of all
instruments at December 31, 1999, a hypothetical 50
basis point increase or decrease in interest rates pre-
vailing at this date, sustained for one year, would not
represent amaterial potential lossin fair value, earn-
ings or cash flows. This potential loss was cal cul ated
based on discounted cash flow analyses using interest
rates comparable to the Company’s current cost of
debt. In 1999, the Company did not experience a
material lossin fair value, earnings or cash flows
associated with changesin interest rates.

The Company is exposed to equity price fluctu-
ations for investments included in the grantors trust.
A 10% changein equity prices would not be material
based on the fair value of equity investments as of
December 31, 1999.

The Company also engages in various hedging
activitiesin order to reduce potential losses due to
foreign currency risks. Consistent with the nature
of the economic hedge of such foreign exchange

contracts, any unrealized gain or loss would be offset
by corresponding decreases or increases, respectively,
of the underlying instrument or transaction being
hedged. These financial instruments are discussed
above and in Note 7 of the Notes to Consolidated
Financial Statements. Based on the Company’s for-
eign exchange contracts at December 31, 1999, the
impact of a 10% appreciation or 10% depreciation

of the U.S. dollar against the Company’sforeign
exchange contracts would not represent a material
potential lossin fair value, earnings or cash flows.
This potential loss does not consider the underlying
foreign currency transaction or translation exposures
of the Company. The hypothetical impact was cal cu-
lated on the combined option and forward positions
using forward rates at December 31, 1999 adjusted
for an assumed 10% appreciation or 10% depreciation
of the U.S. dollar against the foreign contracts. The
impact of payoffs on option contractsis not signifi-
cant to this calculation. In 1999, net foreign exchange
losses associated with the Company’s foreign exchange
contracts did not represent amaterial lossin fair
value, earnings or cash flows.

As of December 31, 1999, the primary curren-
cies for which the Company has net underlying for-
eign currency exchange rate exposure are the U.S.
dollar versus the Argentine peso, Brazilian real,
British pound, Canadian dollar, euro, French franc,
German mark, Japanese yen and the Mexican peso.
The Company is aso exposed to other South
American and Asian currencies.

The Company does not hedge its foreign cur-
rency exposure in amanner that would entirely elimi-
nate the effect of changes in foreign exchange rates
on the Company’s consolidated financial position,
results of operations and cash flows. The impact of a
10% appreciation or 10% depreciation of the U.S.
dollar against the Company’s net underlying foreign
currency transaction and translation exposures could
be material.

Other Information

In October 1997, the Company announced a world-
wide business process redesign (“BPR”) program

to streamline operations and improve profitability
through margin improvement and expense reduc-
tions. The special and non-recurring charges associ-
ated with this program totaled $151.2 pretax ($121.9
net of tax, or $.47 per share on a basic and diluted
basis) for the year ended December 31, 1999 and



$154.4 pretax ($122.8 net of tax, or $.46 per share
on abasic and diluted basis) for the year ended
December 31, 1998.

BPR initiatives underway are intended to
reduce costs by up to $400.0 ayear by 2000, with a
portion of the savings being reinvested primarily in
consumer-focused initiatives. Total savings from
BPR initiatives for 1999 approximated $250.0.

Euro

A single currency called the euro was introduced in
Europe on January 1, 1999. Eleven of the fifteen
member countries of the European Union adopted
the euro as their common legal currency on that date.
Fixed conversion rates between these participating
countries’ existing currencies (the “legacy curren-
cies’) and the euro were established as of that date.
The legacy currencies are scheduled to remain legal
tender as denominations of the euro until June 30,
2002 after which they will be withdrawn from
circulation. During this transition period, parties
may settle transactions using either the euro or a
participating country’s legal currency. Beginning

in January 2002, new euro-denominated bills and
coins will be issued.

Avon operating subsidiaries affected by the
euro conversion have established plans to address
issues raised by the euro currency conversion. These
issues include, among others, the need to adapt infor-
mation technology systems, business processes and
equipment to accommodate euro-denominated trans-
actions, the impact of one common currency on pric-
ing and recal culating currency risk. Avon does not
expect system and equipment conversion costs to be
material. Due to the numerous uncertainties associ-
ated with the market impact of the euro conversion,
the Company cannot reasonably estimate the effects
one common currency will have on pricing and the
resulting impact, if any, on results of operations,
financial condition or cash flows.

Year 2000 Update

The Company did not experience any disruptions

to its normal operations as a result of the transition
into calendar year 2000. Thorough testing of mis-
sion critical business processes was performed on
January 1, 2000 in order to validate the data integrity
of internal and external system interfaces. In addi-
tion, the Company obtained confirmation from its

key suppliers and vendors that services to Avon
Products, Inc. would not be interrupted.

The total estimated cost associated with achiev-
ing worldwide Year 2000 compliance, excluding
internal costs, will be approximately $33.7, of which
$33.2 has been spent to date. Replacement costs and
costs associated with the validation of third party
compliance are included in these figures. The
Company did not separately track the internal costs
incurred for the Year 2000 project, those costs prima-
rily being related to payroll costs for the Company’s
information systems group. The Company’s policy
was to expense as incurred information system main-
tenance and modification costs and to capitalize costs
related to system replacement. The costs of the
Company’sYear 2000 compliance efforts are being
funded through operating cash flows.

The Company will continue to monitor its busi-
ness processes and third parties for potential problems
that could arise in the first few months of calendar
year 2000. Based on the Company’s preparations
prior to January 1, 2000 and the absence of any prob-
lemsto date, no significant disruptions are anticipated.



Results of Operations by Quarter

Avon Products, Inc.
In millions, except per share data

First Second Third Fourth Year

1999*
Net sales $1,2138 $1,258.1 $1,250.6 $1,566.6 $5,289.1
Gross profit™ 705.6 806.4 785.6 960.0 3,257.6
Special charges 105.2 - - - 105.2
Operating (loss) profit (41.3) 195.8 146.3 248.6 549.4
(Loss) income before taxes and minority inferest (39.3) 188.4 136.3 2212 506.6
(Loss) income before minority inferest (50.7) 120.6 88.5 144.0 302.4
Net (loss) income S (489) S 1214 S 82 S 1417 S 3024
(Loss) earnings per share:

Basic S (19 S 46 S 3 S .58 S LIgv

Diluted S (19 S 46 S u S 58 A
1998*
Net sales §1183.4  $1,2472  $1,2332  $15489  $52127
Gross profit™ 680.3 781.6 755.0 942.8 3,159.7
Special charges 70.5 - 46.0 - 116.5
Operating (loss) profit (17.8) 177.0 81.1 232.9 473.2
(Loss) income before taxes and minority interest (26.6) 173.6 76.5 2324 455.9
(Loss) income before minority interest (32.7) 109.7 39.8 148.3 265.1
Net (loss) income S (310 S 14 S 415 S 1481 S 2700
(Loss) earnings per share:

Basic S (1§ 4 S 16 S 56 S .03

Diluted (12§ 4@ S 16 S 56 S 1.020

* First quarter 1999 and 1998 include special and non-recurring charges of $46.0 and $37.9, respectively, for inventory write-downs.
** Certain reclassifications have been made to the 1998 financial and 1999 quarterly information to conform to the current full year presentation.
(1) The sum of per share amounts for the quarters does not necessarily equal that for the year because the computations are made independently.
Market Prices Per Share of Common Stock by Quarter

1999 1998

Quarter High Low High Low
First S 49.00 S 3550 S 40.63 § 28.00
Second 59.13 46.38 44.50 36.94
Third 56.75 24.63 44 31 25.00
Fourth 37.38 23.31 46.25 25.75

Avon common stock is listed on the New York Stock Exchange. At December 31, 1999, there were 22,964
shareholders of record. The Company believes that there are over 70,000 additional shareholders who are not
“shareholders of record” but who beneficially own and vote shares through nominee holders such as brokers
and benefit plan trustees. Dividends of $.72 per share, or $.18 per share each quarter, were declared and paid in
1999. Dividends of $.68 per share, or $.17 per share each quarter, were declared and paid in 1998.



Consolidated Statements of Income

Avon Products, Inc.
In millions, except per share data

Years ended December 31 1999 1998 1997
Net sales $5289.1  $5212.7  $5079.4
Costs, expenses and other:
Cost of sales* 2,031.5 2,053.0 2,051.0
Marketing, distribution and administrative expenses 2,603.0 2,570.0 2,490.6
Special charges 105.2 116.5 -
Operating profit 549.4 4732 537.8
Interest expense 432 347 35.5
Interest income (11.1) (15.9) (16.7)
Other expense (income), net 10.7 (1.5) (15.9)
Total other expenses 42.8 17.3 2.9
Income before taxes and minority inferest 506.6 455.9 5349
Income taxes 204.2 190.8 197.9
Income before minority interest 3024 265.1 337.0
Minority interest 0.0 49 1.8
Net income S 3024 S 2700 S 3388
Earnings per share:
Basic S 118 S 103§ 128
Diluted S 17 S 102 S 1

*1999 and 1998 include special and non-recurring charges of $46.0 and $37.9, respectively, for inventory write-downs.

The accompanying notes are an infegral part of these stafements.
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Consolidated Balance Sheets

Avon Products, Inc.
In millions, except share data

December 31 1999 1998
Assets
Current assets
Cash, including cash equivalents of $49.6 and $59.7 S 1174 S 1056
Accounts receivable (less allowance for doubtful accounts of $40.0 and $49.0) 495.6 492.6
[nventories 5235 538.4
Prepaid expenses and other 201.3 204.8
Total current assets $1,337.8 $1,341.4
Property, plant and equipment, at cost
Land 55.1 514
Buildings and improvements 653.4 613.0
Equipment 763.5 7284
1,472.0 1,392.8
Less accumulated depreciation 731.2 722.9
7348 669.9
Other assets 456.0 422.2
Total assets $25286 52,4335

Liabilities and Shareholders’ (Deficit) Equity
Current liabilities

Debt maturing within one year S 3060 § 553
Accounts payable 435.9 416.9
Accrued compensation 165.8 1613
Other accrued liabilities 411.6 308.2
Sales and taxes other than income 107.5 106.2
Income taxes 286.0 281.6

Total current liabilities $1,712.8 $1,329.5
Long-ferm debt 701.4 201.0
Employee benefit plans 398.1 390.0
Deferred income taxes 36.7 36.3
Other liabilities (including minority interest of $32.7 and $36.1) 85.7 191.6

Commitments and confingencies (Note 14)

Shareholders’ (deficit) equity
Common stock, par value $.25 — authorized: 400,000,000 shares; issued

352,575,924 and 351,314,366 shares 88.1 87.8
Additional paid-in capital 819.4 780.0
Retained earnings 837.2 719.1
Accumulated other comprehensive income (349.7) (301.3)
Treasury stock, at cost — 114,680,525 and 88,793,640 shares (1,801.1) (1,000.5)

Total shareholders' (deficit) equity (406.1) 285.1

Total liabilities and shareholders’ (deficit) equity $25286 52,4335

The accompanying notes are an infegral part of these stafements.



Consolidated Statements

Avon Products, Inc.
In millions

of Cash Flows

Years ended December 31 1999 1998 1997
Cash flows from operating activities
Net income $ 3024 $ 270.0 $ 3388
Adjustments fo reconcile income fo net cash
provided by operating activities:
Depreciation and amortization 83.0 72.0 72.1
Provision for doubtful accounts 87.5 91.3 80.8
Translation gains (.9) (7.2) (1
Deferred income taxes (20.0) (13.0) 18.0
Special charges 84.1 88.5 -
Other 9.7 39 94
Changes in assets and liabilities:
Accounts receivable (132.7) (157.6) (121.4)
[nventories (57.8) (17.2) (67.5)
Prepaid expenses and other 1.1 (4.0) 6.7
Accounts payable and accrued liabilities 56.3 13.0 429
Income and other taxes 27.6 19.5 (56.1)
Noncurrent assets and liabilities 24.3 (34.8) 8.1)
Net cash provided by operating acfivities 464.6 324.4 315.5
Cash flows from investing activities
Capital expenditures (203.4) (189.5) (169.4)
Disposal of assets 1.7 5.8 33
Acquisitions of subsidiary stock and other investing activities (16.5) 14 (9.0)
Net cash used by investing activities (208.2) (182.3) (175.1)
Cash flows from financing activifies
Cash dividends (186.3) (180.6) (168.3)
Debt, net (maturities of three months or less) 22].2 (96.1) (39.8)
Proceeds from short-ferm debt 90.8 547 25.7
Retirement of short-ferm debt (69.4) (34.9) (49.0)
Proceeds from long-term debt 500.0 100.1 100.0
Refirement of long-term debt (.2) (.6) (.8)
Proceeds from exercise of stock opions 239 24.0 20.6
Repurchase of common stock (800.6) (107.8) (110.8)
Other financing activifies - 58.1 58.6
Net cash used by financing acivities (214.6) (183.1) (163.8)
Effect of exchange rate changes on cash and equivalents (30.0) 4.7 (19.2)
Net increase (decrease) in cash and equivalents 1.8 (36.3) (42.6)
Cash and equivalents at beginning of year 105.6 1419 1845
Cash and equivalents af end of year S1174 $105.6 $ 1419 45>
Cash paid for
Inferest S 471 $ 392 S 360
Income taxes, net of refunds received 176.0 188.5 215.8

The accompanying nofes are an integral part of these statements.



Consolidated Statements of Changes in

Shareholders’ (Deficit) Equity

Avon Products, Inc.

In millions, except share data

Accumulated
Additional Other
Common Stock Paid-In Retained  Comprehensive Treasury
Shares Amount Capifal Eamings Income Stock Total

Balance af December 31, 1996 173,957,379 S 435 S 6936 S 4888 | S (2107) S (7735 S 2417
Comprehensive income:

Net income 338.8 338.8

Foreign currency translation adjustments (59.6) (59.6)
Total comprehensive income 27192
Dividends — $1.26 per share (166.7) (166.7)
Exercise of stock options, including fax benefits 713,298 2 30.3 30,5
Grant, cancellation and

amortization of restricted sfock 40,496 4.6 4.6
Repurchase of common stock (110.8) (110.8)
Benefit plan contributions 4.6 1.9 6.5
Balonce af December 31, 1997 174,711,173 43.7 733.1 660.9 (270.3) (882.4) 285.0
Comprehensive income:

Net income 270.0 270.0

Foreign currency translation adjustments (15.6)

Minimum pension liability adjustment (15.4)
Total comprehensive income 239.0
Dividends — .68 per share (178.9) (178.9)
Two-for-one stock split effected

in the form of a stock dividend from

retained eamings (Note 9) 175,419,475 439 (32.9) (11.0) -
Exercise of stock options, including tax benefits 916,102 2 38.2 384
Grant, cancellation and

amortization of restricted stock 267,616 7. 7.1
Repurchase of common stock (107.8) (107.8)
Benefit plan contributions 1.6 7 2.3
Balance af December 31, 1998 351,314,366 87.8 780.0 719.1 (301.3)|  (1,000.5) 285.1
Comprehensive income:

Net income 3024 302.4

Foreign currency translation adjustments (49.7) (49.7)

Minimum pension liability adjustment 1.3 1.3
Total comprehensive income 254.0
Dividends — $.72 per share (184.3) (184.3)
Exercise of stock options, including tax benefits 1,152,549 3 30.7 31.0
Grant, cancellation and

amortization of restricted sfock 109,009 8.7 8.7
Repurchase of common stock (800.6) (800.6)
Balance at December 31, 1999 352575924 | S 881 S 8194 | S 8372 | S (349.7)) S(1,801.1) S (406.1)

The accompanying notes are an infegral part of these stafements.




Notes to Consolidated Financial Statements

Avon Products, Inc.
In millions, except per share data

Description of the Business and Summary
of Significant Accounting Policies

Business

Avon Products, Inc. (“Avon” or the* Company”) is
agloba manufacturer and marketer of beauty and
related products. The product categoriesinclude cos-
metics, fragrance and toiletries; beauty pluswhich
consists of jewelry and accessories and apparel; and
non-core which consists of gift and decorative and
home entertainment products. Avon’s businessis com-
prised of one industry segment, direct selling, whichis
conducted in North America, Latin America, the Pecific
and Europe. Sales are made to the ultimate customers
principally by independent Avon representatives.

Significant Accounting Policies

Principles of Consolidation > The consolidated
financial statements include the accounts of Avon and
its mgjority and wholly-owned subsidiaries. Inter-
company balances and transactions are eliminated.
These statements have been prepared in conformity
with generally accepted accounting principles and
require management to make estimates and assump-
tions that affect amounts reported and disclosed in the
financial statements and related notes. Actual results
could differ from these estimates.

Foreign Currency > Financial statements of foreign
subsidiaries operating in other than highly inflation-
ary economies are translated at year-end exchange
rates for assets and liabilities and average exchange
rates during the year for income and expense accounts.
The resulting translation adjustments are recorded
within accumulated other comprehensive income.
Financial statements of subsidiaries operating in
highly inflationary economies are translated using a
combination of current and historical

exchange rates and any translation adjustments are
included in income.

Revenue Recognition > Avon recognizes revenue as
shipments are made and title passes to the independ-
ent representatives, who are Avon’s customers.

Cash and Equivalents > Cash equivalents are stated at
cost plus accrued interest, which approximates fair
value. Cash equivalents are highly liquid debt instru-
ments with an original maturity of three months

or less and consist of time deposits with a number

of U.S. and non-U.S. commercial bankswith high
credit ratings.

Inventories > Inventories are stated at the lower of

cost or market. Cost is determined using the first-in,
first-out (“FIFO”) method for al inventories. Prior

to October 1999, substantially all U.S. inventories,
except apparel, used the last-in, first-out (“LIFO")
method to determine cost. The LI1FO value of such
inventory was approximately $3.6 lower than it would
have been under the FIFO method at December 31,
1998. Effective October 1, 1999, the U.S. inventories
using the LIFO method were changed to the FIFO
method. The change was made because the Company
had begun to realize and expects to continue to expe-
rience cost reductions as aresult of technological
advancements and process improvementsin its manu-
facturing operations. As aresult, the FIFO method
will better measure the current value of such invento-
ries, provide a more appropriate matching of revenues
and expenses, and conform all inventories of the
Company to the same accounting method. This
accounting change was not material to the financial
statements on an annual or quarterly basis, and
accordingly, no restatement of prior periods' financial
statements was made.

Depreciation > Substantially all buildings, improve-
ments and equipment are depreciated using the
straight-line method over estimated useful lives.
Estimated useful lives for buildings and improve-
ments range from approximately 20 to 45 years and
equipment range from 3 to 15 years.

Other Assets > Systems devel opment costs related to
the development of major information and accounting
systems are capitalized and amortized over the esti-
mated useful life of the related project, not to exceed
fiveyears.

Stock Options > Avon applies APB Opinion 25,
“Accounting for Stock Issued to Employees’, and
related interpretations in accounting for its long-term
incentive plans. Compensation cost for fixed price
options is measured as the excess, if any, of the
guoted market price of Avon's stock at the grant

date or other measurement date over the amount an
employee must pay to acquire the stock.

Financial Instruments > The Company uses derivative
financial instruments, including swaps, forward
contracts and options, to manage interest rate and
foreign currency exposures. These instruments are
accounted for on an accrual basis. Gains and losses

2



on existing assets, liabilities and firm commitments
designated as hedged items are deferred and included
in other assets or liabilities and recognized when

the offsetting gains and losses are recognized in the
related financial instrument. Gains and losses and
cash flows from derivative instruments designated

as hedges are classified consistent with the items
being hedged. Items which do not qualify for hedge
accounting are marked to market with the resulting
gain or loss recognized in other expense (income),
net. Gains and losses on terminations of foreign
exchange and interest rate swap contracts are deferred
and amortized over the remaining terms of the
original agreements.

The Company also uses financial instruments,
including forward contracts to purchase Avon common
stock, to hedge certain employee benefit costs and the
cost of the Company’s share repurchase program.
Contracts that require physical or net share settlement
areinitially measured at fair value with subsegquent
changesin fair value not recognized. Contracts that
require net cash settlement are initially measured at
fair value with subsequent changesin fair value rec-
ognized as gains or losses in the income statement.

Research and Development > Research and devel op-
ment costs are expensed as incurred and aggregated in
1999 $34.4 (1998 — $31.4; 1997 — $29.9).

Advertising > Advertising costs are expensed as
incurred and aggregated in 1999 $63.4 (1998 — $65.0;
1997 — $64.5).

Income Taxes > Deferred income taxes have been
provided on items recognized for financial reporting
purposes in different periods than for income tax
purposes at future enacted rates.

U.S. income taxes have not been provided on
approximately $195.0 of undistributed income of
subsidiaries that has been or isintended to be perma-
nently reinvested outside the United Statesor is
expected to be remitted free of U.S. income taxes.

If such undistributed income was remitted, no sub-
stantial tax cost would be incurred.

Earnings per Share > Basic earnings per share are
computed by dividing net income by the weighted-
average number of shares outstanding during the year.
Diluted earnings per share are calculated to give
effect to all potentially dilutive common shares that
were outstanding during the year.

For each of the three years ended December 31,
the number of shares used in the computation of basic
and diluted earnings per share are asfollows:

1999 1998 1997
Basic EPS
Weighted-average shares 256.78 26327  264.67
Incremental shares from conversion of:
Stock options 2.59* 2.68 2.33
Diluted EPS
Adjusted weighted-average shares 259.37 26595  267.00

* At December 31, 1999, stock options and forward contracts to purchase Avon common
stock fotaling 3.8 million shares are not included in the diluted earnings per share calculo-
tion since their impact is anti-dilutive.

Reclassifications > To conform to the 1999 presenta-
tion, certain reclassifications were made to the prior
years consolidated financial statements and the
accompanying footnotes.

2 Accounting Changes

In June 1999, the Financial Accounting Standards
Board issued Financial Accounting Standard (“FAS")
No. 137, “Accounting for Derivative Instruments and
Hedging Activities— Deferral of the Effective Date of
FAS No. 133", which delayed the effective date of
FAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities’, by oneyear. FASNo. 133is
now effective for all fiscal quarters of all fiscal years
beginning after June 15, 2000 (January 1, 2001 for
the Company). FAS No. 133 requiresthat all deriva-
tive instruments be recorded on the balance sheet at
their fair value. Changesin the fair value of deriva-
tiveswill be recorded each period in current earnings
or accumulated other comprehensive income, depend-
ing on whether the derivative is designated as part of
ahedge transaction. For fair-value hedge transactions
in which the Company is hedging changesin the fair
value of an asset, liability, or firm commitment,
changesin the fair value of the derivative instrument
will be included in the income statement along with
the offsetting changesin the hedged item’s fair value.
For cash-flow hedge transactionsin which the
Company is hedging the variability of cash flows
related to avariable rate asset, liability, or afore-
casted transaction, changesin the fair value of the
derivative instrument will be reported in accumulated
other comprehensive income. The gains and losses on
the derivative instruments that are reported in accu-
mulated other comprehensive income will be reclassi-
fied to earningsin the periods in which earnings are
impacted by the variability of the cash flows of the
hedged item. The ineffective portion of all of the
hedges will be recognized in current period earnings.
Theimpact of FAS No. 133 on the Company’s finan-
cial statementswill depend on avariety of factors,
including the future level of forecasted and actual for-
eign currency transactions, the extent of the
Company’s hedging activities, the types of hedging
instruments used and the effectiveness of such instru-
ments. Based on an analysis of Avon’sfinancial
instruments outstanding at December 31, 1999, the



Company does not expect the adoption of FAS No.
133 to have amaterial impact on its earnings or state-
ment of financial position.

3 Inventories

Inventories at December 31 consisted of the
following:

1999 1998
Raw materials S156.9  S140.6
Finished goods 366.6 3978
Total $5235 S$5384

4 Debt and Other Financing
Debt at December 31 consisted of the following (see
also Note 7 regarding financial instruments):

1999 1998
Maturing within one year:
Notes payable $305.2 S 539
Current portion of long-term debt 8 14
Total $306.0 S 553
Long-ferm debt:
6.90% Notes, due 2004 $200 S -
6.55% Notes, due 2007 100.0  100.0
7.15% Notes, due 2009 300.0 -
6.25% Bonds, due 2018 100.0  100.0
Other, payable through 2002 with inferest
from 3% to 38% 2.2 24
Less current portion (.8) (1.4)
Total §7014  $201.0

Annual maturities of long-term debt for each of
the next five years are: 2000 — $.8; 2001 — $.8; 2002 —
$.4; 2003 —$.2; and 2004 and beyond — $700.0.

In November of 1999, Avon issued $500.0 of
notes payable (the “Notes”) in a private offering to
institutional investors. The Notes are unsubordinated,
unsecured obligations of the Company. $200.0 of the
Notes bear interest at a per annum rate equal to 6.90%
and mature on November 15, 2004. $300.0 of the
Notes bear interest at a per annum rate equal to 7.15%
and mature on November 15, 2009. Interest on the
Notes is payable semi-annually. The indenture under
which the Notes were issued limits the incurrence of
liens and restricts the incurrence of sales and |ease-
back transactions and transactions involving mergers,
consolidation or asale of substantially all of the
Company’s assets.

In connection with the offering, Avon entered
into five-year and ten-year interest rate swap contracts
with notional amounts of $200.0 and $300.0, respec-
tively, to effectively convert fixed interest to a vari-
ableinterest rate, based on commercial paper rates
on the Notes.

In May 1998, Avon issued $100.0 of bonds
embedded with option features (the “Bonds”) to pay

down commercial paper borrowings. The Bonds have
atwenty-year maturity; however, after five years, the
Bonds, at the holder’s option, can be sold back to the
Company at par or can be called at par by the under-
writer and resold to investors as fifteen-year debt. The
coupon rate on the Bondsis 6.25% for the first five
years, but will be refinanced at 5.69% plus the then
corporate spread if the Bonds are reissued.

In connection with the Bond issuance, Avon
entered into afive-year interest rate swap contract
with anotional amount of $50.0 to effectively convert
fixed interest on a portion of the Bondsto avariable
interest rate, based on LIBOR.

During 1997, the Company issued $100.0
of 6.55% notes, due August 1, 2007, to pay down
commercial paper borrowings.

Under the terms of arevolving credit and
competitive advance facility agreement amended in
1996 and expiring in 2001 (the “credit facility”),
the Company may borrow up to $600.0. Within
thisfacility, the Company is able to borrow, on an
uncommitted basis, various foreign currencies.

The credit facility is primarily to be used to
finance working capital, provide support for the
issuance of commercial paper and support the stock
repurchase program. At the Company’s option, the
interest rate on borrowings under the credit facility
isbased on LIBOR or the higher of prime or federal
fund rates. The credit facility has an annual facility
fee of $.4. The credit facility contains a covenant
for interest coverage, as defined. The Company is
in compliance with this covenant.

At December 31, 1999, the Company has
$226.4 outstanding under a $600.0 commercial paper
program supported by the credit facility. At December
31, 1998, there were no borrowings outstanding under
the credit facility.

The Company has uncommitted lines of credit
available of $49.0in 1999 and 1998 with various
banks which have no compensating balances or fees.
Asof December 31, 1999 and 1998, $11.1 of these
lines are being used for letters of credit.

The maximum borrowings under these com-
bined facilities during 1999 and 1998 were $840.7
and $290.7, respectively, and the annual average bor-
rowings during each year were approximately $304.0
and $205.7, respectively, at average annual interest
rates of approximately 5.3% and 4.8%, respectively.

At December 31, 1999 and 1998, international
lines of credit totaled $399.5 and $329.5, respectively,
of which $81.6 and $53.9 were outstanding, respec-
tively. The maximum borrowings under these facili-
ties during 1999 and 1998 were $121.0 and $63.6,
respectively, and the annual average borrowings dur-
ing each year were $73.0 and $49.3, respectively, at
average annual interest rates of approximately 6.2%
and 12.3%, respectively. Such lines have no compen-
sating balances or fees.

>



At December 31, 1999 and 1998, Avon also
had letters of credit outstanding totaling $15.5 which
guarantee various insurance activities. In addition,
Avon had outstanding letters of credit for various
trade activities.

During 1998 and 1997, the Company entered

6 Income Taxes

Deferred tax assets (liabilities) resulting from tempo-
rary differencesin the recognition of income and
expense for tax and financial reporting purposes at
December 31 consisted of the following:

into securities lending transactions resulting in the 1999 1998
borrowing of securities which were subsequently sold  Deferred fax assefs:
for net proceeds approximating $58.1 and $58.6, Postretirement benefits S 828 S 820
respectively, used to repay commercial paper borrow- Accrued expenses and reserves 48.6 58.7
ings. The borrowed securities are due to the lender no Special and non-recurring charges 1.2 9.0
later than December 29, 2000. The obligations are Employee benefit plans 70.9 545
included in other accrued liabilities on the balance Foreign operating loss carryforwards 373 29.1
sheet. The effective rates on the transactions are Capifal loss carryforwards 10.0 174
expected to be 5.5% and 6.5%, respectively. Postemployment benefits 9.3 11.0
All other 27.0 213
5 Valuation allowance (46.7) (46.9)
Comprehensive Income Total deferred fox assets 2464 2361
The following table reflects comprehensiveincome as  Deferred tax liabilities:
of December 31: Depreciation (43.6) (41.5)
1999 1998 1997 Prepaid refirement plan costs (549)  (55.2)
Net income $3024 52700 53388 Capitalized interest (9.7)  (10.6)
Other comprehensive loss Unremitted foreign eamings (177 ~ (17.4)
Change in equity due All other (19.7) (221
to foreign currency Total deferred tax liabilities (145.6)  (146.8)
translation adjustments (49.7)  (15.6)  (59.6)  Net deferred fux assets $1008 S 89.3
Minimum pension liability
adjustment 1.3 (15.4) - Deferred tax assets (liabilities) at December 31
Comprehensive income $2540 52390 $279.2  wereclassified asfollows:
Accumulated other comprehensive income at 1999 1998
December 31 consisted of the following: Deferred tox assets:
Prepaid expenses and other $9.0 S 8.9
1999 1998 Other assets 52.2 442
Foreign currency translation adjustments $(335.6) $(285.9) Total deferred tax assets 142.2 131.1
Minimum pension liability adjustments (14.1)  (15.4)  Deferred tox liabilifies:
Total $(349.7) $(301.3) Income taxes (4.7) (5.5)
Deferred income faxes (36.7) (36.3)
Total deferred tax liabilities (41.4) (41.8)
Net deferred tax assets $1008 S 893

The valuation allowance primarily represents
reserves for foreign operating loss and capital loss
carryforwards. The basis used for recognition of
deferred tax assets included the profitability of the
operations and related deferred tax liabilities.

Income before taxes and minority interest for
the years ended December 31 was as follows:

1999 1998 1997
United States $1022 S 742 S15346
Foreign 4044 3817 3813
Total $506.6  S455.9  $5349




The provision for income taxes for the years ended
December 31 was as follows:

1999 1998 1997
Federal:
Current S 484 $392 S 271
Deferred (13.3)  (10.4) 21.3
35.1 28.8 48.4
Foreign:
Current 167.5 1537 148.0
Deferred (4.5) 9 (1.7)
163.0 154.6 140.3
State and other:
Current 8.3 10.9 4.8
Deferred (2.2) (3.5 4.4
6.1 74 9.2
Total $2042 51908 $1979
The effective tax rate for the years ended
December 31 was asfollows:
1999 1998 1997
Statutory federal rate 35.0%  35.0%  35.0%
State and local taxes, net of
federal tax benefit 8 1.0 1.1
Tax-exempt operations (.3) 8 (.5
Taxes on foreign income,
including translation 42 4.6 13
Other .6 5 1
Effective tax rate 403%  419%  37.0%

In the fourth quarter of 1997, the Company
recorded a benefit related to a value-added tax settle-
ment in the United Kingdom totaling $26.5, of which
$20.6 and $5.9 have been reflected in other expense
(income), net and interest income, respectively.

At December 31, 1999, Avon had foreign oper-
ating loss carryforwards of approximately $106.0.
Theloss carryforwards expiring between 2000 and
2007 were $55.5 and the loss carryforwards which do
not expire were $50.5. Capital loss carryforwards,
which expire between 2000 and 2001 and may be
used to offset capital gains, if any, were approxi-
mately $28.7 at December 31, 1999.

Financial Instruments and

Risk Management
Risk Management > The Company operates globally,
with manufacturing and distribution facilitiesin
variouslocations around the world. The Company may
reduce its exposure to fluctuations in interest rates and
foreign exchange rates by creating offsetting positions
through the use of derivative financial instruments.
The Company does not use derivative financial instru-
ments for trading or speculative purposes, nor isthe
Company aparty to leveraged derivatives.

The notional amount of forward exchange con-
tracts and optionsis the amount of foreign currency
bought or sold at maturity. The notional amount of
interest rate swapsis the underlying principal amount
used in determining the interest payments exchanged
over the life of the swap. The notional amounts are
not a direct measure of the Company’s exposure
through its use of derivatives.

Interest Rates > The Company periodically usesinter-
est rate swaps to hedge portions of interest payable
on its debt. In addition, the Company may periodi-
cally employ interest rate caps to reduce exposure, if
any, to increases in variable interest rates.
Asdiscussed in Note 4 of the Notes to Con-
solidated Financial Statements, the Company entered
into afive-year interest rate swap contract with a
notional amount of $50.0 to effectively convert fixed
interest on a portion of the Bonds to a variable interest
rate based on LIBOR. The Company has also entered
into five-year and ten-year interest rate swap contracts
with notional amounts of $200.0 and $300.0, respec-
tively, to convert fixed interest to a variable interest
rate, based on commercial paper rates on the Notes.

Foreign Currencies > The Company may periodically
hedge foreign currency royalties, net investmentsin
foreign subsidiaries, firm purchase commitments and
contractual foreign currency cash flows or obliga-
tions, including third-party and intercompany foreign
currency transactions. The Company regularly moni-
torsitsforeign currency exposures and ensures that
hedge contract amounts do not exceed the amounts of
the underlying exposures.

At December 31, 1999, the Company held for-
eign currency forward contracts with notional amounts
totaling $290.2 (1998 — $285.9) and option contracts
with notional amounts totaling $20.0 (1998 — $32.6)
to hedge foreign currency items. All of these con-
tracts have maturities prior to December 31, 2000.
Additionally, the Company also held forward contracts
with notional amounts totaling $66.7 (1998 — $45.0)
which do not qualify as hedging transactions under the
current accounting definitions and, accordingly, have
been marked to market. The mark-to-market adjust-
ments on these forward contracts at December 31,
1999 and 1998 were insignificant.

These forward and option contracts to purchase



and sell foreign currencies, including cross-currency
contractsto sell one foreign currency for another cur-
rency at December 31 are summarized below:

1999 1998

Buy Sell Buy Sell
Brazilian redl $150 S 650 S - S 450
British pound 13 30.1 37.9 57.7
Canadian dollar - 238 - 39.1
(hinese renminbi - - - 5.0
Euro 82,9 10.0 - -
French franc 10.9 - - -
German mark - - 71.8 -
Indonesian rupich 1.7 - - -
Irish punt 1.7 - - -
Italian lira 47 - 7.3 -
Japanese yen 48 60.5 1.5 67.3
Mexican peso - 45.0 - -
Spanish peseta - - 13 -
Taiwanese dollar - 3.0 - 18.5
Other currencies 6.2 43 6.8 4.3
Total S1352 S217 S1266 52369

At December 31, 1999, the Company has
entered into forward contracts to purchase approxi-
mately 2,433,200 shares of Avon common stock at an
average price of $38.06 per share at December 31,
1999. The contracts mature over the next two years
and provide for physical or net share settlement to the
Company. Accordingly, no adjustment for subsequent
changesin fair value has been recognized.

Credit and Market Risk > The Company attempts to
minimizeits credit exposure to counterparties by
entering into interest rate swap and cap contracts only
with major international financial institutions with
“A” or higher credit ratings asissued by Standard &
Poor’s Corporation. The Company’s foreign currency
and interest rate derivatives are comprised of over-
the-counter forward contracts or options with major
international financial institutions. Although the
Company’stheoretical credit risk is the replacement
cost at the then estimated fair value of these instru-
ments, management believes that the risk of incurring
losses is remote and that such losses, if any, would
not be material.

Non-performance of the counterpartiesto the
balance of all the currency and interest rate swap
agreements would not result in a significant write-off
at December 31, 1999. In addition, Avon may be
exposed to market risk on its foreign exchange and
interest rate swap agreements as aresult of changesin

foreign exchange and interest rates. The market risk
related to the foreign exchange agreements should be
substantially offset by changesin the valuation of the
underlying items being hedged.

Fair Value of Financial Instruments > For purposes of
the following disclosure, the fair value of afinancial
instrument is the amount at which the instrument
could be exchanged in a current transaction between
willing parties, other than in aforced sale or liquida-
tion. The aggregate fair value amounts presented are
not intended to, and do not, represent the underlying
fair value of Avon.

The methods and assumptions used to estimate
fair value are asfollows:

Grantor trust > The fair value of these investments,
principally fixed income funds and equity securities,
is based on the quoted market prices for issueslisted
on exchanges.

Debt maturing within one year and long-term debt
and other financing > The fair value of all debt and
other financing is estimated based on the quoted
market prices.

Forward stock purchases and foreign exchange forward
and option contracts > The fair value of forward and
option contractsis estimated based on quoted market
prices from banks.

Interest rate swap agreements > The fair value of inter-
est rate swap agreements is estimated based on quotes
from the market makers of these instruments and
represents the estimated amounts that Avon would
expect to receive or pay to terminate the agreements.

The asset and (liability) amounts recorded in
the balance sheet (carrying amount) and the estimated
fair values of financial instruments at December 31
consisted of the following:

1999 1998
Carrying Fair ~ Carrying Fair
Amount Valve  Amount Value
Cash and equivalents S174 SN74 S105.6  $105.6
Granfor trust 754 754 7122 127
Debt maturing within
one year* (412.4) (412.4) (55.3) (55.3)
Long-ferm debt* (701.1)  (675.6) (316.6) (322.2)
Forward stock purchases
and foreign exchange
forward and option confracts 9.8 (8.0) 1.7 23.8
Interest rate swap
receivable (payable) 5 (13.4) A 1.6

* Other financing activities are included in Debt maturing within one year in 1999 and in
Long-term debt in 1998.



8 Stock Option Plans

A summary of the Company’s stock option activity, weighted-average exercise price and related informa-

tion for the years ended December 31 isasfollows:

1997 1998 1999
Weighted Weighted Weighted
Shares Average Shares Average Shares Average
(in 000's) Price (in 000') Price (in 000's) Price
Qutstanding — beginning of year 5,750 $16.28 7,070 $22.29 1127 $25.46
Granted 2,860 30.68 1,664 32.40 2,225 37.33
Exercised (1,426) 14.47 (1,412) 17.59 (1,152) 20.35
Forfeited (114) 27.50 (195) 26.87 (94) 31.14
Quistanding — end of year 7,070 $22.29 7,121 $25.46 8,106 $29.38
Options exercisable — end of year 1,360 $15.27 2,943 S18.74 3,627 $23.32

The following table summarizesinformation about stock options outstanding at December 31, 1999:

Options Outstanding Options Exercisable
Shares Average Shares Average
Exercise Price (in 000') Price Term (in 000'5) Price
$13.13 - $23.00 2,077 S17.0 6 years 2,077 §17.21
$29.63 — $35.25 4,503 $31.44 8 years 1,388 $30.44
$39.00 — $54.81 1,526 $39.83 9 years 162 $40.54

The 1993 Stock Incentive Plan (1993 Plan”)
provides for severa types of equity-based incentive
compensation awards. Under the 1993 Plan, the maxi-
mum number of sharesthat may be awarded is
14,100,000 shares, of which no more than 8,000,000
shares may be used for restricted share and stock
bonus grants. Awards, when made, may also bein the
form of stock options, stock appreciation rights, divi-
dend equivalent rights or performance unit awards.
Stock options granted to officers and key employees
are at aprice no less than fair market value on the
date the option is granted. During 1999, 1998 and
1997, restricted shares with aggregate value and vest-
ing and related amortization periods were granted as
follows: 1999 — 137,000 valued at $5.8 vesting over
oneto three years; 1998 — 499,000 valued at $16.0
vesting over one to three years; and 1997 — 36,000
shares valued at $1.2 vesting over one to three years.

Effective January 1, 1997, the 1997 Long-Term
Incentive Plan (“1997 LTIP") was authorized under
the 1993 Plan. The 1997 LTIP provides for the grant
of two forms of incentive awards, performance units
for potential cash incentives and ten-year stock
options. Performance units are earned over the three-
year performance period (1997-1999), based on the
degree of attainment of performance objectives. As of
December 31, 1999, certain performance goals under
the 1997 LTIP were achieved and accordingly, cash
incentives totaling $31.7 were paid in 2000. Options
are awarded annually over the three-year performance
period and vest in thirds over the three-year period
following each option grant date. As discussed above,

these options are granted at the fair market value on
the date the option is granted.

Compensation expense under al plansin
1999 was $20.4 (1998 — $17.8; 1997 — $15.6). The
unamortized cost as of December 31, 1999 was $6.8
(1998 — $10.5). The accrued cost of the performance
unitsin 1999 was $35.9 (1998 — $24.1).

The Company has adopted the disclosure provi-
sions of FAS No. 123. Had compensation cost for the
plans been based on the fair value at the grant dates
for awards under those plans consistent with the
method prescribed by FAS No. 123, net income and
earnings per share would have been the pro forma
amounts indicated below:

1999 1998 1997
Pro forma net income §$291.0 $2630 53325
Pro forma eamings per share:
Basic S113 S 100 S 126
Diluted S112 S 9 S 125

Thefair value for these options was estimated
at the date of grant using a Black-Scholes option pric-
ing model with the following weighted-average
assumptions:

1999 1998 1997
Risk-free interest rate 5.4% 5.5% 6.3%
Expected life Syears  Svyeas 5 years
Expected volatility 30% 25%—30% 25%
Expected dividend yield 2.0% 2.0% 2.0%

The weighted-average grant date fair values
of options granted during 1999, 1998 and 1997 were
$10.09, $7.67 and $7.12, respectively.

D



9 Shareholders’ (Deficit) Equity

Stock Split > On July 22, 1998, the Company declared
atwo-for-one stock split in the form of a 100%

stock dividend which was distributed in September
1998 to shareholders of record as of the close of
business on August 24, 1998. Accordingly, the stock
split has been recognized by reclassifying the par
value of the additional shares resulting from the split
from retained earnings to common stock and treasury
stock. The effect of this stock split was not retroac-
tively reflected in the statement of changesin share-
holders' equity for 1997. All references to the number
of share and per share amounts elsewhere in the con-
solidated financial statements and related footnotes
have been restated to reflect the effect of the split for
all periods presented.

Share Rights Plan > Avon has a Share Rights Plan
under which one right has been declared as adividend
for each outstanding share of its common stock. Each
right, which is redeemable at $.005 at any time at
Avon’s option, entitles the shareholder, among other
things, to purchase one share of Avon common stock
at aprice equal to one-half of the then current market
price, if certain events have occurred. Theright is
exercisable if, among other events, one party obtains
abeneficial ownership of 20% or more of Avon's
voting stock.

Stock Repurchase Programs > During 1994, Avon's
Board authorized a stock repurchase program under
which Avon would buy back up to 10% of itsthen
outstanding common stock, or approximately 28.0
million shares. As of February 1997, when the plan
ended, the cumulative number of shares repurchased
was 25.3 million shares at atotal cost of $424.4 which
areincluded in Treasury Stock. Under anew repur-
chase program, which began in February 1997, the
Company was authorized to buy back up to $1,100.0
of its currently outstanding common stock through
open market purchases over aperiod of up to five
years. In October 1999, Avon’s Board approved asig-
nificant accel eration of the share repurchase program
which substantially completed this buyback program.
As of December 31, 1999, the Company repurchased
approximately 32.6 million shares at atotal cost of
approximately $1,017.8 under this new program.

Savings Plan > The Company offers a qualified
defined contribution plan, the Avon Products, Inc.
401(k) Personal SavingsAccount, which allows eligi-
ble participants to contribute 1% to 20% of qualified
compensation through payroll deductions. Effective
July 1, 1998, the Company matches employee contri-
butions dollar for dollar up to the first 3% of eligible
compensation and $.50 for each $1.00 contributed
from 4% to 6% of eligible compensation. Prior to
July 1, 1998, the Company matched contributionsin
an amount equal to 25% of an employee’s qualified

contribution. In 1999, matching contributions approx-
imating $12.8 were made in cash, which was then
used to purchase Avon sharesin the open market. In
1998, Avon contributed 62,520 shares of treasury
stock to an employees’ savings plan and recognized
expense for itsfair value. In addition, during 1997,
the Company contributed an additional 120,000
shares, for which the expense had been accrued at
December 31, 1996.

Board of Directors Remuneration > Effective May 1,
1997, the Company discontinued the Board retire-
ment plan, which was applicable only to non-manage-
ment directors. Directors retiring after that date have
had the actuarial value of their accrued retirement
benefits converted to a one-time grant of common
stock which is restricted asto transfer until retire-
ment. Shares totaling 52,786 were issued to directors
as aresult of the discontinuance of the plan. Asa
replacement for such plan, effective on and after May
1, 1997, each non-management director is annually
granted options to purchase 4,000 shares of common
stock, at an exercise price based on the fair market
price of the stock on the date of grant. The annual
grant made in 1999 and 1998 consisted of 36,000
options in each year with an exercise price of $51.38
and $41.31, respectively.

Also effective as of May 1, 1997, the annual
retainer paid to non-management directors was changed
to consist of $.025 cash plus an annual grant of shares
having avalue of $.025 based on the average closing
market price of the stock for the ten days preceding
the date of grant. These shares are also restricted asto
transfer until the director retires from the Board. The
annual grant made in 1999 and 1998 consisted of a
total of 4,284 and 5,472 shares, respectively.

l o Employee Benefit Plans

Retirement Plans > Avon and certain subsidiaries have
contributory and noncontributory retirement plans for
substantially al employees. Benefits under these
plans are generally based on an employee’s years of
service and average compensation near retirement.
Plans are funded on a current basis except where
funding is not required. Plan assets consist primarily
of equity securities, corporate and government bonds
and bank deposits.

Effective July 1998, the defined benefit retire-
ment plan covering U.S.-based empl oyees was con-
verted to a cash balance plan with benefits determined
by compensation credits related to age and service
and interest credits based on individual account
balances and prevailing interest rates. Additional
amendmentsinclude aten-year transitional benefit
arrangement for certain employees covered under
the existing defined benefit retirement plan.



Postretirement Benefits > Avon provides health care and life insurance benefits for the majority of employees
who retire under Avon’s retirement plans in the United States and certain foreign countries. The cost of such
health care benefitsis shared by Avon and itsretirees.

Thefollowing provides areconciliation of benefit obligations, plan assets and funded status of these plans:

Pension Benefits Postretirement Benefits
1999 1998 1999 1998
Change in benefit obligation:

Beginning balance $(999.8) $(889.9) $(201.8) $(197.1)
Service cost (38.1) (35.4) (3.6) (3.3)
Interest cost (67.6) (64.5) (13.4) (13.0)
Actuarial (loss) gain 435 (83.0) 19.5 1.4
Benefits paid 155.1 84.9 12.1 10.2
Plan amendments (2.9) - 55 -
Settlements /special termination benefits (17.2) - - -
Other 18 (1.9 1 -

Ending balance $(919.2) $(999.8) $(181.6) $(201.8)

Change in plan assets:

Beginning balance $ 863.1 $785.5 S - S -
Actual return on plan assefs 1137 102.9 - -
Company contributions 36.1 61.3 12.1 10.2
Plan participant contributions 2.2 15 - -
Benefits paid (155.1) (84.9) (12.1) (10.2)
Other - (3.2) - -

Ending balance $860.0 $863.1 S - S -

Funded status of the plan $ (59.2) $(136.7) $(181.6) $(201.8)

Unrecognized actuarial loss (gain) 48.1 139.3 (26.1) (6.2)

Unrecognized prior service cost 3.0 (9.6) (5.0) -

Unrecognized net transition obligation (asset) 1.6 1.3 4 -

Accrued benefit cost S (6.5) S (5.7) $(212.3) $(208.0)

Amount recognized in the statements:

Prepaid benefit $138.8 $138.0 S - S -
Accrued liability (145.3) (143.7) (212.3) (208.0)
Additional minimum liability (22.0) (19.7) - -
Intangible asset 19 43 - -
Accumulated other comprehensive income 14.1 154

S (6.5) S (57) $(212.3) $(208.0)

At December 31, 1999 and 1998, the weighted- The projected benefit obligation, accumulated
average discount rates used in determining the benefit obligation and fair value of plan assets for
pension benefit obligation were 7.1% and 6.7%, pension and postretirement benefit plans with accu-
respectively. At December 31, 1999 and 1998, the mulated benefit obligations in excess of plan assets
welghted-average discount rates used in determining ~ were $428.8, $381.4, and $39.4, respectively, as of
the postretirement benefit obligation were 8.0% December 31, 1999 and $435.4, $397.7, and $30.7,
and 7.0%, respectively. respectively, as of December 31, 1998.

Net periodic benefit cost for the years ended December 31 was determined as follows:

Pension Benefits Postretirement Benefits

1999 1998 1997 1999 1998 1997
Service cost $38.1 $35.4 $35.2 S 36 $33 $ 30
[nterest cost 67.6 64.5 63.1 134 13.0 13.0
Expected refurn on plan assets (69.6) (64.0) (58.9) - - -
Amortization of transition (liability) asset (.7) (6.8) (6.8) - - -
Amortization of prior service cost 8 (4) 3.6 - - -
Amortization of actuarial losses (gains) 10.2 12.3 7.1 (.4) - -
Settlements or curtailments 35 - 46 - - -
Other 3 -

Net periodic benefit cost $49.9 S41.3 $ 485 $16.6 5163 $16.0

S



The weighted-average assumptions used to determine the data for the years ended December 31 are asfollows:

Pension Benefits

Postrefirement Benefits

1999 1998 1997 1999 1998 1997
Discount rate 6.8% 7.1% 7.4% 7.0% 7.2% 7.7%
Rate of compensation increase 4.0 40 47 45 45 45
Rate of refurn on assets 8.8 9.2 9.2 N/A N/A N/A

For 1999, the assumed rate of future increases
in the per capita cost of health care benefits (the
health care cost trend rate) was 7.4% for pre-65
claims (7.1% for post-65 claims) and will gradually
decrease each year thereafter to 5.0% in 2005 and
beyond. The healthcare cost trend rate assumption has
asignificant effect on the amounts reported. A one-
percentage point change in the assumed health care
cost trend rates would have the following effects:

1 Percentage
Point Increase

1 Percentage
(In millions) Point Decrease

Effect on total of service and

interest cost components § 24 §$20
Effect on postretirement benefit
obligation 20.7 17.0

Supplemental Executive Retirement and Life Insurance
Plans > Avon has a Supplemental Executive Retire-
ment Plan (* SERP”) which is adefined benefit plan
under which Avon will pay supplemental pension
benefitsto key executivesin addition to amounts
received under Avon's retirement plan. The annual
cost of this plan has been included in the determina-
tion of the net periodic benefit cost shown above and
in 1999 amounted to $10.1 (1998 — $6.1; 1997 — $5.5).
The accumulated benefit obligation under this plan
at December 31, 1999 was $29.3 (1998 — $21.9)
and is primarily included in Employee Benefit Plans.
Avon aso maintains a Supplemental Life
Insurance Plan (“SLIP") under which additional death
benefits ranging from $.35 to $2.0 are provided to
certain active and retired officers. Avon has acquired
corporate-owned life insurance policies to provide
partial funding of the benefits. The cash surrender
value of these policies at December 31, 1999 was
$24.2 (1998 — $22.4) and is held in a grantor trust.
Avon has established a grantor trust to provide
funding for the benefits payable under the SERP
and SLIP. Thetrust isirrevocable and assets con-
tributed to the trust can only be used to pay such
benefits with certain exceptions. The assets held in
the trust at December 31, 1999, amounting to $99.6
(1998 — $94.5), consisted of afixed income portfalio,
amanaged portfolio of equity securities and corpo-
rate-owned life insurance policies. These assets are
included in Other Assets.

Postemployment Benefits > Avon provides post-
employment benefits which include salary continua-

tion, severance benefits, disability benefits, continuation
of health care benefits and life insurance coverage to
former employees after employment but before retire-
ment. At December 31, 1999, the accrued cost for
postemployment benefits was $38.5 (1998 — $33.5)
and isincluded in Employee Benefit Plans.

l l Segment Information

The Company’s reportable segments are based on
geographic operations and include a North American
business unit and International business unitsin
Latin America, Pacific and Europe regions. The
segments have similar business characteristics and
each offers similar products through common cus-
tomer access methods.

The accounting policies of the reportable seg-
ments are the same as those described in Note 1 of the
Notes to Consolidated Financia Statements. The
Company eval uates the performance of its operating
segments based on operating profits or 1osses. Segment
revenues reflect direct sales of productsto representa-
tives based on their geographic location. Intersegment
sales and transfers are not significant. Each segment
records direct expenses related to its employees and
its operations. The Company does not allocate income
taxes, foreign exchange gains or losses, or corporate
overhead expenses to operating segments. Identifiable
assets are primarily those directly used in the opera-
tions of each segment. Corporate and other identifi-
able assetsinclude cash, investments, deferred tax
assets and prepaid pension assets.

Summarized financial information concerning
the Company’s reportable segments as of December
31, isshown in the following table. Net sales and
operating profit by reportable segment are presented
on page 31.

|dentifiable Assets: 1999 1998 1997
North America
Us S 539 S 4972 S 5160
Other* 130.3 111.9 118.3
Total 667.2 609.1 634.3
International
Latin America 523.7 530.8 4814
Europe 412.8 390.1 361.9
Pacific 410.6 379.9 376.7
Total 1,347.1 1,300.8 1,220.0
Corporate and other 514.3 523.6 418.6
Total identifiable assets $2528.6 524335 $272729




12 Leases and Commitments

Capital Expenditures: 1999 1998 1997
North America Minimum rental commitments under noncancellable
Us S 392 S 321 S 240  operating leases, primarily for equipment and office
Other* 10.6 11.7 52  facilities at December 31, 1999, consisted of the
Total 49.8 43.8 292 following:
International
Latin America 519 33.5 214 Year
Europe 39.6 28.8 175 2000 $ 700
Pacific 33.6 28.1 412 2001 53.2
Total 125.1 90.4 80.1 2002 39.8
Corporate and Other 28.5 55.3 60.1 2003 31.0
Total capital expenditures § 2034 S 1895 S 1694 2004 27.2
Later years 250.3
Depreciation and Amortization: 1999 1998 1997 Sublease rental income (6.5)
North America Total $465.0
Us S 37 S 192 S 179
Other* 3.0 24 22 Rent expensein 1999 was $84.5 (1998 — $84.7;
Total 26.7 21.6 20.1 1997 — $88.2). Various construction and information
International systems projects were in progress at December 31,
Latin America 12.8 12.0 10.7 1999 with an estimated cost to complete of approxi-
Europe 154 149 148  mately $126.1.
Pacific 16.1 11.2 15.3
Total 44.3 38.1 40.8 l 3
Corporate and Other 120 12.3 11.2 Special and Non-Recurring Charges
Total depreciation In October 1997, the Company announced a world-
and amortization S 830 § 720 S 721  widebusiness process redesign program to streamline

* Includes operating information for Puerto Rico, Dominican Republic, Canada and
Discovery Toys.

The following table presents consolidated
net sales by classes of principal products, as of
December 31:

1999 1998 1997

Cosmetics, fragrance
and toiletries $3,226.1  $3,176.6 53,0939

Beauty Plus:

Jewelry and accessories 4554 408.1 370.2
Apparel 556.1 561.7 565.6
1,011.5 975.8 935.8
Non-core* 1,051.5 10603  1,049.7
Total net sales $5289.1 5572127 $50794

* Non-core category primarily includes gift and decorative and home entertainment items.

Foreign Exchange > Financial statement translation

of subsidiaries operating in highly inflationary
economies and foreign currency transactions resulted
in losses (gains) in 1999 netting to $7.5 (1998 —
($1.1); 1997 — $2.2), which are included in other
expense (income), net and income taxes. In addition,
cost of sales and expenses include the unfavorable
impact of the trandlation of inventories and prepaid
expenses at historical ratesin countries with highly
inflationary economiesin 1999 of $7.1 (1998 — $15.8;
1997 — $6.0).

operations and improve profitability through margin
improvement and expense reductions. The special and
non-recurring charges associated with this program
totaled $151.2 pretax ($121.9 net of tax, or $.47 per
share on abasic and diluted basis) for the year ended
December 31, 1999 and $154.4 pretax ($122.8 net of
tax, or $.46 per share on abasic and diluted basis) for
the year ended December 31, 1998.

Specia and non-recurring charges by business
segment are as follows:

1999 1998
North America §$336 S 846
Latin America 14.7 6.3
Europe 69.8 18.2
Pacific 11.8 213
Corporate 213 18.0
Total S151.2  S1544

Specia and non-recurring charges by category
of expenditures are as follows for the years ended
December 31:

1999
Cost of
Special Sales
Charges  Charge Total
Employee severance costs $50 S - S50
Inventories - 46.0 46.0
Write-down of assets
fo net realizable value 26.4 - 26.4
Recognifion of foreign
currency translation adjustment 9.8 9.8
Other 12.0 - 120
$105.2 S 460 S151.2

2



1998

Cost of

Special Sales
Charges  Charge Total
Employee severance costs §$ 564 S - S 564
[nventories - 379 37.9

Write-down of assets

to net realizable value 31.8 - 31.8
Field program buy-out 144 - 144
Other 13.9 - 13.9
S165  $379  S1544

Employee severance costs are expenses, both
domestic and international, associated with the realign-
ment of the Company’s global operations. Certain
employee severance costs were accounted for in accor-
dance with the Company’s existing FAS 112, (“Em-
ployers’ Accounting for Postemployment Benefits”)
severance plans. Remaining severance costs were
accounted for in accordance with other accounting
literature. The workforce will be reduced by approxi-
mately 3,700 employees, or 9% of the total. Approx-
imately one-half of the terminated employeesrelated
to the facility closures. As of December 31, 1999, sub-
stantially all employees have been terminated.

Inventory-related charges represent losses to
write down the carrying value of non-strategic inven-
tory prior to disposal. The 1999 charges primarily
result from a new business strategy for product dispo-
sitions which fundamentally changes the way the
Company markets and sells certain inventory. This
new strategy, approved and effectivein March 1999,
is meant to complement other redesign initiatives,
with the objective of reducing inventory clearance
sales, building core brochure sales and building
global brands. The 1998 charges resulted from the
closure of facilities, discontinuation of certain prod-
uct lines, size-of-line reductions and a change in strat-
egy for product dispositions.

The 1999 write-down of assets (primarily fixed
and other assets) relates to the restructuring of opera-
tionsin Western Europe, including the closure of a
jewelry manufacturing facility in Ireland, and the
write-down of software, the use of which isno longer
consistent with the strategic direction of the Company.
By centralizing certain key functional areas and exit-
ing unprofitable situations, the Company plansto
increase operating efficiencies and ultimately, profit
growth in the long term. The 1998 write-down of
assets relatesto the closure of a Far East buying office
and manufacturing facilitiesin Puerto Rico and the
Dominican Republic. As aresult of ongoing govern-
ment restrictions, the Company has also decided to
close certain branches and aregional officein China.
Also, write-downs include assets (primarily fixed and
intangible assets) associated with the divestiture of
the Discovery Toys business unit, which was effective
January 15, 1999.

Thefield program buy-out represents costs to
terminate the Company’s prior representative recruit-
ment program in the U.S. The recognition of foreign
currency translation adjustment relates to the closure
of the jewelry manufacturing facility in Ireland.
“Other” category primarily represents lease and con-
tract termination costs, litigation costs, and other
costs associated with the facility closures. The liabil-
ity balance included in other accrued liabilities as of
December 31, 1999 and 1998 is asfollows:

Cost of

Special Sales
Charges  Charge Total
Provision S1165 S 379  S1544
Cash expenditures (66.0) (66.0)
Non-cash write-offs (220) (3790  (59.9)
Balance af December 31, 1998 28.5 - 28.5
Provision 105.2 46.0 151.2
Cash expenditures (67.1) (67.1)
Non-cash write-offs (40.4) (46.0) (86.4)
Balance af December 31, 1999 $22 S - S2.2

The balance at December 31, 1999 relates pri-
marily to employee severance costs that will be paid
during 2000.

l 4 Contingencies

Various lawsuits and claims (asserted and unasserted),
arising in the ordinary course of business or related to
businesses previously sold, are pending or threatened
against Avon.

In 1991, aclass action lawsuit was initiated
against Avon on behalf of certain classes of holders
of Avon’s Preferred Equity-Redemption Cumulative
Stock (“PERCS”). Thislawsuit alleges various con-
tract and securities law claimsrelating to the PERCS
(which were fully redeemed that year). Avon has
rejected the assertions in this case, believesit has
meritorious defenses to the claims and is vigorously
contesting this lawsuit. It is anticipated that atrial
may take place later in 2000.

In the opinion of Avon’s management, based
on itsreview of the information available at this
time, the total cost of resolving such contingencies
at December 31, 1999 should not have a material
adverse impact on Avon’s consolidated financial
position, results of operations or cash flows.

l 5 Subsequent Event

On February 3, 2000 Avon’s Board approved an
increase in the quarterly cash dividend to $.185 per
share from $.18. Thefirst dividend at the new rate
will be paid on March 1, 2000 to shareholders of
record on February 16, 2000. On an annualized basis,
the new dividend rate will be $.74 per share.



Report of Management

The accompanying consolidated financial statements
of Avon Products, Inc. have been prepared by manage-
ment in conformity with generally accepted account-
ing principles and necessarily include amounts that
are based on judgments and estimates. The audit
report of PricewaterhouseCoopers LLP, independent
accountants, on these financial statementsisthe result
of their audits of these consolidated financial state-
ments, which were performed in accordance with
generally accepted auditing standards.

Avon maintains an internal control structure
and related systems, policies and procedures designed
to provide reasonable assurance that assets are safe-
guarded, transactions are executed in accordance
with appropriate authorization and accounting records
may be relied upon for the preparation of financial
information. Avon also maintains an internal audit
department that evaluates and formally reportsto
management on the adequacy and effectiveness of
controls, policies and procedures.

The audit committee of the board of directors,
comprised solely of outside directors, has an oversight
rolein the area of financia reporting and internal con-
trols. This committee meets several times during the
year with management, PricewaterhouseCoopersLLP
and the internal auditorsto monitor the proper dis-
charge of each of their respective responsibilities.
PricewaterhouseCoopers LLP and the internal auditors
have free access to management and to the audit com-
mittee to discuss the results of their activities and the
adequacy of controls.

It is management’s opinion that Avon's policies
and procedures, reinforced by the internal control
structure, provide reasonabl e assurance that opera-
tions are managed in aresponsible and professional
manner with acommitment to the highest standard of
business conduct.

Andrea Jung
Chief Executive Officer

Robert J. Corti
Executive Vice President, Chief Financial Officer

Report of Independent

Accountants

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

In our opinion, the accompanying consolidated
balance sheets and the related consolidated state-
ments of income, cash flows and changes in share-
holders' equity present fairly, in all material respects,
the financial position of Avon Products, Inc. at
December 31, 1999 and 1998, and the results of their
operations and their cash flows for each of the three
yearsin the period ended December 31, 1999, in con-
formity with generally accepted accounting principles
in the United States. These financial statements are
the responsibility of Avon’s management; our respon-
sibility isto express an opinion on these financial
statements based on our audits. We conducted our
audits of these statementsin accordance with auditing
standards generally accepted in the United States,
which require that we plan and perform the audit to
obtain reasonabl e assurance about whether the finan-
cial statements are free of material misstatement. An
audit includes examining, on atest basis, evidence
supporting the amounts and disclosures in the finan-
cial statements, assessing the accounting principles
used and significant estimates made by management,
and evaluating the overall financial statement presen-
tation. We believe that our audits provide areasonable
basis for the opinion expressed above.

(?wawd LLP

PricewaterhouseCoopersLLP
New York, New York
January 27, 2000

>



Eleven-Year Review

Avon Products, Inc.

In millions, except per share and employee data

1999 1998 1997 1996

Income data
Net sales $5,289.1 $5.212.7 $5,079.4 $4,814.2
Operating Profit®” 5494 4732 537.8 538.0
Interest expense " 432 347 35.5 33.2
Income from continuing operations before faxes, minority interest

and cumulative effect of accounting changes 506.6" 455.99 534.9 510.4
Income from confinuing operations before minority

inferest and cumulative effect of accounting changes 302.49 265.19 337.0 319.0
Income from confinuing operations 302.4% 270.09 338.8 317.9
Income (loss) from discontinued operations, net - - - -
Cumulative effect of accounting changes, net - - - -
Net income 302.4% 270.0¥ 338.8 317.9
Earnings (loss) per share — basic®®
Continuing operations S 118% S 1.039 S 128 S 119
Discontinued operations - - - -
Cumulative effect of accounting changes - - - -
Net income 1.18 1.03¢ 1.28 1.19
Earnings (loss) per share — diluted®®
Continuing operations S 1 S 1.029 S 12 S 118
Discontinued operations - - - -
Cumulative effect of accounting changes - - - -
Net income 1.17® 1.02¢ 1.27 1.18
Cash dividends per share
Common S 1 S .68 S .63 S 58
Preferred - - - -
Balance sheet data
Working capital $ (375.0) S 19 S (1.9 S (1)
Capital expenditures 203.4 189.5 169.4 103.6
Property, plant and equipment, net 734.8 669.9 611.0 566.6
Total assets 2,528.6 2,4335 2,272.9 2,2224
Debt maturing within one year 306.0 55.3 132.1 97.1
Long-term debt 7014 201.0 102.2 104.5
Total debt 1,007.4 256.3 2343 201.6
Shareholders” (deficit) equity (406.1) 285.1 285.0 2417
Number of employees
Unifed States 8,800 8,000 8,100 7,800
International 31,700 25,900 26,900 25,900
Total employees 40,500 33,900 35,000 33,700

(1) Certain reclussifications have been made to conform to the current full year presentation.
(2) Twofor-one stock splits were distributed in September 1998 and June 1996. All per
share data in this report, unless indicated, have been restated to reflect the splits.
Effective for the year ended December 31, 1997, the Company adopted FAS No. 128,
“Earnings per Share.” FAS No. 128 establishes standards for computing and presenting
earnings per share (“EPS”) and replaces the presentation of previously disclosed EPS
with both basic and diluted EPS. Based upon the Company’s capitalization structure, the
EPS amounts calculated in accordance with FAS No. 128 approximated the Company’s
EPS amounts in accordance with Accounting Principles Board Opinion No. 15, “Earmings
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per Share”. All prior period EPS data have been restated in accordance with FAS No. 128.

(4) Avon’s calculation of fulltime equivalents, or number of employees, was revised in
1999. Restatements of prior year data are not available, and therefore, year over year
comparisons are not meaningful.

In 1998, Avon began a worldwide business process redesign program in order fo
streamline operations and recorded special and non-recurring charges of $154.4
(5122.8 net of tax, or $.46 per share on a basic and diluted basis). Excluding the spe-
cial and non-recurring charges, net income in 1998 increased 16% to $392.8 from
$338.8. In 1999, special and non-recurring charges related to this program tofaled
$151.2 (51219 net of tax, or $.47 per share on a basic and diluted basis). Excluding
the special and non-iecurring charges, net income in 1999 increased 8% to $424.3
from $392.8.

&



1995 1994 1993 1992 1991 1990 1989
$4,492.1 $4,266.5 $3,844.1 $3,660.5 $3,441.0 $3,291.6 $2,998.3
500.8 489.5 4274 339.9 430.9 409.9 369.8
34.6 447 394 38.4 71.6 74.1 115.2
465.0 433.8 394.6 290.07 3529 305.6 2529
288.6 2703 2438 169.47 209.3 180.3 134.1
286.1 264.8 236.9 164.27 204.8 174.1 126.5
(29.6) (23.8) 27 10.8 (69.1) 212 (71.9)
- (45.2) (107.5)® - - - -
256.5 195.8 132.1 175.07 135.7 195.3 54.6
S 1.05 S S 82 S 5 S 65 S 6l S A
(1) (.09) 01 .04 (.24) 09 (.33)

- (.16) (.37) - - - -

94 .69 46 617 419 10 .08

S 1.05 S 9 S 82 ST S ne S .58 SR
(1) (.08) 01 .04 (.24) 07 (.32)

- (.16) (.37) - - - -

94 .69 46 617 A7° 65 .08

S 53 S 48 S 43 S .38 S 110 S 25 S 25
- - - - 253 S0 50

S (30.3) S 93 SEVER S (9.9 S (135.3) S 716 S 563
127 99.9 58.1 62.7 61.2 36.3 333
537.8 5284 476.2 476.7 468.5 467.2 4725
2,052.8 1,978.3 1918.7 1,692.6 1,693.3 2,010.1 1,994.1
473 61.2 704 373 143.8 207.1 151.7
1142 116.5 1237 171.1 208.1 334.8 6732
161.5 171.1 194.1 2150 3519 541.9 824.9
192.7 185.6 314.0 3105 251.6 3934 2283
8,000 7,900 8,000 8,700 9,200 9,500 9,400
23,800 22,500 21,500 20,700 20,900 20,300 19,900
31,800 30,400 29,500 29,400 30,100 29,800 29,300

(6) Effective January 1, 1994, Avon adopted Statement of Financial Accounting Standards
(“FAS") No. 112, “Employers’ Accounting for Postemployment Benefits”, for all appli-
cable operations, and FAS No. 106, “Employers” Accounting for Postretirement Benefits
Other Than Pensions”, for its foreign benefit plans. Effective January 1, 1993, Avon
adopted FAS No. 106 for its U.S. retiree health care and life insurance benefit plans
and FAS No. 109, “Accounting for Income Taxes”. Effective January 1, 1988, Avon
adopted FAS No. 96, “Accounting for Income Taxes”.

(7) In'1992, Avon began the restructuring of its worldwide manufacturing and distribution
facilifies and recorded a provision of $96.0 ($64.4 after tax, or .22 per share on a
basic and diluted basis). Income from continuing operations in 1993 increased 4% from

$228.6, or .79 per share on a basic and diluted basis, excluding the 1992 restructur-

ing charge.

(8) For 1991, in management's opinion, per share amounts assuming dilution, even though
the result is antidilutive, provide the most meaningful comparison of per share data
because they show the full effect of the conversion of 72 preferred shares into approxi-

mately 51.84 common shares on June 3, 1991.
(9) Includes special dividend of $.75 paid in 1991.

(10)In1989, the calculation of earings per share was assumed to be antidilutive and,
accordingly, earnings per share were not adjusted for the conversion of preferred shares
info additional common shares.
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