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Dollars in millions, except per share data

The following discussion of the results of operations and
financial condition of Avon Products, Inc. (“Avon”or the
“Company”) should be read in conjunction with the
information contained in the Consolidated Financial
Statements and related Notes. These statements have
been prepared in conformity with generally accepted
accounting principles in the U.S. and require manage-
ment to make estimates and assumptions that affect the
reported amounts of assets and liabilities, the disclosure
of contingent assets and liabilities at the date of the
financial statements and the reported amounts of rev-
enues and expenses during the reporting period. Actual
results could differ materially from those estimates. On
an ongoing basis, management reviews its estimates,
including those related to allowances for doubtful
accounts receivable, allowances for sales returns, provi-
sions for inventory obsolescence, income taxes and tax
valuation reserves, stock-based compensation, loss con-
tingencies and the determination of discount rate and
other rate assumptions for pension, postretirement and
postemployment benefit expenses. Changes in facts 
and circumstances may result in revised estimates.

Cautionary Statement For Purposes
Of the “Safe Harbor” Statement
Under the Private Securities
Litigation Reform Act Of 1995

Statements in this report that are not historical facts or
information are forward-looking statements within the
meaning of the Private Securities Litigation Reform Act
of 1995. Such forward-looking statements are based on
management’s reasonable current assumptions and
expectations. Such forward-looking statements involve
risks, uncertainties and other factors, which may cause the
actual results, levels of activity, performance or achieve-
ment of Avon to be materially different from any future
results expressed or implied by such forward-looking
statements, and there can be no assurance that actual
results will not differ materially from management’s
expectations. Such factors include, among others, the fol-
lowing: general economic and business conditions in the
Company’s markets, including social, economic and politi-
cal uncertainties in Latin America, Asia Pacific and Central
and Eastern Europe; the Company’s ability to implement
its business, cash management and tax strategies and its
Business Transformation initiatives; the Company’s ability
to achieve anticipated cost savings and its profitability
and growth targets, particularly in its largest markets; the

Company’s ability to implement appropriate product mix
and pricing strategies; the Company’s ability to replace
lost sales attributable to the repositioning of the U.S.
Beyond Beauty business; the impact of substantial cur-
rency fluctuations on the results of the Company’s foreign
operations and the cost of sourcing foreign products and
the success of the Company’s foreign currency hedging
and risk management strategies; the Company’s ability to
implement its Sales Leadership program globally and to
increase Representative productivity; the Company’s abil-
ity to implement its enterprise resource planning project;
the impact of possible pension funding obligations and
increased pension expense on the Company’s cash flow
and results of operations; the impact of stock option
expense pursuant to Statement of Financial Accounting
Standards (“FAS”) No. 123(R); the effect of legal, regulatory
and tax proceedings, as well as restrictions imposed on
the Company, its operations or its Representatives by for-
eign governments; the Company’s ability to successfully
identify new business opportunities; the Company’s
access to financing; and the Company’s ability to attract
and retain key executives. Additional information identi-
fying such factors is contained in Item 1 of the Company’s
Annual Report on Form 10-K for the year ended
December 31, 2004, filed with the U.S. Securities and
Exchange Commission. The Company undertakes no obli-
gation to update any such forward-looking statements.

Overview

Business
Avon is a global manufacturer and marketer of beauty
and related products. Avon’s business is conducted
worldwide primarily in one channel, direct selling. 
The Company’s reportable segments are based on geo-
graphic operations in four regions: North America, Latin
America, Europe and Asia Pacific. Avon presently has
sales operations in 60 countries and territories, includ-
ing the United States, and distributes product in 62
more. The product categories include Beauty, which
consists of cosmetics, fragrances, skin care and toi-
letries; Beauty Plus, which consists of fashion jewelry,
watches, apparel and accessories; and Beyond Beauty,
which consists of home products, gift and decorative
products, candles and toys. Sales from Health and
Wellness products and mark. are included among these
three categories based on product type. Sales are made
to the ultimate consumer principally through approxi-
mately 4.9 million independent Representatives, who
are independent contractors and not employees of
Avon. Avon is highly dependent on recruiting and moti-
vating new Representatives. 
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Avon’s diversified global portfolio of markets has
demonstrated that the effects of weak economies
and currency fluctuations in certain countries may
be offset by strong results in others.

Because Avon operates in international regions, fluctu-
ations in the value of foreign currencies cause U.S. dol-
lar-translated amounts to change in comparison with
previous periods.  Avon’s diversified global portfolio of
markets has demonstrated that the effects of weak
economies and currency fluctuations in certain coun-
tries may be offset by strong results in others. Actions
which may mitigate currency risk include strategies such
as hedging of certain currencies, and local manufacturing
and sourcing in certain countries to limit risk associated
with possible increases in the cost of imported goods.
Avon cannot, however, project the possible effect of cur-
rency fluctuations upon its results when translated into
U.S. dollars or on its future earnings.

Strategic Initiatives
The Company’s strategic initiatives include a focus on
Beauty brands as a key driver of sales growth, as well as
new product lines such as Health and Wellness prod-
ucts and mark. Growth is also targeted from further
expansion of Sales Leadership, a career opportunity for
Avon Representatives, as well as exploration of geo-
graphic opportunities, in particular, China, Central 
and Eastern Europe, Turkey and the Middle East, and the

Andean region of South America. In addition, the Com-
pany expects that its Business Transformation programs
will continue to produce margin expansion, primarily as
a result of savings from supply chain and marketing ini-
tiatives, which will also fuel continued incremental con-
sumer and strategic investments. In 2004, Avon’s Board
approved the development of an integrated global sup-
ply chain strategy, which includes development of a
new common systems platform, known as enterprise
resource planning (“ERP”). The ERP system is expected
to drive global integration of the Company’s operations
and improve the speed, 
flexibility and efficiency of its global supply chain. The
global supply chain strategy is essential to the achieve-
ment of Avon’s accelerated growth and operating mar-
gin targets. Implementation is scheduled to start in
Europe in early 2005. Avon anticipates that the ERP
project will be substantially complete in 2008. Capital
investment and expense associated with the imple-
mentation of the ERP project are estimated to be in the
ranges of $125.0 to $135.0 and $75.0 to $90.0, respec-
tively, during the period 2005 through 2008, and will
be subject to further review and approval by Avon’s
Board of Directors. 

Key Performance Indicators
Within the following discussion and analysis, Avon utilizes the key performance indicators (“KPIs”) defined below to
assist in the evaluation of its business.

KPI Definition

Change in Active Representatives This indicator is based on the number of Representatives submitting
an order in a campaign, totaled for all campaigns in the related
period. This amount is divided by the number of billing days in the
associated period, to exclude the impact of year-to-year changes in
billing days (for example, holiday schedules). To determine the
Change in Active Representatives, this calculation is compared to
the same calculation in the corresponding period of the prior year.

Change in Units The gross number of pieces of merchandise sold during a period, as
compared to the same number in the same period of the prior year.
Units sold include samples sold and product contingent upon the
purchase of another product (for example, gift with purchase or
purchase with purchase), but exclude free samples. 

Accounts Receivable Days The number of days of preceding months’net sales covered by the
accounts receivable balance at the end of the period.

Inventory Days The number of days of estimated future months’cost of sales cov-
ered by the inventory balance at the end of the period.

Accounts Payable Days The number of days of preceding months’cost of sales covered by
the accounts payable balance at the end of the period.
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Financial Summary
In 2004, Avon reported strong growth in net income
and earnings per share. Net sales grew in every region
supported by growth in active Representatives and the
number of units sold. The strength of Avon’s business
was driven by the exceptional performance of Avon’s
three international regions of Europe, Latin America and
Asia Pacific, which comprised 27%, 25% and 14% of 2004
consolidated net sales, respectively. Each international
region delivered double-digit growth in dollar and local
currency sales, operating profit, active Representatives,
and units. The strength in Avon’s international opera-
tions more than offset the weakness in Avon U.S., where
net sales were flat and operating profit declined. The U.S.
business was impacted by a slower second half driven in
part by a decline in consumer spending. Additionally,
net sales were impacted by challenges in the Beyond
Beauty category. Avon has developed plans to restore
the U.S. business to profitable growth by 2006, follow-
ing the repositioning of the toy and gift segments in the
Beyond Beauty category. Plans include discontinuing
sales of toys in the second quarter of 2005 and a staged
withdrawal of certain other Beyond Beauty product lines
over the next two years. In 2005, the Company expects
U.S. revenue to decline slightly and U.S. operating profit
to decrease in the mid-single digits.

Beauty sales, which accounted for approximately 69% 
of total sales in 2004, outpaced overall growth. Beauty
sales increased 17% versus 2003, reflecting Avon’s
strategic focus on driving growth in higher-margin
Beauty products. 

Operating profit increased 18% and operating margin
improved .7 points versus 2003, after an incremental
$104.0 in consumer and strategic investments. Avon’s
Business Transformation initiatives have allowed Avon to
improve its operating margin substantially over the past
three years.  Avon has achieved almost $270.0 in cumu-
lative transformation savings over the past three years.

Net income in 2004 benefited from a lower effective tax
rate due to benefits realized from Avon’s tax and cash
management strategies, which the Company began to
implement in the second quarter of 2004. These strate-
gies are a further extension of the Company’s Business
Transformation efforts and reflect the permanent rein-
vestment of a greater portion of foreign earnings offshore.

Operating cash flows were $882.6, an 18% increase over
2003, driven by higher net income and favorable work-
ing capital in accounts payable and accrued expenses.  

Critical Accounting Estimates

Avon believes the accounting policies described below
represent its critical accounting policies due to the estima-
tion processes involved in each. See Note 1, Description of
the Business and Summary of Significant Accounting
Policies, for a detailed discussion of the application of
these and other accounting policies.

Allowances for Doubtful Accounts Receivable
Representatives contact their customers, selling primarily
through the use of brochures for each sales campaign.
Sales campaigns are generally for a two-week duration in
the U.S. and two- to four-week duration outside the U.S.
The Representative purchases products directly from
Avon and may or may not sell them to an end user. In
general, the Representative, an independent contractor,
remits a payment to Avon each sales campaign, which
relates to the prior campaign cycle. The Representative 
is generally precluded from submitting an order for the
current sales campaign until the accounts receivable bal-
ance for the prior campaign is paid; however, there are
circumstances where the Representative fails to make the
required payment.  The Company records an estimate 
of an allowance for doubtful accounts on receivable bal-
ances based on an analysis of historical data and current
circumstances. Over the past three years, annual bad
debt expense has been approximately $110.0 to $140.0,
or approximately 1.8% of total revenue. The Company
generally has no detailed information concerning, or 
any communication with, any end user of its products
beyond the Representative. Avon has no legal recourse
against the end user for the collectibility of any accounts
receivable balances due from the Representative to
Avon. If the financial condition of Avon’s Representatives
were to deteriorate, resulting in an impairment of their
ability to make payments, additional allowances may 
be required. 

Allowances for Sales Returns 
Avon records a provision for estimated sales returns
based on historical experience with product returns. Over
the past three years, sales returns have been in the range
of $265.0 to $290.0, or approximately 4% of total rev-
enue. If the historical data Avon uses to calculate these
estimates does not properly reflect future returns, due to
changes in marketing or promotional strategies or for
other reasons, additional allowances may be required. 
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Provisions for Inventory Obsolescence 
Avon records an allowance for estimated obsolescence
equal to the difference between the cost of inventory
and the estimated market value. In determining the
allowance for estimated obsolescence, Avon classifies
inventory into various categories based upon their stage
in the product life cycle, future marketing sales plans and
the disposition process. Avon assigns a degree of obso-
lescence risk to products based on this classification to
determine the level of obsolescence provision. If actual
sales are less favorable than those projected by manage-
ment, additional inventory allowances may need to be
recorded for such additional obsolescence. Over the past
three years, annual obsolescence expense has been in
the range of $55.0 to $65.0.   

Pension, Postretirement and
Postemployment Expense
The Company maintains qualified defined benefit pen-
sion plans, which cover substantially all employees in the
U.S. and in certain international locations. Additionally,
the Company has unfunded supplemental pension ben-
efit plans for certain current and retired executives (see
Note 10, Employee Benefit Plans). 

Avon’s calculations of pension, postretirement and
postemployment costs are dependent upon the use of
assumptions, including discount rates, expected return
on plan assets, interest cost, health care cost trend rates,
benefits earned, mortality rates, the number of associate
retirements, the number of associates electing to take
lump-sum payments and other factors. Actual results
that differ from assumptions are accumulated and amor-
tized over future periods and, therefore, generally affect
recognized expense and the recorded obligation in
future periods. At December 31, 2004, the Company had
unrecognized actuarial losses of $476.3 and $213.6 for the
U.S. and non-U.S. plans, respectively. While management
believes that the assumptions used are reasonable, differ-
ences in actual experience or changes in assumptions
may materially affect Avon’s pension, postretirement
and postemployment obligations and future expense. 

For the year ended December 31, 2004, the weighted
average assumed rate of return on all plan assets, includ-
ing the U.S. and non-U.S. plans, was 8.21%. In determin-
ing the long-term rates of return, the Company considers
the nature of the plans’ investments, an expectation for
the plans’ investment strategies, historical rates of return
and current economic forecasts. The Company evaluates
the expected long-term rate of return annually and
adjusts as necessary. As a result of current economic
forecasts, the Company will lower the expected rate of
return for the U.S. plan from 8.75% for 2004 to 8.00%
for 2005, resulting in a weighted average assumed rate
of return on plan assets for the U.S. and non-U.S. plans
of 7.67% for 2005.

The majority of the Company’s pension plan assets relate
to the U.S. pension plan. The assumed rate of return for
2004 for the U.S. plan was 8.75%, which was based on an
asset allocation of approximately 35% in corporate and
government bonds and mortgage-backed securities
(which are expected to earn approximately 5% to 7% in
the long term) and 65% in equity securities (which are
expected to earn approximately 8% to 10% in the long
term).  Historical rates of return on the assets of the U.S.
plan for the most recent 10-year and 20-year periods
were 9.4% and 10.8%, respectively. In the U.S. plan, the
Company’s asset allocation policy has favored U.S. equity
securities, which have returned 11.2% and 13.1%, respec-
tively, over the 10-year and 20-year periods. The actual
rate of return on plan assets in the U.S. was approxi-
mately 12% and 21% in 2004 and 2003, respectively.

The discount rate used for determining future pension
obligations for each individual plan is based on a
review of long-term bonds that receive a high rating
from a recognized rating agency. The discount rate at
December 31, 2004 for the U.S. plan was 5.80%, which
was based on the internal rate of return for a portfolio
of Moody’s Aa-rated high quality bonds with maturities
that are consistent with the projected future benefit
payment obligations of the plan. The weighted average
discount rate for U.S. and non-U.S. plans determined on
this basis has decreased to 5.65% at December 31, 2004,
from 6.03% at December 31, 2003. 

Avon will record expense related to
grants of stock options beginning
in July 2005.
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Future effects of pension plans on the operating results
of the Company will depend on economic conditions,
employee demographics, mortality rates, the number of
associates electing to take lump-sum payments, invest-
ment performance and funding decisions, among other
factors. However, given current assumptions (including
those noted above), 2005 pension expense related to
the U.S. plan is expected to increase in the range of
$10.0 to $15.0. The Company does not anticipate that
this incremental expense will affect its ability to meet 
its financial targets.

A 50 basis point change (in either direction) on the
expected rate of return on plan assets, the discount rate
or the rate of compensation increases would have had
the following effect on 2004 pension expense:

Increase/(Decrease) in
Pension Expense

50 basis point 50 basis point
Increase Decrease

Rate of return on assets $   (4.5) $   4.5
Discount rate (10.1) 10.9
Rate of compensation

increase 3.9 (3.6)

Taxes
Avon records a valuation allowance to reduce its
deferred tax assets to the amount that is more likely than
not to be realized. While Avon has considered projected
future taxable income and ongoing tax planning strate-
gies in assessing the need for the valuation allowance, in
the event Avon were to determine that it would be able
to realize a net deferred tax asset in the future, in excess
of the net recorded amount, an adjustment to the
deferred tax asset would increase earnings in the period
such determination was made. Likewise, should Avon
determine that it would not be able to realize all or part
of its net deferred tax asset in the future, an adjustment
to the deferred tax asset would decrease earnings in the
period such determination was made. Avon establishes
additional provisions for income taxes when, despite the
belief that their tax positions are fully supportable, there
remain certain positions that are likely to be challenged
and may or may not be sustained on review by tax
authorities. Avon adjusts these additional accruals in light
of changing facts and circumstances. Avon files income
tax returns in many jurisdictions. In 2005, a number of
income tax returns are scheduled to close by statute and

it is possible that a number of tax examinations may be
completed. If Avon’s filing positions are ultimately
upheld, it is possible that the 2005 provision for income
taxes may reflect adjustments. Depending on the num-
ber of filing positions ultimately upheld, the impact of
adjustments could be significant to 2005 net income.

Stock-based Compensation
Avon applies the recognition and measurement princi-
ples of Accounting Principles Board (“APB”) Opinion 25,
“Accounting for Stock Issued to Employees,” in account-
ing for its long-term stock-based incentive plans. No
compensation cost related to grants of stock options
was reflected in net income, as all options granted
under the plans had an exercise price equal to the mar-
ket price. Net income in each of the years of 2004, 2003
and 2002 would have been lower by $26.3, $28.7 and
$30.1, respectively, if Avon had applied the fair value
recognition provisions of FAS No. 123, “Accounting for
Stock-Based Compensation” (see Note 1, Description 
of Business and Summary of Significant Accounting
Policies). In accordance with the recently issued FAS
123(R), Avon will record expense beginning in July 2005
(see Note 2, Accounting Changes). The Company is con-
sidering its choice of implementation methods available
under this pronouncement. Forward-looking guidance
does not include the impact of expensing options.

Contingencies 
In accordance with FAS No. 5, “Accounting for Contin-
gencies,” Avon determines whether to disclose and
accrue for loss contingencies based on an assessment
of whether the risk of loss is remote, reasonably possi-
ble or probable. Management’s assessment is devel-
oped in consultation with the Company’s outside
counsel and other advisors and is based on an analysis
of possible outcomes under various strategies. Loss
contingency assumptions involve judgments that are
inherently subjective and can involve matters that are
in litigation, which by its nature is unpredictable. Man-
agement believes that its assessment of the probability
of loss contingencies is reasonable, but because of the
subjectivity involved and the unpredictable nature of
the subject matter at issue, management’s assessment
may prove ultimately to be incorrect, which could
materially impact the Consolidated Financial State-
ments in current or future periods.
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Results of Operations – Consolidated

Favorable (Unfavorable)

%/Point Change

2004 vs. 2003 vs.  

2004 2003 2002 2003 2002

Net sales $7,656.2 $6,773.7 $6,142.4 13% 10% 
Total revenue 7,747.8 6,845.1 6,200.1 13 10 
Cost of sales 2,911.7 2,611.8 2,438.2 (11) (7)
Marketing, distribution

and administrative expenses 3,610.3 3,194.4 2,864.1 (13) (12)
Special charges, net (3.2) (3.9) 34.3 (18) —
Operating profit 1,229.0 1,042.8 863.5 18 21 
Interest expense 33.8 33.3 52.0 (2) 36 
Interest income (20.6) (12.6) (14.2) 63 (11)
Other expense (income), net 28.3 28.6 (9.9) 1 —
Net income 846.1 664.8 534.6 27 24 
Diluted earnings per share 1.77 1.39 1.11 27 25 

Gross margin 62.4% 61.8% 60.7% .6 1.1
Marketing, distribution and 

administrative expenses as a 
% of total revenue 46.5% 46.7% 46.2% .2 (.5)

Special charges as a 
% of total revenue — (.1)% .6% (.1) .7 

Operating margin 15.9% 15.2% 13.9% .7 1.3 
Effective tax rate 27.8% 32.1% 35.0% 4.3 2.9 

Units sold 13% 5% 
Active Representatives 11% 12% 

On a category basis, net sales growth in
2004 was driven by increases in Beauty
sales of 17% and Beauty Plus sales of 8%.
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Net Sales
Net sales growth in 2004 was 13%, and was driven by an
increase in units and the number of active Representatives,
with dollar increases in all regions. Excluding the impact
of foreign currency exchange, consolidated net sales
increased 10%, with increases in all regions.

On a category basis, net sales growth in 2004 was driven
by increases in Beauty sales of 17% (with strong increases
in all categories) and Beauty Plus sales of 8%. Beyond
Beauty sales were flat.

Net sales growth in 2003 in dollars and local currency
was 10%, and was driven by an increase in the number
of active Representatives and, to a lesser extent, growth
in units, with increases in all regions. In the second quar-
ter of 2003, Avon began consolidating its Turkish sub-
sidiary which increased sales by $47.2 in 2003. 

On a category basis, the 2003 net sales increase was driven
by a 15% increase in Beauty sales (with strong increases in
all categories) and, to a lesser extent, increases in Beyond
Beauty sales of 3% (including a strong increase in Health
and Wellness sales within this category) and Beauty Plus
sales of 2%.

Other Revenue
Other revenue primarily includes shipping and handling
fees billed to Representatives which totaled $91.6, $71.4
and $57.7 in 2004, 2003 and 2002, respectively.

Gross Margin
Gross margin improved .6 point in 2004 due to increases
in Latin America (1.1 points, which increased consoli-
dated gross margin by .3 point), Europe (.7 point, which
increased consolidated gross margin by .2 point) and Asia
Pacific (1.0 points which increased consolidated gross
margin by .2 point), partially offset by a decline in North
America (.8 point, which decreased consolidated gross
margin by .3 point). Additionally, gross margin benefited
from greater contributions from countries with higher
gross margins (which increased consolidated gross mar-
gin by .2 point). The gross margin improvement discussed
previously included incremental net savings associated
primarily with supply chain Business Transformation ini-
tiatives, which favorably impacted consolidated gross
margin by .2 point.

Gross margin improved 1.1 points in 2003, as compared to
2002, due to increases in all regions as follows: Europe
(1.6 points, which increased consolidated gross margin
by .4 point), Latin America (1.1 points which increased

consolidated gross margin by .3 point), Asia Pacific (2.1
points, which increased consolidated gross margin by .3
point) and North America (.1 point, which increased con-
solidated gross margin by less than .1 point). Additionally,
gross margin benefited from greater contributions from
countries with higher gross margins (which increased
consolidated gross margin by .1 point). The gross margin
improvements discussed previously included incremen-
tal net savings associated with supply chain Business
Transformation initiatives across all segments, which
favorably impacted consolidated gross margin by 
1.3 points.

See the “Segment Review”section of Management’s Dis-
cussion and Analysis of Financial Condition and Results
of Operations for additional information related to
changes in gross margin by segment. 

Marketing, Distribution and Administrative
Expenses
Marketing, distribution and administrative expenses
increased $415.9 in 2004 primarily due to the following:

•  a 13% sales increase (which resulted in an increase 
in expenses of approximately $228.0), 

•  an increase in consumer and strategic investments 
of $104.0 (including Sales Leadership and spending
on brochures), 

•  an increase in various other marketing expenses of
approximately $56.0 (including public relations,
direct marketing and promotional material),

•  merit salary increases of approximately $26.0 for 
certain marketing, distribution and administrative
personnel around the world, and

•  an increase in U.S. and non-U.S. pension expense 
of $10.9.

These increases in expenses were partially offset by incre-
mental net savings from workforce reduction programs
associated with Avon’s Business Transformation initiatives
of approximately $45.0 in 2004 and a favorable compari-
son to 2003, which included costs from severance and
asset write-downs associated with the repositioning of
the beComing line of products of $10.5 in 2003. 

As a percentage of total revenue, marketing, distribution
and administrative expenses decreased in 2004 due to
lower expense ratios in Europe (2.3 points, which low-
ered the consolidated ratio by .7 point), and Asia Pacific
(.2 point, which lowered the consolidated ratio by .1
point), partially offset by higher global expenses (which
increased the consolidated ratio by .4 point) and a
higher expense ratio in North America (.1 point, which
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increased the consolidated ratio by .1 point). The expense
ratio in Latin America was flat. Additionally, the consoli-
dated expense ratio was negatively impacted by greater
contributions from markets with higher expense ratios
(which increased the consolidated ratio by .1 point). 

Marketing, distribution and administrative expenses
increased $330.3 in 2003 primarily due to the following:

•  a 10% sales increase (which resulted in an increase in
expenses of approximately $162.0), 

•  an increase in consumer and strategic investments of
$94.0 (including spending on brochures and Sales
Leadership), 

•  an increase in various other marketing expenses
(including direct marketing, customer access and
promotional literature) of $58.2,

•  higher customer service costs in the U.S. of approxi-
mately $25.0, 

•  merit salary increases of approximately $24.0 for 
certain marketing, distribution and administrative
personnel around the world, 

•  an increase in domestic pension expense of approxi-
mately $23.0, 

•  expenses of $19.5 related to Avon’s Turkish subsidiary
which was consolidated beginning in the second
quarter of 2003 (see Note 17, Acquisitions), and 

•  costs of $10.5 (severance and asset write-downs)
associated with the repositioning of the beComing

line of products (see Note 16, Other Information). 

These increases in expenses were partially offset by
incremental net savings from workforce reduction pro-
grams associated with Avon’s Business Transformation
initiatives of approximately $85.0 and lower bonus
accruals of approximately $32.0. 

As a percentage of total revenue, marketing, distribution
and administrative expenses increased in 2003 due to

higher expense ratios in North America (1.4 points,
which increased the consolidated ratio by .6 point) and
the Asia Pacific (1.2 points, which increased the consoli-
dated ratio by .2 point), partially offset by lower expense
ratios in Europe (.9 point, which reduced the consoli-
dated ratio by .2 point) and Latin America (.3 point,
which reduced the consolidated ratio by .1 point). 

See the “Segment Review”section of Management’s Dis-
cussion and Analysis of Financial Condition and Results
of Operations for additional information related to
changes in expense ratios by segment. 

Other Expenses
Interest expense increased slightly in 2004 as a result of
interest on a tax-related liability in Latin America, partially
offset by a decrease in debt-related interest. The decrease
in debt-related interest was primarily due to the retire-
ment of $447.2 of convertible notes in July 2003, par-
tially offset by the issuance of $250.0 of fixed-rate debt
that was later swapped to a floating interest rate. As of
December 31, 2004, Avon had converted approximately
70% of its debt to a floating rate based on LIBOR (see
Note 7, Financial Instruments and Risk Management).
Interest expense decreased in 2003 primarily as a result
of Avon having interest rate swaps at December 31, 2003,
that converted approximately 90% of its debt to a floating
rate based on LIBOR (see Note 7, Financial Instruments
and Risk Management) during a period of declining rates.
In 2003, the lower interest expense was also driven by
lower average debt balances than in 2002. 

Interest income increased in 2004, primarily due to
higher average cash and cash equivalents balances
invested offshore at higher interest rates during 2004.
Interest income decreased in 2003, primarily due to
lower average cash and cash equivalents balances dur-
ing 2003 than 2002. 

The cash management and tax strategies,
which Avon began implementing during the
second quarter of 2004, are expected to
result in cash management efficiencies and
ongoing tax savings.  Avon estimates the
potential effective tax rate for 2005 to be 
in the range of 31%.
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Other expense (income), net was lower in 2004 than in
2003, primarily due to favorable foreign exchange of $6.4
and a favorable comparison to 2003, which included the
write-off of deferred debt issue costs of $6.4 related to
Avon’s convertible notes (see Note 4, Debt and Other
Financing). This favorability was substantially offset by a
write-down of $13.7 in 2004 resulting from declines in
the fair values of investments in equity securities below
their cost bases. These declines were judged to be other-
than-temporary based on various factors, including an
analysis of the duration and the extent to which market
values were below cost. These equity securities are avail-
able to fund select benefit plan obligations.

Other expense (income) net was higher in 2003 than in
2002, primarily due to unfavorable foreign exchange of
$31.9 and the write-off of deferred debt issue costs of
$6.4 in the third quarter of 2003 related to Avon’s con-
vertible notes which were retired in July 2003 (see Note
4, Debt and Other Financing). The foreign exchange
variance was mainly due to gains of $27.8 in 2002 on
net U.S. dollar denominated assets, primarily in
Argentina, Venezuela, Brazil and Mexico.

Effective Tax Rate
The effective tax rate for 2004 was favorably impacted by
ongoing audit settlements, amended filings, tax refunds,
and foreign tax credits, which reduced the rate by 2.8
points. The tax rate was also reduced by approximately
1.7 points as a result of one-time reversals in the second
and fourth quarters of 2004 of previously recorded
deferred taxes in connection with the decision to perma-
nently reinvest a significant portion of foreign earnings
offshore. Additionally, the effective tax rate was favorably
impacted by cash management and tax strategies, which
the Company began to implement in the second quarter
of 2004. These strategies are a further extension of the
Company’s Business Transformation efforts and reflect
the permanent reinvestment of a greater portion of for-
eign earnings offshore. These strategies further reduced
the effective tax rate by approximately .5 point. The 2004
rate was also impacted favorably by changes in the earn-
ings mix and tax rates of international subsidiaries.

The cash management and tax strategies, which the
Company began implementing during the second quar-
ter of 2004, are expected to result in cash management
efficiencies and ongoing tax savings. The Company esti-
mates the potential effective tax rate for 2005 to be in
the range of 31%.

The effective tax rate was lower in 2003 than in 2002
primarily due to tax audit settlements and an interest
refund from the IRS, which, collectively, reduced the
effective rate by approximately 2.5 points. Additionally,
the 2003 rate was impacted favorably by changes in the
earnings mix and tax rates of international subsidiaries. 

Special Charges

Business Transformation
In May 2001, Avon announced its Business Transformation
plans, which were designed to significantly reduce costs
and expand profit margins, while continuing to focus on
consumer growth strategies. Those original Business
Transformation initiatives included an end-to-end evalu-
ation of business processes in key operating areas, with
targeted completion dates through 2004. Specifically,
the initiatives focused on: simplifying Avon’s marketing
processes; taking advantage of supply chain opportuni-
ties; strengthening Avon’s sales model through the Sales
Leadership program and the Internet; streamlining the
Company’s organizational structure; and integrating cer-
tain similar activities across markets to achieve efficien-
cies. Avon realized significant benefits from these Business
Transformation initiatives from 2002 through 2004. The
savings from these initiatives provided additional financial
flexibility to achieve profit targets, while enabling further
investment in consumer growth strategies. Management
believes that initiatives associated with the 2001 and 2002
special charges discussed below have helped the Com-
pany achieve its operating margin targets. 

In the first quarter of 2003 and in late 2004, Avon
announced additional Business Transformation initia-
tives that are expected to promote continued sales and
earnings growth, as well as provide for further margin
expansion through 2007; however, the scope and
complexity of these initiatives necessarily continue to
involve planning and execution risk. No special charges
are anticipated with these additional Business Transfor-
mation initiatives.
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Special Charges – Fourth Quarter 2001
In the fourth quarter of 2001, Avon recorded special
charges of $97.4 pretax primarily associated with facility
rationalizations and workforce reduction programs related
to implementation of certain Business Transformation
initiatives. Approximately 80% of the charges related to
future cash expenditures. By December 2004, 99% of these
cash expenditures were made. All payments were funded
by cash flow from operations. In the third quarter of 2002,
Avon recorded an adjustment related to the fourth quarter
2001 charge (see Special Charges – Third Quarter 2002
below). Additionally, in the fourth quarters of 2004 and
2003, Avon recorded pretax benefits of $2.5 and $2.1,
respectively, from adjustments to the fourth quarter
2001 charge (see Note 13, Special Charges).

In 2002, 2003, and 2004, actions associated with the
2001 special charges yielded net savings of approxi-
mately $30.0 (net of transitional costs of approximately
$20.0), $60.0 (net of transitional costs of approximately
$10.0), and $85.0 (net of transitional costs of approxi-
mately $5.0), respectively.

The actions associated with the 2001 special charges
resulted in incremental cash outlays of approximately
$32.0 in 2002 and produced incremental cash flow of
$27.0 in 2003 and $40.0 in 2004. Capital expenditures
associated with the 2001 special charges were approxi-
mately $30.0 in 2002 and $5.0 in 2003. The cash outlays
in 2002, and capital expenditures in 2002 and 2003 were
funded through cash flow from operations.

Special Charges – Third Quarter 2002
Special charges of $43.6 pretax, recorded in the third
quarter of 2002, primarily related to Avon’s Business
Transformation initiatives, including supply chain initia-
tives, workforce reduction programs and sales transfor-
mation initiatives. Approximately 90% of the charges
related to future cash expenditures. Approximately
96% of these expenditures were made by December
2004. Avon also recorded in the third quarter of 2002
a pretax benefit of $7.3 from an adjustment to the spe-
cial charges recorded in the fourth quarter of 2001.
The net effect of the special items was a pretax charge
of $36.3. The $36.3 was included in the Consolidated
Statements of Income for 2002 as a special charge
($34.3) and as inventory write-downs, which were
included in cost of sales ($2.0). In the fourth quarters
of 2004 and 2003, Avon recorded pretax benefits of $.7
and $1.8, respectively, from adjustments to the third
quarter 2002 charge (see Note 13, Special Charges).

In 2003 and 2004, actions associated with the 2002 special
charges yielded net savings of approximately $16.0 (net of
transitional costs of approximately $13.0) and $50.0 (net
of transitional costs of approximately $3.0), respectively. 

The actions associated with the 2002 special charges
resulted in incremental cash outlays of approximately
$20.0 in 2002 and produced incremental cash flow of $3.0
in 2003 and $25.0 in 2004. Capital expenditures associated
with Business Transformation initiatives included in the
2002 special charges were approximately $17.0 through
2004 and were funded through cash flow from operations.

On a category basis, 2004 sales in the U.S.
were impacted by increases in Beauty sales of
3% and Beauty Plus sales of 2%, offset by a
9% decrease in the Beyond Beauty category.
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Segment Review 

Below is an analysis of the key factors affecting net sales and operating profit by reportable segment for each of the years
in the three-year period ended December 31, 2004.

Years ended December 31 2004 2003 2002 
Net Operating Net Operating Net Operating 

Sales Profit Sales Profit Sales Profit 

North America
U.S. $2,227.1 $    377.2 $2,217.9 $   420.9 $2,151.2 $  421.2 
Other* 341.0 34.2 308.9 5.0 306.2 23.7

Total 2,568.1 411.4 2,526.8 425.9 2,457.4 444.9 

International
Europe 2,095.0 471.7 1,607.2 313.4 1,228.6 208.8 
Latin America 1,932.8 479.1 1,716.3 406.3 1,626.7 361.6 
Asia Pacific 1,060.3 192.7 923.4 156.6 829.7 133.6 

Total 5,088.1 1,143.5 4,246.9 876.3  3,685.0 704.0 

Total from operations 7,656.2 1,554.9 6,773.7 1,302.2 6,142.4 1,148.9 
Global expenses** — (329.1) — (263.3) — (249.1)
Special charges, net*** — 3.2 — 3.9 — (36.3)

Total $7,656.2 $1,229.0 $6,773.7 $1,042.8 $6,142.4 $  863.5 

* Includes Canada, Puerto Rico, Dominican Republic, Avon Salon and Spa and U.S. Retail (see Note 16, Other Information).

** Global expenses include, among other things, costs related to Avon’s executive and administrative offices, information technology,

research and development, and marketing.

*** The 2002 special charges of ($36.3) were included in the Consolidated Statements of Income as special charges ($34.3) and as

inventory write-downs in cost of sales ($2.0).

Beginning in 2005, Avon will begin reporting total revenue, which includes net sales plus other revenue, for segment
reporting. This change will have no impact on the calculations of gross and operating margins since Avon currently 
calculates these margins using total revenue.
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North America

2004 Compared to 2003

%/Point Change
Local

2004 2003 US $ Currency

Net sales $2,568.1 $2,526.8 2% 1%
Operating profit 411.4 425.9 (3)%  (3)% 
Operating margin 15.6% 16.5% (.9)  (.9)

Units sold 3% 
Active Representatives 1% 

Net sales were flat for the U.S. business, which represents
approximately 90% of the North American segment,
reflecting a slower second half driven in part by a decline
in consumer spending. Additionally, net sales were
impacted by challenges in the Beyond Beauty category
and a lower number of active Representatives during
the second half of 2004.

On a category basis, 2004 sales in the U.S. were impacted
by increases in Beauty sales of 3% (affected by the con-
sumer slowdown in the second half of 2004) and Beauty
Plus sales of 2%, offset by a 9% decrease in the Beyond
Beauty category (driven by the strategic downsizing of
toys, declines in home entertainment, as well as softness
in gifts which are being repositioned beginning in 2005).



The decrease in operating margin in North America was
most significantly impacted by the following:

•  Operating margin in the U.S. declined (which decreased
segment margin by 1.8 points) mainly due to a decline
in gross margin resulting from the following:

•  inventory clearance programs in the first quar-
ter of 2004, 

•  repositioning costs related to Beyond Beauty,
specifically inventory write-offs for toys, and

•  higher costs for fuel, warehousing and storage.
The declines were partially offset by higher Repre-
sentative fees and a favorable mix of products
sold. Additionally, operating margin was negatively
impacted by an unfavorable expense ratio, result-
ing from higher pension, bad debt and shipping
expenses. 

•  Operating margin in the U.S. Retail business in 2003
included costs of $18.3 associated with the reposition-
ing of the beComing line of products (which caused
segment margin to be favorable in 2004 by .8 point).

2003 Compared to 2002

%/Point Change
Local

2003 2002 US $ Currency

Net sales $2,526.8 $2,457.4 3% 3% 
Operating profit 425.9 444.9 (4)% (4)%  
Operating margin 16.5% 17.8% (1.3) (1.3)  

Units sold 2% 
Active Representatives 3% 

The U.S. business reported a sales increase of 3% in 2003
resulting from a higher number of active Representatives
(reflecting growth of the Sales Leadership program),
increases in units, and successful new product launches
including mark.

On a category basis, the 2003 sales increase in the U.S.
was driven by a 9% increase in Beauty sales (reflecting
strong increases in the skin care and personal care cate-
gories, partially offset by a decline in fragrance). That
increase was largely offset by a 4% decline in Beyond
Beauty sales and a 1% decline in Beauty Plus sales,
reflecting a strategic de-emphasis of toys, severe snow-
storms and the impact of the war in Iraq on consumer
spending in the first half of 2003, as well as a temporary
inability to fill demand for certain holiday non-beauty
products in the fourth quarter of 2003.

The decrease in operating margin in North America in 2003
was most significantly impacted by the following markets:

•  In the U.S., operating margin declined (which
decreased segment margin by .6 point) primarily due
to an unfavorable expense ratio. The unfavorable
expense ratio was driven by incremental consumer
and strategic spending in support of mark. as well as
increased advertising. In addition, higher customer
service expenses and higher pension-related costs
were partially offset by lower bonus accruals and 
a higher customer order charge. The unfavorable
expense ratio was partially offset by an improvement
in gross margin mainly due to a favorable mix of prod-
ucts sold and savings resulting from supply chain Busi-
ness Transformation initiatives. 

•  In the Dominican Republic, operating margin declined
(which decreased segment margin by .4 point) as a
result of a sales decline.

Europe’s net sales increased significantly to
surpass $2.0 billion for the first time, driven by
substantial growth in units and the number of
active Representatives, as well as favorable
foreign exchange.
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•  In Canada, operating margin declined (which
decreased segment margin by .3 point) primarily 
due to an unfavorable expense ratio resulting from
expenses associated with Business Transformation
initiatives, higher pension costs and incremental
spending on the brochure.

•  Operating margin for the U.S. Retail business was flat
in 2003 resulting from costs of $18.3 in 2003 associ-
ated with the repositioning of the beComing line of
products (see Note 17, Other Information), offset by
operating losses in 2002, which were not repeated in
2003 due to the repositioning of the beComing brand.

Europe

2004 Compared to 2003

%/Point Change
Local

2004 2003 US $ Currency

Net sales $2,095.0 $1,607.2 30% 20% 
Operating profit 471.7 313.4 51%   39%   
Operating margin 22.4% 19.4% 3.0  3.0  

Units sold 22% 
Active Representatives 16% 

Net sales increased significantly driven by substantial
growth in units and the number of active Representatives,
as well as favorable foreign exchange, with the following
markets having the most significant impact:

•  In Central and Eastern Europe, net sales grew signifi-
cantly, primarily driven by a substantial increase in
Russia and, to a lesser extent, strong increases in all
other markets in the region. Net sales in Central and
Eastern Europe were positively impacted by the suc-
cessful launch of a new personal care line, Senses, as
well as consumer promotion programs. In Russia,
sales growth reflected increases in units and active
Representatives resulting from expansion into new
territories, with penetration and access supported by
additional distribution points throughout the country.

•  In Western Europe, net sales increased mainly due 
to growth in the United Kingdom, where sales grew
as a result of consumer promotion programs that
drove strong increases in the average sales per
active Representative, in addition to favorable 
foreign exchange.

•  In Turkey, net sales increased reflecting growth in
active Representatives and units. Avon began con-
solidating its Turkish subsidiary in the second quar-
ter of 2003.

The increase in operating margin in Europe was most
significantly impacted by the following markets: 

•  Operating margin was positively impacted by greater
contributions from countries with higher operating
margins (which increased segment margin by .8
point), primarily driven by significant sales growth in
the high margin Central and Eastern Europe markets.

•  In Western Europe, operating margin improved
(which increased segment margin by .8 point) pri-
marily due to a decline in the expense ratio in most
markets reflecting the impact of field and other
restructuring programs, partially offset by an increase
in the expense ratio in the United Kingdom reflecting
incremental consumer and strategic investments.
Operating margin in 2004 also includes a gain on the
sale of a warehouse and office building in Italy. 

•  In Central and Eastern Europe, operating margin
improved (which increased segment margin by .6
point), driven by a decrease in the expense ratio result-
ing from greater sales leverage across the cluster. 

•  In South Africa, operating margin during 2003 was
negatively impacted by inventory adjustments. Pri-
marily as a result of these prior year adjustments,
operating margin improved in 2004 (which increased
segment margin by .4 point). 

2003 Compared to 2002

%/Point Change
Local

2003 2002 US $ Currency

Net sales $1,607.2 $1,228.6 31% 19% 
Operating profit 313.4 208.8 50%   40%   
Operating margin 19.4% 16.9% 2.5  2.5  

Units sold 14% 
Active Representatives 20% 

Net sales increased significantly in U.S. dollars in 2003
driven by foreign exchange and growth in the number
of active Representatives and units, with the following
markets having the most significant impact:  

•  In the markets of Central and Eastern Europe, net
sales in U.S. dollars and local currencies grew signifi-
cantly primarily driven by increases in Russia and, to a
lesser extent, most other markets in the region. In
Russia, U.S. dollar and local currency sales grew sig-
nificantly reflecting growth in units and active Repre-
sentatives resulting from expansion into new
geographic regions, improved access to products
through additional distribution centers and an
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Latin America’s net sales grew 13% in 
2004 with increases in nearly all markets 
in the region, reflecting growth in units and
active Representatives, partially offset by 
the negative impact of foreign exchange.

increase in average order per Representative. 
•  In Western Europe, net sales in U.S. dollars and local

currencies increased primarily from growth in the
United Kingdom, resulting from new product
launches and consumer motivation programs such 
as gift with purchase programs. 

•  In the second quarter of 2003, Avon began consoli-
dating its Turkish subsidiary which increased net sales
by $47.2 in 2003, and favorably impacted unit growth
in Europe by 2 points (see Note 17, Acquisitions).

The increase in operating margin in 2003 in Europe was
most significantly impacted by the following markets: 

•  In Central and Eastern Europe, operating margin
improved (which increased segment margin by 1.3
points) driven by an improvement in gross margin in
nearly all markets. In Russia, the gross margin improve-
ment resulted from a change in pricing strategy and
the elimination of sales tax in July 2003. In Poland, the
gross margin improvement was driven by lower con-
sumer motivation programs such as gift with pur-
chase, as well as pricing strategies, and lower
obsolescence expense. 

•  In Western Europe, operating margin improved (which
increased segment margin by 1.0 point) primarily due
to a higher gross margin. This increase resulted from
lower product costs, due to supply chain benefits
including the closure of a manufacturing facility in the
United Kingdom, price increases in certain markets
and the exit of certain non-core categories. 

•  In South Africa, operating margin declined (which
decreased segment margin by .6 point) resulting
from inventory adjustments in that market.

Latin America

2004 Compared to 2003

%/Point Change
Local

2004 2003 US $ Currency

Net sales $1,932.8 $1,716.3 13% 14% 
Operating profit 479.1 406.3 18% 21% 
Operating margin 24.8% 23.7% 1.1 1.1 

Units sold 11% 
Active Representatives 11% 

Net sales increased in 2004 with increases in nearly all mar-
kets in the region, reflecting growth in units and active
Representatives, partially offset by the negative impact of
foreign exchange, primarily in Venezuela and Mexico.  

•  In Brazil, net sales increased, primarily reflecting an
increase in units and active Representatives, driven
by field sales incentive programs and new product
launches, as well as favorable foreign exchange. 

•  In Venezuela, net sales increased significantly, prima-
rily due to growth in units and active Representatives,
partially offset by the negative impact of foreign
exchange. Net sales also benefited from field sales
incentive programs and higher prices. 

•  In Argentina, net sales increased significantly, driven
by growth in active Representatives and units,
reflecting new product launches and consumer
incentive programs.

•  In Mexico, net sales increased, driven by growth in
units and active Representatives, almost entirely off-
set by the negative impact of foreign exchange. Net
sales benefited from new product launches and field
sales incentive programs.

The increase in operating margin in Latin America was
most significantly impacted by the following markets:

•  In Venezuela, operating margin increased (which
increased segment margin by .8 point) reflecting a
lower expense ratio resulting from sales growth and
general cost containment initiatives. Operating
margin was also favorably impacted by an improve-
ment in gross margin resulting from higher prices,
as well as supply chain savings mainly due to a
lower cost of materials.

•  In Brazil, operating margin increased (which
increased segment margin by .6 point) resulting from
an improvement in gross margin, reflecting savings
associated with supply chain Business Transforma-
tion initiatives and the impact of a sales tax reform in
2004, which allows Avon Brazil to receive tax credits
on inventory purchases.

•  In Mexico, operating margin decreased (which
decreased segment margin by .5 point) primarily due
to a lower gross margin reflecting an unfavorable mix
of products sold. Additionally, operating margin was
unfavorably impacted by a higher expense ratio result-
ing from unfavorable comparisons to 2003 (the sec-
ond quarter of 2003 included a gain from the sale of a
warehouse property in Mexico City as the Company
transitioned to a new distribution facility in Celaya).
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In February 2003, the Venezuelan government imple-
mented exchange controls and fixed the exchange rate
for the Venezuelan bolivar (“VEB”) at 1598 per U.S. dollar.
In February 2004, the Venezuelan government devalued
the official exchange rate from 1598 to 1918 VEB for
one U.S. dollar where it remained throughout 2004.
Venezuela’s political and economic situation continues to
limit the ability of Avon’s subsidiary in Venezuela (“Avon
Venezuela”) to conduct normal business operations and
to obtain foreign currency to pay for imported products.
The lack of foreign currency has required Avon Venezuela
to rely on parent company support in order to continue
importing a portion of its material for its operations. Avon
Venezuela’s results of operations in U.S. dollars have
been and are expected to continue to be negatively
impacted until foreign currency is made readily avail-
able to importers. In spite of the difficulty in obtaining
foreign currency for imports, in 2004 and 2003, Avon
Venezuela remitted dividends and royalties to its parent
company at the official exchange rate.

From January 1, 2003, until the February 2004 devaluation,
Avon used the official rate of 1598 VEB for one U.S. dollar to
translate the financial statements of Avon Venezuela into
U.S. dollars. Since then, Avon has used the official rate of
1918 VEB per U.S. dollar to translate the financial state-
ments. In 2004, Avon Venezuela’s net sales and operating
profit represented approximately 2% and 4% of consoli-
dated net sales and consolidated operating profit, respec-
tively. Should a devaluation of the Venezuelan bolivar
occur in 2005, Avon Venezuela’s 2005 results from opera-
tions in U.S. dollars may be negatively impacted.

2003 Compared to 2002

%/Point Change
Local

2003 2002 US $ Currency

Net sales $1,716.3 $1,626.7 6% 15% 
Operating profit 406.3 361.6 12%  21%
Operating margin 23.7% 22.2% 1.5 1.5 

Units sold 2% 
Active Representatives 12% 

Net sales increased in U.S. dollars and local currencies in
2003 most significantly in the following markets:

•  In Argentina, net sales in U.S. dollars and local currency
increased substantially, primarily driven by significant
growth in active Representatives and successful new
product launches.

•  In Brazil, net sales in U.S. dollars and local currency
increased, reflecting growth in active Representa-
tives and a shift in product mix towards higher priced
products. Although local currency sales increased,
units declined due to the shift in product mix
towards higher priced products.

•  In Mexico, net sales increased in U.S. dollars and
local currency, benefiting from growth in active
Representatives, and new product launches, and
sales promotion offers. 

•  In Venezuela, net sales increased in U.S. dollars and local
currency driven by growth in active Representatives
and units, and Avon’s ability to provide good service to
its Representatives despite external factors such as the
national strike that lasted until February 2003 and the
exchange rate control imposed by the Venezuelan
government in February 2003.

The increase in operating margin in Latin America in 2003
was most significantly impacted by the following markets:

•  In Mexico, operating margin increased (which
increased segment margin by 1.3 points) due to a
lower expense ratio, reflecting savings associated
with Business Transformation initiatives, including a
gain from the sale of property in Mexico City, as the
Company transitioned to a new distribution center in
Celaya, partially offset by an increase in consumer
and strategic investments.  Operating margin also
benefited from an improvement in gross margin
resulting from the introduction of products with
higher margins, a favorable mix of products sold,
and savings associated with supply chain Business
Transformation initiatives. 

•  In Argentina, operating margin increased (which
increased segment margin by .5 point) primarily due
to an improvement in the expense ratio driven by a
significant increase in local currency sales and lower
logistics costs. Additionally, gross margin improved
due to pricing strategies and savings associated with
supply chain Business Transformation initiatives.

• In Venezuela, operating margin increased (which
increased segment margin by .1 point) due to an
increase in gross margin resulting from pricing strate-
gies, a favorable mix of products sold and supply chain
savings related to Business Transformation initiatives.

•  In Brazil, operating margin decreased (which
decreased segment margin by .5 point) primarily due
to an increase in the expense ratio resulting from over-
head under absorption due to a unit shortfall, which
more than offset the growth in gross margin resulting
from the sale of higher priced Beauty products. 
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Asia Pacific

2004 Compared to 2003

%/Point Change
Local

2004 2003 US $ Currency

Net sales $1,060.3 $ 923.4 15% 11% 
Operating profit 192.7 156.6 23%   19%   
Operating margin 17.9% 16.7% 1.2  1.2  

Units sold 21% 
Active Representatives 13% 

Net sales in U.S. dollars increased as a result of growth in
nearly all markets in the region, reflecting increases in units
and active Representatives, as well as the favorable impact
of foreign exchange. The growth in active Representatives
was partially due to an increase in the number of sales
campaigns in the Philippines beginning in the second
quarter of 2004, which resulted in additional opportunities
to order and increased the active Representative growth
rate in the region by 5%. 

•  In China, net sales increased primarily due to growth
in units driven by advertising and consumer promo-
tion programs, as well as growth in the number of
and increased activity at the Beauty Boutiques. 

•  In Australia and Taiwan, net sales increased primarily
due to growth in active Representatives as well as
favorable foreign exchange.

•  In Malaysia, net sales increased mainly due to bene-
fits associated with the 2003 reorganization of sales
branches in that country. 

The increase in operating margin in Asia Pacific was
most significantly impacted by the following markets:

•  In China, operating margin improved (which increased
segment margin by .6 point) reflecting a higher gross
margin benefiting from savings associated with supply
chain Business Transformation initiatives.

•  In Malaysia, operating margin improved (which
increased segment margin by .5 point) primarily due
to benefits associated with the 2003 reorganization of
sales branches in that country and the resulting lever-
age achieved from this reorganization.

•  In Australia, operating margin improved (which
increased segment margin by .5 point) primarily
due to a higher gross margin, reflecting favorable
foreign exchange on inventory purchases.

•  In Japan, operating margin improved (which increased
segment margin by .4 point) resulting primarily from
an increase in gross margin driven by savings associ-
ated with supply chain Business Transformation initia-
tives, partially offset by higher expenses associated
with customer acquisition programs.

In addition, expenses in the region included strategic
investments in organization capacity (which decreased
segment margin by 1.0 point).

The Company anticipates the resumption of direct selling
activities in some form in China, pending government
approval. Direct selling was banned by the Chinese gov-
ernment in 1998. The Company believes that a resump-
tion of direct selling will have a positive impact on its
results of operations on a long-term basis.

Avon has operations in four of the countries (India,
Indonesia, Malaysia and Thailand) that were affected
by the December 2004 earthquake and tsunami  in
Southeast Asia.  The earthquake and tsunami did not
have a material impact on property or 2004 operating
profit, and are not expected to have a material impact
on 2005 operating profit.

Avon anticipates the resumption of direct 
selling activities in some form in China, 
pending government approval.
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2003 Compared to 2002

%/Point Change
Local

2003 2002 US $ Currency

Net sales $ 923.4 $ 829.7 11% 7% 
Operating profit 156.6 133.6 17%   13%   
Operating margin 16.7% 15.8% 0.9  0.9  

Units sold 2% 
Active Representatives 11% 

Net sales in U.S. dollars and local currencies increased in
2003 as a result of growth in most major markets in the
region, reflecting increases in active Representatives.
Major markets in the region experienced healthy growth
in units, partially offset by declines in certain Southeast
Asia markets. 

•  In China, net sales in U.S. dollars and local currency
increased primarily due to consumer motivation pro-
grams, in spite of the negative impact from the out-
break of severe acute respiratory syndrome (“SARS”)
during the second quarter of 2003.

•  In Japan, net sales in U.S dollars increased significantly
mainly due to favorable foreign exchange and growth
in active Representatives driven largely by an increase
in the number of direct mailings to customers.

•  In Australia, increases in net sales in U.S. dollars were
driven by foreign exchange and growth in active
Representatives. 

•  In the Philippines, net sales in U.S. dollars were nega-
tively impacted by foreign exchange. Net sales in
local currency increased slightly, driven by an
increase in active Representatives and units.

The outbreak of SARS in Asia had a significant impact
on China and Taiwan in the second quarter of 2003. 
The Company estimates that it reduced full year 2003
net sales and unit growth in the region each by two
percentage points. The Company experienced no sig-
nificant SARS-related impact on its business in the
third or fourth quarter of 2003.

The increase in operating margin in Asia Pacific in 2003
was most significantly impacted by the following markets:

•  In Japan, operating margin increased (which increased
segment margin by .6 point) primarily due to a higher
gross margin resulting from savings associated with
supply chain Business Transformation initiatives.

•  In the Philippines, operating margin improved
(which increased segment margin by .6 point) due to
a higher gross margin resulting from savings associ-
ated with supply chain Business Transformation ini-
tiatives, and increased sales of Beauty products,
which have a higher margin.

•  In China, operating margin improved (which increased
segment margin by .3 point) primarily due to an improve-
ment in gross margin, reflecting supply chain savings
associated with Business Transformation initiatives and
the benefits from significant volume growth.

•  In Australia, operating margin improved (which
increased segment margin by .4 point) primarily due 
to an improvement in gross margin driven by a 
strong local currency.

•  In the markets of Southeast Asia, operating margin
declined (which reduced segment margin by .6
point) principally due to expenses associated with
the reorganization of sales branches in Malaysia, and
sales declines in Thailand and Indonesia.

Global Expenses
Global expenses increased $65.8 in 2004 primarily due
to higher bonus and benefit-related accruals of approxi-
mately $25.0, higher professional fees and expenses of
$22.4 (including $6.2 related to the settlement of one
Solow lawsuit, see Note 14, Contingencies) and incre-
mental investments of $15.4 for research and develop-
ment, and marketing.

Global expenses increased $14.2 in 2003 primarily
due to incremental investments related to Avon’s sup-
ply chain initiatives and research and development,
and marketing.
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Net cash provided by operating activities
reached a record level of $882.6 in 2004,
$137.3 favorable to 2003.

Liquidity and Capital Resources

Avon’s principal sources of funds historically have been
cash flows from operations, commercial paper and bor-
rowings under lines of credit. Management believes that
cash from operations and available sources of financing
are adequate to meet anticipated requirements for
working capital, dividends, capital expenditures, the
stock repurchase program and other cash needs.

Balance Sheet Data
2004 2003

Cash and cash equivalents $ 769.6 $   694.0 
Total debt 918.0 1,121.8 
Working capital 980.9 619.1 

Cash Flows
2004 2003 2002

Net cash provided by 
operating activities $ 882.6 $ 745.3 $  565.4 

Net cash used by 
investing activities (279.4) (178.4) (123.0)

Net cash used by financing 
activities (567.0) (495.5) (331.8)

Effect of exchange rate 
changes on cash 
and equivalents 39.4 15.8 (12.3)

Net Cash Provided by Operating Activities
Net cash provided by operating activities in 2004 was $137.3
favorable to 2003 principally reflecting the following:

•  Higher net income (adjusted for non-cash items), and
• Favorable working capital levels in accounts payable

and accrued expenses, including lower cash outlays in
2004 for bonus and restructuring payments, as well as a
higher number of accounts payable days outstanding.

These sources of cash were partially offset by the following:
•  Unfavorable working capital levels in accounts

receivable and inventories, primarily reflecting
higher sales in 2004, as well as an increase in inven-
tory days outstanding (increase of 1 day in 2004 ver-
sus 2003 as compared to a decrease of 7 days in 2003
versus 2002), 

•  Higher contributions to the U.S. qualified pension
plan ($90.0 in 2004 versus $60.0 in 2003), and

•  Higher tax audit settlement payments ($71.2 in 2004
versus $45.1 in 2003).

Avon maintains qualified defined benefit pension plans

and unfunded supplemental pension benefit plans (see
Note 10, Employee Benefit Plans). Avon’s funding policy for
these plans is based on legal requirements and cash flows.
The amounts necessary to fund future obligations under
these plans could vary depending on estimated assump-
tions (as detailed in “Critical Accounting Estimates”). The
future funding for these plans will depend on economic
conditions, employee demographics, mortality rates, the
number of associates electing to take lump-sum distribu-
tions, investment performance and funding decisions.
Based on current assumptions, Avon expects to contribute
approximately $85.0 and $37.0, respectively, to its U.S. and
international pension plans in 2005.

Inventories of $740.5 at December 31, 2004 were higher
than $653.4 at December 31, 2003. It is Avon’s objective to
continue to focus on inventory management. However,
the addition or expansion of product lines, which are sub-
ject to changing fashion trends and consumer tastes, as
well as planned expansion in high growth markets, may
cause inventory levels to grow periodically.

Net Cash Used by Investing Activities
Net cash used by investing activities in 2004 was $101.0
higher than in 2003 resulting from the following:

•  Higher capital expenditures and 
•  The purchase in 2004 of additional shares in its two

subsidiaries in China for $45.6 as compared to the
purchase in 2003 of the outstanding shares in Avon’s
Turkish business for $18.4 (see Note 17, Acquisitions).

Capital expenditures during 2004 were $250.1 compared
with $162.6 in 2003. The increase in capital spending was
primarily driven by continued investments for capacity
expansion (primarily a new manufacturing facility in
Russia), facility modernization (primarily the construction
of a new research and development facility in the U.S.),
and improvements to existing facilities, information sys-
tems and equipment replacement projects. Numerous
construction and information systems projects were in
progress at December 31, 2004, with an estimated cost to
complete of approximately $135.0. Capital expenditures
in 2005 are currently expected to be approximately
$280.0 and will be funded by cash from operations. These
expenditures will include continued investments for
capacity expansion, facility modernization (primarily the
continuation of construction of the new research and
development facility in the U.S.), information systems
(including the development of the ERP project previously
discussed) and equipment replacement projects. 
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Net Cash Used by Financing Activities
Net cash used by financing activities in 2004 was $71.5
higher than 2003 primarily due to higher dividend
payments, higher net repayments of debt and higher
repurchases of common stock, partially offset by
higher proceeds from stock option exercises.

In September 2000, Avon’s Board approved a share
repurchase program under which the Company may
buy up to $1,000.0 of its outstanding stock over a five-
year period. Avon purchased approximately 5.7 million
shares of Avon common stock for $224.2 during 2004,
compared with $214.3 spent for the repurchase of
approximately 7.0 million shares during 2003. As of
December 31, 2004, the Company had repurchased

approximately 27.5 million shares at a total cost of
approximately $775.8 under this program and
through acquisition of stock from employees in con-
nection with tax payments upon vesting of restricted
stock.  In February 2005, Avon announced that it
would begin a new five-year, $1,000.0 share repur-
chase program upon completion of its current share
repurchase program.

In January 2004, Avon’s Board approved an increase in
the quarterly dividend to $.14 per share from $.105.
Dividends of $.56 per share were declared and paid in
2004 as compared to $.42 per share in 2003. In January
2005, Avon’s Board approved an increase in the quar-
terly dividend to $.165 per share.

Global Beauty    43

Debt and Contractual Financial Obligations and Commitments
At December 31, 2004, Avon’s debt and contractual financial obligations and commitments by due dates were as follows:

2010 and
2005 2006 2007 2008 2009 Beyond Total 

Short-term debt $   46.0 $     — $     — $     — $     — $        — $      46.0
Long-term debt (1) — 86.6 100.0 — 300.0 375.0 861.6
Capital lease obligations 5.7 4.9 1.8 0.2 0.1 — 12.7

Total debt 51.7 91.5 101.8 0.2 300.1 375.0 920.3

Operating leases 87.0 65.4 49.6 40.1 34.8 112.4 389.3
Purchase obligations 218.3 115.4 32.5 15.7 15.8 0.6 398.3
Benefit payments 106.9 108.0 114.7 116.7 121.2 608.3 1,175.8
Other long-term obligations 7.5 — — — — — 7.5

Total debt and contractual 
financial obligations 
and commitments (2) $471.4 $380.3 $298.6 $172.7 $471.9 $1,096.3 $2,891.2

(1) Long-term debt excludes estimated interest payments under these obligations since a significant portion of Avon’s long-term fixed-rate

debt has been swapped to variable rates.
(2) The amount of debt and contractual financial obligations and commitments excludes amounts due pursuant to derivative transac-

tions. The table also excludes information on Avon’s recurring purchases of inventory as these purchase orders are non-binding, are

generally consistent from year to year, and are short-term in nature.

See Note 4, Debt and Other Financing, and Note 12, Leases and Commitments, for further information on Avon’s debt and contractual

financial obligations and commitments.



Off Balance Sheet Arrangements
At December 31, 2004, Avon had no material off balance
sheet arrangements.

Capital Resources
Total debt at December 31, 2004, decreased $203.8 to
$918.0 from $1,121.8 at December 31, 2003, primarily
due to the repayment of Avon’s $200.0, 6.90% Notes in
November 2004 and repayment of foreign debt, partially
offset by commercial paper borrowings (see Note 4,
Debt and Other Financing).  

Avon has a five-year, $600.0 revolving credit and com-
petitive advance facility (the “credit facility”), which
expires in 2006. The credit facility may be used for gen-
eral corporate purposes, including financing working
capital and capital expenditures and stock repurchase
programs. The interest rate on borrowings under the
credit facility is based on LIBOR or on the higher of
prime or .5% plus the federal funds rate. The credit facil-
ity has an annual facility fee, payable quarterly, of $0.5,
based on Avon’s current credit ratings. The credit facility
contains various covenants, including one financial
covenant which requires Avon’s interest coverage ratio
(determined in relation to Avon’s consolidated pretax
income and interest expense) to equal or exceed 4:1. 
At December 31, 2004, Avon was in compliance with all
covenants in the credit facility. At December 31, 2004,
there were no borrowings under the credit facility. Avon
maintains a $600.0 commercial paper program, which is
supported by the credit facility. Outstanding commercial
paper effectively reduces the amount available for bor-
rowing under the credit facility. At December 31, 2004,
Avon had commercial paper outstanding of $26.9. 

The cost of borrowings under the credit facility, as well as
the amount of the facility fee and utilization fee (applica-
ble only if more than 50% of the facility is borrowed),
depend on Avon’s credit ratings. A downgrade in Avon’s

credit ratings would increase the cost to Avon of main-
taining and borrowing under the credit facility or
increase the cost to Avon of issuing commercial paper in
the future. The credit facility does not contain a rating
downgrade trigger that would prevent Avon from bor-
rowing under the credit facility. The credit facility would
become unavailable for borrowing only if Avon were to
fail to satisfy one of the conditions to borrowing in the
facility. These conditions to borrowing are generally
based on the accuracy of certain representations and
warranties, compliance by Avon with the covenants in
the credit facility (discussed above) and the absence of
defaults, including but not limited to bankruptcy and
insolvency, change of control, failure to pay other mate-
rial debts and failure to stay or pay material judgments,
as those events are described more fully in the credit
facility agreement.

At December 31, 2004, Avon was in compliance with all
covenants in its indentures (see Note 4, Debt and Other
Financing). Such indentures do not contain any rating
downgrade triggers that would accelerate the maturity
of its debt. 

At December 31, 2004, Avon had an international commit-
ted line of credit of $1.0 of which no amounts were out-
standing. The fee on this line is .25% on the unused portion.

Risk Management Strategies and
Market Rate Sensitive Instruments

The overall objective of Avon’s financial risk manage-
ment program is to reduce the potential negative
effects from changes in foreign exchange and interest
rates arising from Avon’s business activities. Avon may
reduce its exposure to fluctuations in earnings and cash
flows associated with changes in interest rates and for-
eign exchange rates by creating offsetting positions
through the use of derivative financial instruments and

For the three years ended 2004, 2003 
and 2002, Avon derived approximately 70% 
and 90% of its consolidated net sales and 
operating profit, respectively, from operations 
of subsidiaries outside of the U.S.
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through operational means. Since Avon uses foreign
currency rate-sensitive and interest rate-sensitive instru-
ments to hedge a certain portion of its existing and fore-
casted transactions, Avon expects that any loss in value
for the hedge instruments generally would be offset by
increases in the value of the underlying transactions. 

Avon does not enter into derivative financial instru-
ments for trading or speculative purposes, nor is Avon a
party to leveraged derivatives. The master agreements
governing Avon’s derivative contracts generally contain
standard provisions that could trigger early termination
of the contracts in certain circumstances, including if
Avon were to merge with another entity and the credit-
worthiness of the surviving entity were to be “materially
weaker”than that of Avon prior to the merger.  

Interest Rate Risk 
Avon’s long-term, fixed-rate borrowings are subject to
interest rate risk. Avon uses interest rate swaps, which
effectively convert the fixed rate on the debt to a float-
ing interest rate, to manage its interest rate exposure. 
At December 31, 2004 and 2003, Avon held interest rate
swap agreements that effectively converted approxi-
mately 70% and 90%, respectively, of its outstanding
debt of $918.0 and $1,121.8, respectively, to a variable
interest rate based on LIBOR. 

Avon’s long-term borrowings and interest rate swaps
were analyzed at year-end to determine their sensitivity
to interest rate changes. Based on the outstanding bal-
ance of all these financial instruments at December 31,
2004, a hypothetical 50 basis point change (either an
increase or a decrease) in interest rates prevailing at that
date, sustained for one year, would not represent a
material potential change in fair value, earnings or cash
flows. This potential change was calculated based on
discounted cash flow analyses using interest rates
comparable to Avon’s current cost of debt. 

Foreign Currency Risk
Avon operates globally, with manufacturing and distri-
bution facilities in various locations around the world.
For the three years ended 2004, 2003 and 2002, the
Company derived approximately 70% and 90% of its
consolidated net sales and operating profit, respectively,
from operations of subsidiaries outside of the U.S. In
addition, as of December 31, 2004 and 2003, these sub-
sidiaries comprised approximately 60% of the Com-
pany’s consolidated total assets.  

Avon is exposed to changes in financial market condi-
tions in the normal course of its operations, primarily
due to international businesses and transactions
denominated in foreign currencies and the use of vari-
ous financial instruments to fund ongoing activities.

Avon’s diversified global portfolio of businesses has
demonstrated that the effects of weak economies and
currency fluctuations in certain countries may be offset
by strong results in others. Fluctuations in the value of
foreign currencies cause U.S. dollar-translated amounts to
change in comparison with previous periods. Accordingly,
Avon cannot project the possible effect of such fluctua-
tions upon translated amounts or future earnings. This
is due to the large number of currencies, intercompany
transactions, hedging-related activities entered into in an
attempt to minimize the impact of exchange rate changes
on financial results, and the fact that all foreign currencies
do not react in the same manner against the U.S. dollar.
Nevertheless, during 2004, the U.S. dollar continued to
weaken against most major currencies. If this trend con-
tinues, it is expected to have a favorable impact on the
translation of the Company’s overseas results.

Avon uses foreign currency forward contracts and
options to hedge portions of its forecasted foreign cur-
rency cash flows resulting from intercompany royalties,
intercompany loans, and other third-party and inter-
company foreign currency transactions where there is
a high probability that anticipated exposures will mate-
rialize. These contracts have been designated as cash
flow hedges. At December 31, 2004, the primary cur-
rencies for which Avon has net underlying foreign cur-
rency exchange rate exposure are the Argentine peso,
Brazilian real, British pound, Chinese renminbi, the
Euro, Japanese yen, Mexican peso, Philippine peso, Pol-
ish zloty, Russian ruble and Venezuelan bolivar. 

Avon uses foreign currency forward contracts and for-
eign currency denominated debt to hedge the foreign
currency exposure related to the net assets of certain of
its foreign subsidiaries. 

Avon also enters into foreign currency forward contracts
and options to protect against the adverse effects that
exchange rate fluctuations may have on the earnings of
its foreign subsidiaries. These derivatives do not qualify
for hedge accounting and, therefore, the gains and
losses on these derivatives have been recognized in
earnings each reporting period. 
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Certain of Avon’s international subsidiaries hold U.S. dol-
lar-denominated assets, primarily to minimize foreign-
currency risk and provide liquidity. At December 31,
2004, Avon subsidiaries that held U.S. dollar-denominated
assets included Mexico ($18.0), Venezuela ($11.8),
Brazil ($10.0), Argentina ($8.1) and Hungary ($2.1). At
December 31, 2003, Avon’s subsidiary in Argentina held
U.S. dollar-denominated assets totaling $6.0. For the
years ended December 31, 2004, 2003, and 2002, other
expense (income), net, included net transaction losses of
$2.6 and $2.8 and net transaction gains of $27.8, respec-
tively, related to these U.S. dollar-denominated assets.

Avon’s hedges of its foreign currency exposure are not
designed to and therefore cannot entirely eliminate the
effect of changes in foreign exchange rates on Avon’s
consolidated financial position, results of operations and
cash flows. 

Avon’s foreign-currency financial instruments were ana-
lyzed at year-end to determine their sensitivity to foreign
exchange rate changes. Based on the Company’s foreign
exchange contracts at December 31, 2004, the impact of
a 10% appreciation or 10% depreciation of the U.S. dollar
against the Company’s foreign exchange contracts
would not represent a material potential change in fair
value, earnings or cash flows. This potential change does
not consider the underlying foreign currency exposures
of the Company. The hypothetical impact was calculated
on the combined option and forward positions using
forward rates at December 31, 2004, adjusted for an
assumed 10% appreciation or 10% depreciation of the
U.S. dollar against these hedging contracts. The impact
of payments to settle option contracts are not significant
to this calculation. 

Equity Price Risk
Avon is exposed to equity price fluctuations for invest-
ments included in the grantor trust (see Note 5, Accu-
mulated Other Comprehensive Loss). A 10% change
(either an increase or decrease) in equity prices would
not be material based on the fair value of equity invest-
ments as of December 31, 2004. During 2004, Avon
recorded a write-down of $13.7 resulting from declines
in the fair values of investments below their cost bases.

Credit Risk of Financial Instruments
Avon attempts to minimize its credit exposure to coun-
terparties by entering into derivative transactions and
similar agreements only with major international finan-
cial institutions with “A” or higher credit ratings as
issued by Standard & Poor’s Corporation. Avon’s foreign
currency and interest rate derivatives are comprised of
over-the-counter forward contracts, swaps or options
with major international financial institutions. Although
Avon’s theoretical credit risk is the replacement cost at
the then estimated fair value of these instruments, man-
agement believes that the risk of incurring credit risk
losses is remote and that such losses, if any, would not
be material.

Non-performance of the counterparties on the balance
of all the foreign exchange and interest rate agreements
would result in a net write-off of $27.5 at December 31,
2004. In addition, in the event of non-performance by
such counterparties, Avon would be exposed to market
risk on the underlying items being hedged as a result of
changes in foreign exchange and interest rates.

Contingencies

Avon has been a defendant in a class action suit com-
menced in 1991 on behalf of certain classes of holders
of Avon’s Preferred Equity-Redemption Cumulative
Stock (“PERCS”). Plaintiffs alleged various contract and
securities law claims related to the PERCS (which were
fully redeemed in 1991) and sought to aggregate dam-
ages of approximately $145.0, plus interest. A trial of
this action took place in the United States District
Court for the Southern District of New York and con-
cluded in November 2001.  In March 2004, the court
rendered a decision in favor of Avon and dismissed the
Consolidated Amended Class Action Complaint. The
plaintiffs appealed the court’s decision to the United
States Court of Appeals for the Second Circuit, and in
February 2005, the Court of Appeals affirmed the deci-
sion of the District Court.  The plaintiffs have not yet
indicated whether they plan to appeal the decision of
the District Court. While it is not possible to predict the
outcome of litigation, management believes that this
action should not have a material adverse effect on the
Consolidated Financial Statements.
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Avon has been defending actions commenced in the
Supreme Court of the State of New York by Sheldon Solow
d/b/a Solow Building Company (“Solow”), the landlord
of the Company’s former headquarters in New York City.
In one action, Plaintiff sought aggregate damages of
approximately $80.0, plus interest, for the Company’s
alleged failure to restore the leasehold premises at the
conclusion of the lease term in 1997. In May 2004, Avon
entered into a settlement with Solow and paid Solow $6.2
in exchange for a release of Solow’s claims. In a separate
action that has been pending since 1975, Solow alleges
that Avon misappropriated the name of its former head-
quarters building and seeks damages based on a pur-
ported value of one dollar per square foot of leased space
over the term of the lease. Although this action remained
dormant for over twenty years, discovery in the matter
has been revived and trial is scheduled to begin in May
2005. This action is unaffected by the settlement with
Solow. While it is not possible to predict the outcome of
litigation, management believes that there are meritori-
ous defenses to the claims asserted and that the remain-
ing action should not have a material adverse effect on
the Consolidated Financial Statements. This action is
being vigorously contested.

Avon Products Foundation, Inc. (the “Avon Foundation”)
is a defendant in an arbitration proceeding brought 
by Pallotta teamworks (“Pallotta”) in September 2002,
before Judicial Arbitration and Mediation Services, Inc.
Pallotta asserts claims of breach of contract, misappropria-
tion of opportunity, tortious interference with prospective
contractual arrangement and unfair competition arising
out of the Avon Foundation’s decision to use another
party to conduct breast cancer fundraising events, and
seeks unspecified damages and attorneys’ fees. The arbi-
trator dismissed Pallotta’s misappropriation claim in
January 2003, its unfair competition claim in February
2003 and its tortious interference claim in July 2003. A
hearing on the remaining claim commenced in July 2003
and the parties have now completed the post-hearing
briefing stage. Oral argument before the arbitrator has
been scheduled for March 2005. The Avon Foundation
believes that it has meritorious defenses to the claims
asserted by Pallotta and has filed a number of counter-
claims. The Avon Foundation is a registered 501(c)(3)
charity and is a distinct entity from Avon Products, Inc.,
which is not a party to these proceedings. While it is not
possible to predict the outcome of litigation, manage-
ment believes that these proceedings should not have a
material adverse effect on the Consolidated Financial
Statements of the Company.

Blakemore, et al. v. Avon Products, Inc., et al. is a 
purported class action pending in the Superior Court 
of the State of California on behalf of Avon Sales Rep-
resentatives who “since March 24, 1999, received prod-
ucts from Avon they did not order, thereafter returned
the unordered products to Avon, and did not receive
credit for those returned products.” The complaint
seeks unspecified compensatory and punitive dam-
ages, restitution and injunctive relief for alleged
unjust enrichment and violation of the California Busi-
ness and Professions Code. This action was com-
menced in March 2003. The Company filed demurrers to
the original complaint and three subsequent amended
complaints, asserting that they failed to state a cause of
action. The Superior Court sustained the Company’s
demurrers and dismissed plaintiffs’ causes of action
except for the unjust enrichment claim of one plaintiff,
the amount of which is nominal. The court also struck
plaintiffs’class allegations. Plaintiffs filed Petitions for
Writ of Mandate with the Court of Appeal of the State
of California seeking to overturn the Superior Court’s
dismissals in respect of the complaints. In June 2004, the
Court of Appeal issued an Alternative Writ of Mandate
and Order mandating that the Superior Court vacate its
prior rulings or, in the alternative, show cause why such
a mandate should not issue. Separately, plaintiffs filed
with the Superior Court a motion for reconsideration of
the court’s decision striking plaintiffs’class allegations in
this matter, which decision was unaffected by the action
of the Court of Appeal. The Superior Court chose not to
vacate its rulings in respect of the complaints, so the
parties were ordered to prepare briefs to the Court of
Appeal regarding the Superior Court’s order granting the
Company’s demurrers. The Superior Court also chose not
to change its ruling striking plaintiffs’ class allegations
and the plaintiffs have appealed that decision to the
Court of Appeal. The parties have fully briefed the Writ
of Mandate proceeding and the appeal of the class
allegation issue. Argument before the Court of Appeal
regarding both the Writ of Mandate and the appeal of
the class allegation issue is scheduled to take place in
March 2005. The Company believes that this action is a
dispute over purported customer service issues and is
an inappropriate subject for consideration as a class
action. While it is not possible to predict the outcome
of litigation, management believes that there are meri-
torious defenses to the claims asserted and that this
action should not have a material adverse effect on
the Consolidated Financial Statements. This action is
being vigorously contested. 
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In December 2002, a Brazilian subsidiary of the Company
received a series of excise and income tax assessments
from the Brazilian tax authorities asserting that the
establishment in 1995 of separate manufacturing and
distribution companies in that country was done with-
out a valid business purpose. The assessments assert tax
deficiencies during portions of the years 1997 and 1998
of approximately $86.0 at the exchange rate on the date
of this filing, plus penalties and accruing interest total-
ing approximately $146.0 at the exchange rate on the
date of this filing. In July 2003, a first-level appellate body
rejected the basis for income tax assessments repre-
senting approximately 76% of the total assessment, or
$177.0 (including interest). In March 2004, that rejection
was confirmed in a mandatory second-level appellate
review. The remaining assessments relating to excise taxes
(approximately $55.0) were not affected. In December
2003, an additional assessment was received in respect
of excise taxes for the balance of 1998, totaling approx-
imately $99.0 at the exchange rate on the date of this
filing and asserting a different theory of liability based on
purported market sales data. In January 2005, an unfa-
vorable first administrative level decision was received
with respect to the appeal of that assessment and a 
further appeal has been taken. In December 2004, an
additional assessment was received in respect of excise
taxes for the period from January 1999 to December
2001, totaling approximately $199.0 at the exchange
rate on the date of this filing and asserting the same
theory of liability as in the December 2003 assessment.
The Company is appealing that assessment. In the event
that assessments are upheld in the earlier stages of
review, it may be necessary for the Company to provide
security to pursue further appeals, which, depending
on the circumstances, may result in a charge to income.
It is not possible to make a reasonable estimate of the
amount or range of expense that could result from an
unfavorable outcome in respect of these or any addi-
tional assessments that may be issued for subsequent
periods. The structure adopted in 1995 is comparable to
that used by many companies in Brazil, and the Company

believes that it is appropriate, both operationally and
legally, and that the assessments are unfounded. This
matter is being vigorously contested and in the opinion
of the Company’s outside counsel the likelihood that
the assessments ultimately will be upheld is remote.
Management believes that the likelihood that the assess-
ments will have a material impact on the Consolidated
Financial Statements is also remote.

Scheufler v. Estee Lauder, Inc., et al. is a purported class
action commenced in February, 2005 in the Superior
Court of California for the County of San Diego. The
action names Avon and other defendants and seeks
injunctive relief and restitution for alleged violations 
of the California Unfair Competition Law and the Cali-
fornia False Advertising Law, and for negligent and
intentional misrepresentation. The purported class
includes individuals “who have purchased skin care
products from defendants that have been falsely adver-
tised to have an ‘anti-aging’ or youth inducing benefit
or effect”.  While it is not possible to predict the outcome
of litigation, management believes that there are meri-
torious defenses to the claims asserted and that this
action should not have a material adverse effect on the
Consolidated Financial Statements.  This action will be
vigorously contested.

Various other lawsuits and claims, arising in the ordinary
course of business or related to businesses previously
sold, are pending or threatened against Avon. In the
opinion of Avon’s management, based on its review of
the information available at this time, the total cost of
resolving such other contingencies at December 31,
2004, should not have a material adverse effect on the
Consolidated Financial Statements.

Accounting Changes

See Critical Accounting Estimates and Note 2, Accounting
Changes, for a discussion regarding recent accounting
standards, including FAS 123(R), “Share-Based Payments.”
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2004 2003

Dividends Dividends
Declared Declared

Quarter High Low and Paid High Low and Paid

First $37.95 $30.81 $.14 $29.00 $24.47 $.105 
Second 46.31 37.58 .14 31.86 28.08 .105 
Third 46.65 41.75 .14 33.63 30.47 .105 
Fourth 44.37 36.08 .14  34.88 30.67 .105 

Market for Avon’s Common Stock

Avon common stock is listed on the New York Stock Exchange and trades under the AVP ticker symbol. 
At December 31, 2004, there were approximately 20,000 record holders of Avon’s common stock. The
Company believes that there are many 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. High and low market prices and dividends per share of common stock, in dollars, for 2004 
and 2003 were as follows:

The first quarter of 2004 and all quarters of 2003 have been restated to reflect a two-for-one stock split
distributed in May 2004.



Consolidated Statements of Income

In millions, except per share data

Years ended December 31 2004 2003 2002

Net sales $7,656.2 $6,773.7 $6,142.4
Other revenue 91.6 71.4  57.7 

Total revenue 7,747.8 6,845.1 6,200.1 
Costs, expenses and other:

Cost of sales 2,911.7 2,611.8 2,438.2 
Marketing, distribution and administrative expenses 3,610.3 3,194.4 2,864.1 
Special charges, net (3.2) (3.9) 34.3 

Operating profit 1,229.0 1,042.8 863.5 

Interest expense 33.8 33.3 52.0 
Interest income (20.6) (12.6) (14.2)
Other expense (income), net 28.3 28.6 (9.9)

Total other expenses 41.5 49.3 27.9 

Income before taxes and minority interest 1,187.5 993.5 835.6 
Income taxes 330.6 318.9 292.3 

Income before minority interest 856.9 674.6 543.3 
Minority interest (10.8) (9.8) (8.7)

Net income $    846.1 $    664.8 $    534.6 

Earnings per share:
Basic $    1.79 $    1.41 $    1.13 
Diluted $    1.77 $    1.39 $    1.11 

Weighted-average shares outstanding:
Basic 472.35 471.08 472.12 
Diluted 477.96 483.13 490.94 

The accompanying notes are an integral part of these statements.



In millions

December 31 2004 2003

Assets
Current assets
Cash, including cash equivalents of $401.2 and $373.8 $    769.6 $    694.0 
Accounts receivable (less allowances of $101.0 and $81.1) 599.1 553.2 
Inventories 740.5 653.4 
Prepaid expenses and other 397.2 325.5 

Total current assets 2,506.4 2,226.1 

Property, plant and equipment, at cost:
Land 61.7 58.6 
Buildings and improvements 886.8 765.9 
Equipment 1,006.7 904.4 

1,955.2 1,728.9 
Less accumulated depreciation (940.4) (873.3) 

1,014.8 855.6 
Other assets 626.9 499.9

Total assets $4,148.1 $3,581.6 

Liabilities and Shareholders’ Equity
Current liabilities
Debt maturing within one year $      51.7 $    244.1 
Accounts payable 490.1 400.1 
Accrued compensation 164.5 149.5 
Other accrued liabilities 360.1 332.6 
Sales and taxes other than income 154.4 139.5 
Income taxes 304.7 341.2

Total current liabilities 1,525.5 1,607.0 

Long-term debt 866.3 877.7 
Employee benefit plans 620.6 502.1 
Deferred income taxes 12.1 50.6 
Other liabilities (including minority interest of $42.5 and $46.0) 173.4 172.9 

Total liabilities 3,197.9 3,210.3 

Commitments and contingencies (Notes 12 and 14)

Shareholders’ equity 
Common stock, par value $.25 – authorized 1,500 shares;

issued 728.61 and 722.25 shares 182.2 90.3 
Additional paid-in capital 1,356.8 1,188.4 
Retained earnings 2,693.5 2,202.4 
Accumulated other comprehensive loss (679.5) (729.4)
Treasury stock, at cost – 257.08 and 251.66 shares (2,602.8) (2,380.4)

Total shareholders’ equity 950.2 371.3 

Total liabilities and shareholders’ equity $4,148.1 $3,581.6

The accompanying notes are an integral part of these statements.

Consolidated Balance Sheets
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Consolidated Statements of Cash Flows

In millions

Years ended December 31 2004 2003 2002

Cash Flows from Operating Activities
Net income $846.1 $664.8 $534.6 
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation 103.5 94.4 96.3 
Amortization 30.2 29.1 28.5 
Provision for doubtful accounts 140.0 124.8 108.3 
Provision for obsolescence 65.5 55.6 58.9 
Amortization of debt discount 1.6 9.7 18.1 
Foreign exchange (gains) losses (1.1) 12.2 (20.3)
Deferred income taxes (55.0) 22.7 31.1 
Net losses (gains) on investments 13.5 (.8) .5 
Special charges (3.2) (3.9) 34.3
Other 7.2 25.1 13.0 

Changes in assets and liabilities:
Accounts receivable (160.4) (142.6) (188.8)
Inventories (115.3) (66.4) (88.3)
Prepaid expenses and other (60.0) (23.9) (8.7)
Accounts payable and accrued liabilities 100.1 (48.6) 20.7 
Income and other taxes 10.3 5.1 41.2 
Noncurrent assets and liabilities (40.4) (12.0) (114.0)

Net cash provided by operating activities 882.6 745.3 565.4 

Cash Flows from Investing Activities
Capital expenditures (250.1) (162.6) (126.5)
Disposal of assets 19.6 14.1 10.3 
Acquisitions and other investing activities (47.5) (20.4) (10.2)
Purchases of investments (30.0) (37.7) (30.4)
Proceeds from sale of investments 28.6 28.2 33.8 

Net cash used by investing activities (279.4) (178.4) (123.0)

Cash Flows from Financing Activities*
Cash dividends (269.7) (201.4) (191.2)
Book overdrafts .4 .7 (1.6)
Debt, net (maturities of three months or less) 23.2 (2.6) (10.5)
Proceeds from short-term debt 18.4 54.3 52.4 
Retirement of short-term debt (237.4) (481.7) (67.0)
Proceeds from long-term debt — 248.9 —
Proceeds from exercise of stock options 122.3 100.6 64.7 
Repurchase of common stock (224.2) (214.3) (178.6)

Net cash used by financing activities (567.0) (495.5) (331.8)

Effect of exchange rate changes on cash and equivalents 39.4 15.8 (12.3)

Net increase in cash and equivalents 75.6 87.2 98.3 
Cash and equivalents at beginning of year 694.0 606.8 508.5 

Cash and equivalents at end of year $769.6 $694.0 $606.8 

Cash paid for:
Interest, net of amounts capitalized $   35.4 $   25.1 $   37.1 
Income taxes, net of refunds received $384.0 $298.7 $243.9 

* Non-cash financing activities included the partial conversion of convertible notes of $48.3 in 2003, the exchange of debt of $125.0 in 2003, and the change

in fair market value of interest rate swap agreements of $8.6, $53.1, and $44.7 in 2004, 2003, and 2002, respectively (see Note 4, Debt and Other Financing).

The accompanying notes are an integral part of these statements.



Accumulated
Additional Other

Common Stock Paid-In Retained Comprehensive Treasury Stock
In millions, except per share data Shares Amount Capital Earnings Loss Shares Amount Total

Balances at December 31, 2001 356.31 $   89.1 $  938.0 $1,389.4 $(489.5) 119.63 $(2,002.1) $  (75.1)
Comprehensive income:

Net income 534.6 534.6 
Foreign currency translation adjustments (58.1) (58.1)
Unrealized loss from available-for-sale 

securities, net of taxes of $2.4 (4.4) (4.4)
Minimum pension liability adjustment, 

net of taxes of $108.6 (239.0) (239.0)
Net derivative losses on cash flow hedges, 

net of taxes of $.2 (.4) (.4)
Total comprehensive income 232.7 
Dividends - $.80 per share (188.7) (188.7)
Exercise of stock options, including tax

benefits of $10.5 2.00 .5 74.7 75.2 
Repurchase of common stock 3.49 (178.6) (178.6)
Grant, cancellation and amortization of 

restricted stock .07 — 6.8 6.8 

Balance at December 31, 2002 358.38 89.6 1,019.5 1,735.3 (791.4) 123.12 (2,180.7) (127.7)

Comprehensive income:
Net income 664.8 664.8 
Foreign currency translation adjustments 53.7 53.7 
Unrealized loss from available-for-sale 

securities, net of taxes of $2.4 4.5 4.5 
Minimum pension liability adjustment, 

net of taxes of $1.0 2.8 2.8 
Net derivative losses on cash flow hedges, 

net of taxes of $.6 1.0 1.0 
Total comprehensive income 726.8 
Dividends - $.84 per share (197.7) (197.7)
Exercise of stock options, including 

tax benefits of $29.5 2.63 .7 128.4 (.05) .9 130.0 
Repurchase of common stock 3.50 (214.3) (214.3)
Grant, cancellation and amortization 

of restricted stock .11 — 6.6 6.6 
Partial conversion of convertible notes 33.9 (.75) 13.7 47.6 

Balance at December 31, 2003 361.12 90.3 1,188.4 2,202.4 (729.4) 125.82 (2,380.4) 371.3 
Comprehensive income:

Net income 846.1 846.1 
Foreign currency translation adjustments 116.5 116.5 
Changes in available-for-sale securities, 

net of taxes of $5.7 10.5 10.5 
Minimum pension liability adjustment, 

net of taxes of $58.1 (74.0) (74.0)
Net derivative losses on cash flow hedges, 

net of taxes of $2.0 (3.1) (3.1)
Total comprehensive income 896.0 
Dividends – $.56 per share (264.3) (264.3)
Two-for-one stock split effected in the form 

of a dividend (Note 9) 362.82 90.7 (90.7) 126.86 
Exercise of stock options, including tax 

benefits of $40.3 4.35 1.1 159.7 (.16) 1.8 162.6 
Repurchase of common stock 4.56 (224.2) (224.2)
Grant, cancellation and amortization 

of restricted stock .32 .1 8.7 8.8 

Balance at December 31, 2004 728.61 $  182.2 $1,356.8 $2,693.5 $(679.5) 257.08 $(2,602.8) $ 950.2 

The accompanying notes are an integral part of these statements.
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1Description of the Business 
and Summary of Significant
Accounting Policies

Business
Avon Products, Inc. (“Avon”or the “Company”) is a global
manufacturer and marketer of beauty and related prod-
ucts. Avon’s business is conducted worldwide primarily
in one channel, direct selling. The Company’s reportable
segments are based on geographic operations in four
regions: North America, Europe, Latin America and Asia
Pacific. Sales are made to the ultimate customers princi-
pally by independent Avon Representatives. The product
categories include Beauty, which consists of cosmetics,
fragrance, skin care and toiletries (“CFT”); Beauty Plus,
which consists of fashion jewelry, watches, apparel and
accessories; and Beyond Beauty, which consists of home
products, gift and decorative products, candles and toys.
Sales from Health and Wellness and mark. are included
among these three categories based on product type.

Significant Accounting Policies
Principles of Consolidation
The consolidated financial statements include the
accounts of Avon and its majority and wholly-owned
subsidiaries. Intercompany balances and transactions 
are eliminated. The accounts of Avon’s variable interest
entity, as defined by the Financial Accounting Standards
Board’s (“FASB”) Interpretation No. 46, “Consolidation of
Variable Interest Entities” (“FIN 46"), are included in the
Consolidated Financial Statements. Avon has a 40% inter-
est in Mirabella Realty Company, (“Mirabella”), a Philippine
company formed to purchase land in the Philippines. The
remaining 60% interest is held by Company-sponsored
retirement plans. Prior to July 1, 2003, the investment was
accounted for under the equity method. Avon holds a
variable interest in Mirabella because Avon guarantees
$2.2 of Mirabella’s third-party borrowings. As a result,
Mirabella was consolidated beginning July 1, 2003.
Mirabella’s net assets totaled $.7 at December 31,
2004, and consisted primarily of land of $3.8 and 
debt of $2.2.

Use of Estimates
The preparation of financial statements in conformity
with generally accepted accounting principles in the U.S.
requires management to make estimates and assump-
tions that affect the reported amounts of assets and lia-
bilities, the disclosure of contingent assets and liabilities
at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting
period. Actual results could differ materially from those
estimates and assumptions. On an ongoing basis, man-
agement reviews its estimates, including those related to
allowances for doubtful accounts receivable, allowances
for sales returns, provisions for inventory obsolescence,
income taxes and tax valuation reserves, stock-based
compensation, loss contingencies, and the determina-
tion of discount rate and other actuarial assumptions 
for pension, postretirement and postemployment 
benefit expenses.

Foreign Currency
Financial statements of foreign subsidiaries operating in
other than highly inflationary 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
loss. Financial statements of subsidiaries operating in
highly inflationary economies are translated using a com-
bination of current and historical exchange rates and any
translation adjustments are included in earnings.

Financial statement translation of subsidiaries operating
in highly inflationary economies and foreign currency
transactions resulted in net losses (gains) of $9.5, $15.9
and ($16.0) in 2004, 2003 and 2002, respectively, which
are included in other expense (income), net. Included
in these amounts are transaction losses (gains) of $2.6,
$2.8 and ($27.8) in 2004, 2003 and 2002, respectively,
related to U.S. dollar-denominated assets (see Note 7,
Financial Instruments and Risk). In addition, cost of
sales and marketing, distribution and administrative
expenses included the (favorable) unfavorable impact 
of the translation of inventories and prepaid expenses 

Avon’s reportable segments are based
on geographic operations in four regions:
North America, Europe, Latin America
and Asia Pacific.

In millions, except per share and share data
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at historical rates in countries with highly inflationary
economies of $0.0, ($1.0) and $.7 in 2004, 2003 and
2002, respectively.

Revenue Recognition
Net sales primarily include sales generated as a result 
of Representative orders less any discounts, taxes and
other deductions. Avon recognizes revenue upon deliv-
ery, when both title and the risks and rewards of owner-
ship pass to the independent Representatives, who
are Avon’s customers. Avon’s internal financial systems
accumulate revenues as orders are shipped to the
Representative. Since Avon reports revenue upon deliv-
ery, revenues recorded in the financial system must be
reduced for an estimate of the financial impact of those
orders shipped but not delivered at the end of each
reporting period. Avon uses estimates in determining
the adjustments to revenue and operating profit for
orders that have been shipped but not delivered as of
the end of the period. These estimates are based on
daily sales levels, delivery lead times, gross margin and
variable expenses. Avon also estimates an allowance for
sales returns based on historical experience with prod-
uct returns. In addition, Avon estimates an allowance 
for doubtful accounts receivable based on an analysis 
of historical data and current circumstances.

Other Revenue
Other revenue primarily includes shipping and handling
fees billed to Representatives.

Cash and Cash Equivalents
Cash equivalents are stated at cost plus accrued interest,
which approximates fair value. Cash equivalents are high-
quality, short-term money market instruments with an
original maturity of three months or less and consist of
time deposits with a number of U.S. and non-U.S. com-
mercial banks and money market fund investments.

Inventories
Inventories are stated at the lower of cost or market.
Cost is determined using the first-in, first-out (“FIFO")
method. Avon classifies inventory into various cate-
gories based upon their stage in the product life cycle,
future marketing sales plans and disposition process.
Avon assigns a degree of obsolescence risk to products
based on this classification to determine the level of
obsolescence provision.

Property, Plant and Equipment
Property, plant and equipment are stated at cost and
are depreciated using a straight-line method over the
estimated useful lives of the assets. The estimated useful
lives generally are as follows: buildings, 45 years; land
improvements, 20 years; machinery and equipment, 15
years; and office equipment, five to ten years. Leasehold
improvements are depreciated over the shorter of
the lease term or the estimated useful life of the asset.
Upon disposal of property, plant and equipment, the
cost of the assets and the related accumulated depreci-
ation are removed from the accounts and the resulting
gain or loss is reflected in earnings. Costs associated
with repair and maintenance activities are expensed
as incurred.

Avon capitalizes interest on borrowings during the
active construction period of major capital projects.
Capitalized interest is added to the cost of the related
asset and depreciated over the useful lives of the assets.
For 2004, 2003 and 2002, Avon capitalized $2.5, $1.6
and $1.0 of interest, respectively.

Deferred Software
Certain systems development costs related to the
purchase, development and installation of computer
software are capitalized and amortized over the esti-
mated useful life of the related project, not to exceed
five years. Costs incurred prior to the development
stage, as well as maintenance, training costs, and
general and administrative expenses are expensed as
incurred. Unamortized deferred software costs totaled
$65.5 and $73.7 at December 31, 2004 and 2003,
respectively, and are included in other assets.

Notes to Consolidated 
Financial Statements



Investments in Debt and Equity Securities
Debt and equity securities that have a readily deter-
minable fair value and that management does not
intend to hold to maturity are classified as available-
for-sale and carried at fair value. Unrealized holding
gains and losses, net of applicable taxes, are recorded
as a separate component of shareholders’ equity, net 
of deferred taxes. Realized gains and losses from the
sale of available-for-sale securities are calculated on a
specific identification basis. Declines in the fair values
of investments below their cost basis that are judged 
to be other-than-temporary are recorded in other
expense (income), net. In determining whether an other-
than-temporary decline in market value has occurred,
Avon considers various factors, including the duration
and the extent to which market value is below cost.

Goodwill and Intangible Assets
Goodwill and intangible assets with indefinite lives are
not amortized, but rather are assessed for impairment
annually and upon the occurrence of an event that indi-
cates impairment may have occurred. Intangible assets
with estimable useful lives are amortized using a straight-
line method over the estimated useful lives of the assets.
Avon completed its annual goodwill impairment assess-
ment and no adjustments to goodwill were necessary.
Goodwill totaled $82.2 and $45.2 at December 31, 2004
and 2003, respectively. The change in carrying value of
goodwill for the year ended December 31, 2004 is due
to the acquisition of additional shares in Avon’s two 
subsidiaries in China (see Note 17, Acquisition). Intangible
assets totaled $.6 and $1.0 at December 31, 2004 and
2003, respectively.

Stock Awards
Avon applies the recognition and measurement princi-
ples of Accounting Principles Board (“APB”) Opinion 25,
“Accounting for Stock Issued to Employees,”and related
interpretations in accounting for its long-term stock-
based incentive plans, which are described in Note 8,
Long-Term Incentive Plans. No compensation cost related
to grants of stock options was reflected in net income, as
all options granted under the plans had an exercise price
equal to the market value of the underlying common

stock on the date of grant. Compensation cost related to
grants of restricted stock and restricted stock units is
measured as the quoted market price of Avon’s stock at
the measurement date and is amortized to expense over
the vesting period. The effect on net income and earn-
ings per share if Avon had applied the fair value recogni-
tion provisions of Statement of Financial Accounting
Standards (“FAS”) No. 123, “Accounting for Stock-Based
Compensation,”to stock-based compensation for the
years ended December 31 was as follows:

2004 2003 2002

Net income, as reported $846.1 $664.8 $534.6
Add: compensation 

expense recognized for 
restricted stock and 
restricted stock units, 
net of taxes 5.7 4.3 4.4

Less: stock-based 
compensation expense 
determined under 
FAS No. 123, net of taxes (32.0) (33.0) (34.5)

Pro forma net income $819.8 $636.1 $504.5

Earnings per share:
Basic – as reported $ 1.79 $ 1.41 $ 1.13
Basic – pro forma 1.74 1.35 1.07
Diluted – as reported 1.77 1.39 1.11
Diluted – pro forma 1.72 1.33 1.05

The fair value for these options granted to employees
was estimated at the grant date using a Black-Scholes
option pricing model with the following weighted-
average assumptions:

2004 2003 2002

Risk-free interest rate 2.4% 2.4% 4.6%
Expected life 4 years 4 years 4 years
Expected volatility 30% 45% 45%
Expected dividend yield 1.5% 1.6% 1.5%

The weighted-average grant date fair values per share
of options granted during 2004, 2003 and 2002 were
$8.54, $8.83, and $9.55, respectively.
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Notes to Consolidated 
Financial Statements

Financial Instruments
The Company uses derivative financial instruments,
including interest rate swaps, forward foreign currency
contracts and options, to manage interest rate and
foreign currency exposures. Avon records all derivative
instruments at their fair values on the Consolidated
Balance Sheets as either assets or liabilities.

Research and Development
Research and development costs are expensed as
incurred and amounted to $63.8 in 2004 (2003 – $57.6;
2002 – $47.7). Research and development costs include
all costs related to the design and development of new
products such as salaries and benefits, supplies and
materials and facilities costs.

Advertising
Advertising costs are expensed as incurred and
amounted to $137.9 in 2004 (2003 – $111.6; 2002 –
$101.0). Direct response advertising costs, consisting pri-
marily of brochure preparation, are amortized over the
period during which the benefits are expected, which is
typically the campaign length. At December 31, 2004
and 2003, prepaid expenses and other included deferred
brochure costs of $38.3 and $34.4, respectively.

Deferred Income Taxes
Deferred income taxes have been provided on items 
recognized for financial reporting purposes in different
periods than for income tax purposes using tax rates in
effect for the year in which the differences are expected
to reverse. A valuation allowance is provided for deferred
tax assets if it is more likely than not these items will
either expire before Avon is able to realize their benefit,
or that future deductibility is uncertain. U.S. income
taxes have not been provided on approximately $977.1
of undistributed income of subsidiaries that has been or
is intended to be permanently reinvested outside the
United States. Since the company has decided to per-
manently reinvest a greater portion of foreign earnings
offshore, the Company does not anticipate repatriating
dividends under Internal Revenue Code Sec. 965(a) as
enacted by the American Jobs Creation Act of 2004.

Avon establishes additional provisions for income taxes
when, despite the belief that their tax positions are
fully supportable, there remain certain positions that
are likely to be challenged and may or may not be sus-
tained on review by tax authorities. Avon adjusts these
additional accruals in light of changing facts and cir-
cumstances. Avon files income tax returns in many
jurisdictions. In 2005, a number of income tax returns 
are scheduled to close by statute and it is possible that 
a number of examinations may be completed. If Avon’s
filing positions are ultimately upheld, it is possible that
the 2005 provision for income taxes may reflect adjust-
ments. Depending on the number of filing positions
ultimately upheld, the impact of adjustments could be
significant to 2005 net income.

Shipping and Handling
Shipping and handling costs are expensed as incurred
and amounted to $680.0 in 2004 (2003 – $599.0; 
2002 – $544.0). Shipping and handling costs are
included in marketing, distribution and administrative
expenses on the Consolidated Statements of Income.

Contingencies
In accordance with FAS No. 5, “Accounting for Contin-
gencies,”Avon determines whether to disclose and
accrue for loss contingencies based on an assessment of
whether the risk of loss is remote, reasonably possible
or probable. Avon records loss contingencies when it is
probable that a liability has been incurred and the
amount of loss is reasonably estimable.

Reclassifications
To conform to the 2004 presentation, certain reclas-
sifications were made to the prior years’ Consolidated
Financial Statements and the accompanying notes.

Earnings per Share
Basic earnings per share (“EPS”) are computed by
dividing net income by the weighted-average number
of shares outstanding during the year. Diluted EPS are
calculated to give effect to all potentially dilutive com-
mon shares that were outstanding during the year.

Research and development costs
amounted to $63.8 in 2004 and
include all costs related to the design
and development of new products.



For each of the three years ended December 31, the
components of basic and diluted earnings per share
were as follows:

Shares in millions 2004 2003 2002

Numerator:
Net income $846.1 $664.8 $534.6
Interest expense on 

convertible notes, 
net of taxes — 5.7 10.4

Net income for purposes 
of computing 
diluted EPS $846.1 $670.5 $545.0

Denominator:
Basic EPS weighted-

average shares 
outstanding 472.35 471.08 472.12

Diluted effect of:
Stock options 5.61 4.73 4.90
Convertible notes — 7.32 13.92

Diluted EPS adjusted 
weighted-average 
shares outstanding 477.96 483.13 490.94

EPS:
Basic $ 1.79 $ 1.41 $ 1.13
Diluted $ 1.77 $ 1.39 $ 1.11

At December 31, 2004 and 2002, stock options to
purchase .2 million shares and 5.6 million shares,
respectively, were not included in the diluted EPS cal-
culation since their impact was anti-dilutive. There
were no anti-dilutive shares at December 31, 2003.

2 Accounting Changes

Postretirement Benefits
In May 2004, the FASB issued FASB Staff Position (“FSP”)
No. 106-2, “Accounting and Disclosure Requirements
Related to the Medicare Prescription Drug, Improvement
and Modernization Act of 2003“ (the “Act”). FSP No. 106-2

provides guidance on accounting for the effects of the
new Medicare prescription drug legislation by employers
whose prescription drug benefits are actuarially equiv-
alent to the drug benefit under Medicare Part D. Among
other things, the new law will expand Medicare to include
an outpatient prescription drug benefit beginning in
2006, as well as a federal subsidy for sponsors of retiree
health care benefit plans that provide a benefit that is
at least actuarially equivalent to the new Medicare drug
benefits. This new FSP was effective July 1, 2004. Avon
concluded that its U.S. post-retirement medical plan
provides a benefit that is actuarially equivalent to the
drug benefit provided in Medicare Part D coverage and
recognized the Act’s financial effect retrospectively to
the date of enactment beginning in the third quarter 
of 2004. The adoption of FSP 106-2 was not material to
the Consolidated Financial Statements.

Stock-Based Compensation
In December 2004, the FASB issued FASB Statement 
No. 123(R) (revised December 2004), Share-Based Pay-
ments (“FAS 123(R)”), which requires companies 
to expense the value of employee and director stock
options and similar awards. FAS 123(R) is effective July 1,
2005, for Avon. The Company is considering its choice of
implementation methods under this pronouncement.
Net income in each of the years of 2004, 2003 and 2002,
would have been lower by $26.3, $28.7 and $30.1, respec-
tively, if Avon had applied the fair value recognition provi-
sions of FAS No. 123. (See Note 1, Description of Business
and Summary of Significant Accounting Policies).

Inventory
In November 2004, the FASB issued FASB Statement
No. 151, Inventory Costs (“FAS 151”), which requires
certain inventory-related costs to be expensed as
incurred. FAS 151 is effective January 1, 2006. Avon is
currently assessing the effect of FAS 151 on the Consol-
idated Financial Statements.
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Notes to Consolidated 
Financial Statements

3Inventories

Inventories at December 31 consisted of the following:

2004 2003

Raw materials $183.2 $152.0
Finished goods 557.3 501.4

Total $740.5 $653.4

4Debt and Other Financing

Debt
Debt at December 31 consisted of the following:

2004 2003

Debt maturing within one year:
Notes payable $  19.1 $  39.7
Commercial paper 26.9 —
6.90% Notes, due November 2004 — 200.0
Current portion of long-term debt 5.7 4.4

Total $  51.7 $244.1

Long-term debt:
1.06% Yen Notes, due 

September 2006 $  86.6 $  84.2
6.55% Notes, due August 2007 100.0 100.0
7.15% Notes, due November 2009 300.0 300.0
4.625% Notes, due May 2013 106.6 105.0
4.20% Notes, due July 2018 248.9 248.8
Other, payable through 2018 

with interest from 1% to 22% 12.7 11.8

Total long-term debt 854.8 849.8
Adjustments for debt with 

fair value hedges 17.2 32.3
Less current portion (5.7) (4.4)

Total $866.3 $877.7

Other long-term debt, payable through 2018, consists
of obligations under capital leases, which primarily
relate to leases of automobiles.

Adjustments for debt with fair value hedges includes
adjustments to reflect net unrealized gains of $6.9 and
$23.0 on debt with fair value hedges at December 31,
2004 and 2003, respectively, and unamortized gains on
terminated swap agreements and swap agreements 
no longer designated as fair value hedges of $10.3 and
$9.3 at December 31, 2004 and 2003, respectively, (see
Note 7, Financial Instruments and Risk Management).

At December 31, 2004, Avon held interest rate swap
contracts, that swap approximately 70% of the Com-
pany’s debt to variable rates (see Note 7, Financial
Instruments and Risk Management).

In July 2003, the holders of $48.3 of zero coupon
convertible senior notes due 2020 (the “Convertible
Notes”), which were originally issued in 2000, converted
their notes into approximately 1,502,000 shares of Avon
Common Stock in accordance with the conversion fea-
ture of the Convertible Notes. The conversion reduced
Treasury Stock by $13.7 and increased additional paid-
in capital by $34.6. In July 2003, Avon redeemed the
remaining Convertible Notes by paying $398.9, which
represented the redemption price of $531.74 for each
$1,000 principal amount at maturity of Convertible Notes
that were then outstanding. As a result of the redemp-
tion, deferred issuance costs related to the Convertible
Notes of approximately $6.4 were expensed to Other
expense (income), net and $.7 were reclassified to 
additional paid-in capital in 2003.

In June 2003, Avon issued to the public $250.0 principal
amount of registered senior notes (the “4.20% Notes”)
under the Company’s $1,000.0 debt shelf registration
statement. The 4.20% Notes mature on July 15, 2018,
and bear interest at a per annum rate of 4.20%, payable
semi-annually. The net proceeds were used to repay a
portion of Avon’s Convertible Notes, discussed above.
The carrying value of the 4.20% Notes represents the
$250.0 principal amount, net of the unamortized dis-
count to face value of $1.1 and $1.2 at December 31,
2004 and 2003, respectively.



In April 2003, the call holder of $100.0, 6.25% Notes
due May 2018 (the “Notes”), embedded with put and
call option features, exercised the call option associ-
ated with these Notes, and thus became the sole note
holder of the Notes. Pursuant to an agreement with the
sole note holder, Avon modified these Notes into $125.0
aggregate principal amount of 4.625% notes due May 15,
2013. The modified principal amount represented the
original value of the putable/callable notes, plus the mar-
ket value of the related call option and approximately
$4.0 principal amount of additional notes issued for cash.
In May 2003, $125.0 principal amount of registered
senior notes were issued in exchange for the modified
notes held by the sole note holder. No cash proceeds

were received by the Company. The registered senior
notes mature on May 15, 2013, and bear interest at a
per annum rate of 4.625%, payable semi-annually (the
“4.625% Notes”). The 4.625% Notes were issued under
the Company’s $1,000.0 debt shelf registration state-
ment. The transaction was accounted for as an exchange
of debt instruments and, accordingly, the premium
related to the original notes is being amortized over
the life of the new 4.625% Notes. At December 31, 2004
and 2003, the carrying value of the 4.625% Notes rep-
resents the $125.0 principal amount, net of the unamor-
tized discount to face value of $.7 and $.8, respectively,
and the premium related to the call option associated
with the original notes of $17.7 and $19.2, respectively.

Annual maturities of long-term debt (including unamortized discounts and premiums and excluding the adjustments
for debt with fair value hedges) outstanding at December 31, 2004, are as follows:

After
2005 2006 2007 2008 2009 2009 Total

Maturities $5.7 $91.5 $101.8 $.2 $300.1 $375.0 $874.3

Other Financing
Avon has a five-year, $600.0 revolving credit and com-
petitive advance facility (the “credit facility”), which
expires in 2006. The credit facility may be used for gen-
eral corporate purposes, including financing working
capital and capital expenditures and supporting stock
repurchase programs. The interest rate on borrowings
under the credit facility is based on LIBOR or on the
higher of prime or 1⁄2% plus the federal funds rate. The
credit facility has an annual facility fee, payable quar-
terly, of $0.5, based on Avon’s current credit ratings. The
credit facility contains various covenants, including one
financial covenant which requires Avon’s interest cover-
age ratio (determined in relation to Avon’s consolidated
pretax income and interest expense) to equal or exceed
4:1. At December 31, 2004, Avon was in compliance
with all covenants in the credit facility. At December 31,
2004 and 2003, there were no borrowings under the
credit facility. Avon maintains a $600.0 commercial

paper program, which is supported by the credit facil-
ity. Outstanding commercial paper effectively reduces
the amount available for borrowing under the credit
facility. At December 31, 2004, Avon had $26.9 of com-
mercial paper outstanding at an average annual inter-
est rate of 2.1%.

At December 31, 2004, Avon had an international com-
mitted line of credit of $1.0 of which no amounts were
outstanding. The fee on this line is .25% on the unused
portion. At December 31, 2004 and 2003, notes payable
included short-term borrowings of international subsid-
iaries at average annual interest rates of approximately
4.9% and 6.0%, respectively.

At December 31, 2004 and 2003, Avon also had letters
of credit outstanding totaling $25.0 and $26.4, respec-
tively, which primarily guarantee various insurance
activities. In addition, Avon had outstanding letters of
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credit for various trade activities and commercial com-
mitments executed in the ordinary course of business,
such as purchase orders for normal replenishment of
inventory levels.

The indentures under which the above notes were
issued contain certain covenants, including limits on
the incurrence of liens and restrictions on the incur-
rence of sale/leaseback transactions and transactions
involving a merger, consolidation or sale of substan-
tially all of Avon’s assets. At December 31, 2004, Avon
was in compliance with all covenants in its indentures.

5Accumulated Other
Comprehensive Loss

Accumulated other comprehensive loss at December 31
consisted of the following:

2004 2003

Foreign currency translation 
adjustments $(317.0) $(433.5)

Unrealized gains (losses) from 
available-for-sale securities, 
net of taxes 2.0 (8.5)

Minimum pension liability 
adjustment, net of taxes (359.8) (285.8)

Net derivative losses from 
cash flow hedges, 
net of taxes (4.7) (1.6)

Total $(679.5) $(729.4)

Equity securities and a fixed-income portfolio included in
a grantor trust and mutual funds that are used to make
benefit payments under non-qualified benefit plans are
classified as available-for-sale and recorded at current
market value (see Note 10, Employee Benefit Plans).

The cost, gross unrealized gains and losses and market
value of the available-for-sale securities as of Decem-
ber 31, were as follows:

2004
Gross Gross

Unrealized Unrealized Market
Cost Gains Losses Value

Equity securities $31.1 $4.4 $(1.4) $34.1
U.S. government 

bonds(a) .8 — — .8
State and 

municipal 
bonds(a) 11.3 .3 — 11.6

Mortgage backed 
securities(a) 2.0 — — 2.0

Other(a) 3.5 — (.3) 3.2

Total available-
for-sale 
securities(b) 48.7 4.7 (1.7) 51.7

Cash and 
equivalents .3 — — .3

Total $49.0 $4.7 $(1.7) $52.0

(a) At December 31, 2004, investments with scheduled maturities 
in less than two years totaled $2.1, two- to five-years totaled $7.2
and more than five years totaled $5.2.

(b) At December 31, 2004, investments with unrealized losses
totaling $1.4 were in a loss position for greater than 12 months.

Payments for the purchases, proceeds and gross realized
gains and losses from the sales of these securities totaled
$20.0, $28.6, $.4 and $13.9, respectively, during 2004.
During the fourth quarter of 2004, Avon reclassified $13.7
($12.2 after tax) of unrealized losses from accumulated
other comprehensive loss to other expense (income),
net, for declines in the fair values of investments in equity
securities below their cost bases that were judged to be
other-than-temporary. These equity securities are avail-
able to fund select benefit plan obligations.



2003
Gross Gross

Unrealized Unrealized Market
Cost Gains Losses Value

Equity securities $44.5 $2.3 $(16.0) $30.8
State and municipal 

bonds 21.0 .9 — 21.9
Mortgage backed 

securities 1.7 .1 — 1.8
Other 3.6 — (.5) 3.1

Total available-
for-sale 
securities 70.8 3.3 (16.5) 57.6

Cash and 
equivalents .3 — — .3

Total $71.1 $3.3 $(16.5) $57.9

Payments for the purchases, proceeds and gross realized
gains and losses from the sales of these securities totaled
$27.7, $27.6, $.2 and $.4, respectively, during 2003.

For the years ended December 31, 2004 and 2003,
unrealized losses on available-for-sale securities
impacted accumulated other comprehensive loss 
as follows:

2004 2003

Net unrealized losses at 
beginning of year, net of taxes $(8.5) $(13.0)

Net unrealized gains, net of taxes 1.4 4.4
Reclassification of net losses 

to earnings, net of taxes 9.1 .1

Net unrealized gains (losses) 
end of year, net of taxes $ 2.0 $ (8.5)

6Income Taxes

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

2004 2003

Deferred tax assets:
Postretirement benefits $ 78.5 $ 74.4
Accrued expenses and 

reserves 89.1 74.0
Special and non-recurring 

charges 2.1 6.0
Employee benefit plans 124.4 105.0
Foreign operating loss 

carryforwards 70.0 51.3
Postemployment benefits 15.8 11.8
Revenue recognition 3.2 2.8
Minimum tax credit 

carryforwards 29.5 19.4
Foreign tax credit 

carryforwards 8.8 32.7
All other 45.5 31.3
Valuation allowance (70.2) (84.8)

Total deferred tax assets 396.7 323.9

Deferred tax liabilities:
Depreciation (42.1) (44.1)
Prepaid retirement plan costs (9.9) (38.7)
Capitalized interest (4.9) (5.5)
Capitalized software (7.9) (6.5)
Unremitted foreign earnings (5.1) (16.9)
All other (25.5) (24.8)

Total deferred tax liabilities (95.4) (136.5)

Net deferred tax assets $301.3 $ 187.4

Deferred tax assets (liabilities) at December 31 were
classified as follows:

2004 2003

Deferred tax assets:
Prepaid expenses and other $ 95.4 $ 94.1
Other assets 222.9 156.2

Total deferred tax assets 318.3 250.3

Deferred tax liabilities:
Income taxes (4.9) (12.3)
Deferred income taxes (12.1) (50.6)

Total deferred tax liabilities (17.0) (62.9)

Net deferred tax assets $301.3 $187.4
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To conform to the 2004 presentation, for the year 2003,
reclassifications were made from income taxes to
deferred tax assets for benefits related to certain tax
credit carryforwards for 2003.

The valuation allowance primarily represents amounts
for foreign operating loss and foreign tax credit carry-
forwards. The basis used for recognition of deferred
tax assets included the profitability of the operations,
related deferred tax liabilities and the likelihood of
utilizing tax credit carryforwards during the carryover
periods. The net decrease in the valuation allowance
of $14.6 during 2004 was mainly due to a decrease in
foreign tax credit carryforwards for which a valuation
allowance had been provided. This was partially offset
by several of the Company’s foreign entities continuing
to incur losses during 2004, thereby increasing the net
operating loss carryforwards for which a valuation
allowance was provided.

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

2004 2003 2002

United States $ 249.5 $302.3 $271.1
Foreign 938.0 691.2 564.5

Total $1,187.5 $993.5 $835.6

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

2004 2003 2002

Federal:
Current $108.4 $  63.7 $  60.9
Deferred (14.4) 27.1 36.4

94.0 90.8 97.3

Foreign:
Current 264.5 227.0 203.6
Deferred (36.5) (6.1) (15.2)

228.0 220.9 188.4

State and other:
Current 12.7 5.5 (3.3)
Deferred (4.1) 1.7 9.9

8.6 7.2 6.6

Total $330.6 $318.9 $292.3

The effective tax rate for the years ended December 31
was as follows:

2004 2003 2002

Statutory federal rate 35.0% 35.0% 35.0%
State and local taxes, 

net of federal tax benefit .6 .5 .5
Tax-exempt operations — — (.2)
Taxes on foreign income, 

including translation (4.4) (1.7) (1.1)
Tax audit settlements, 

refunds, amended returns 
and foreign tax credits (2.8) (2.5) —

Permanent investment
of foreign earnings (1.7) — —

Other 1.1 .8 .8

Effective tax rate 27.8% 32.1% 35.0%

At December 31, 2004, Avon had foreign operating 
loss carryforwards of approximately $231.1. The loss
carryforwards expiring between 2005 and 2014 were
$57.2 and the loss carryforwards which do not expire
were $173.9. Avon also had minimum tax credit carry-
forwards of $29.5 which do not expire and foreign tax
credit carryforwards of $8.8 expiring in 2010.

The effective tax rate for 2004 was favorably impacted
by audit settlements, amended filings, tax refunds and
foreign tax credits, which reduced the rate by 2.8 points.
The tax rate was also reduced by approximately 1.7
points as a result of one-time reversals in the second
and fourth quarters of previously recorded deferred
taxes in connection with the decision to permanently
reinvest a significant portion of foreign earnings off-
shore. Additionally, the effective tax rate was favorably
impacted by cash management and tax strategies,
which the Company began to implement in the second
quarter of 2004. These strategies are a further extension
of the Company’s Business Transformation efforts and
reflect the permanent reinvestment of a greater portion
of foreign earnings offshore. These strategies further
reduced the effective tax rate by approximately .5 point,
which is included in taxes on foreign income. The 2004
rate was also impacted favorably by changes in the
earnings mix and tax rates of international subsidiaries.



As a result of worldwide tax audit settlements, pay-
ments, net of associated benefits and refunds, of $45.1
were made during 2003. In addition, a payment of $68.7
was made during January 2004 with respect to another
tax audit settlement recorded in 2003. The cash flow
impact of this January 2004 payment was partially offset
by the tax benefit on the interest portion of the payment.
These settlements resulted in a favorable impact on the
effective tax rate of 2.5% in 2003.

7Financial Instruments and 
Risk Management

Avon operates globally, with manufacturing and distri-
bution facilities in various locations around the world.
Avon may reduce its exposure to fluctuations in earn-
ings and cash flows associated with changes in interest
rates and foreign exchange rates by creating offsetting
positions through the use of derivative financial instru-
ments. Since Avon uses foreign currency-rate sensitive
and interest-rate sensitive instruments to hedge a cer-
tain portion of its existing and forecasted transactions,
Avon expects that any gain or loss in value for the hedge
instruments generally would be offset by decreases or
increases in the value of the underlying transactions.

Avon does not enter into derivative financial instru-
ments for trading or speculative purposes, nor is Avon a
party to leveraged derivatives. The master agreements
governing Avon’s derivative contracts generally contain
standard provisions that could trigger early termination
of the contracts in certain circumstances, including if
Avon were to merge with another entity and the credit-
worthiness of the surviving entity were to be “materially
weaker”than that of Avon prior to the merger.

Accounting Policies
Derivatives are recognized on the balance sheet at
their fair values. When Avon becomes a party to a
derivative instrument, Avon designates the instrument
as either a fair value hedge, a cash flow hedge, a net
investment hedge, or a non-qualifying hedge. The
accounting for changes in fair value (gains or losses) 
of a derivative instrument depends on whether it has
been designated by Avon and qualifies as part of a
hedging relationship and further, on the type of
hedging relationship.

• Changes in the fair value of a derivative that is des-
ignated as a fair value hedge, along with the loss or
gain on the hedged asset or liability that is attribu-
table to the hedged risk are recorded in earnings.

• Changes in the fair value of a derivative that is des-
ignated as a cash flow hedge are recorded in other
comprehensive income (“OCI”) to the extent effec-
tive and reclassified into earnings in the same
period or periods during which the transaction
hedged by that derivative also affects earnings.

• Changes in the fair value of a derivative that is des-
ignated as a hedge of a net investment in a foreign
operation are recorded in foreign currency transla-
tion adjustments within OCI to the extent effective 
as a hedge.

• Changes in the fair value of a derivative not des-
ignated as a hedging instrument are recognized 
in earnings in other expense (income), net on the
Consolidated Statements of Income.

Realized gains and losses on a derivative are reported
on the Consolidated Statements of Cash Flows consis-
tent with the underlying hedged item.

Avon assesses, both at the hedge’s inception and on an
ongoing basis, whether the derivatives that are used in
hedging transactions are highly effective in offsetting
changes in fair values or cash flows of hedged items.
Highly effective means that cumulative changes in the
fair value of the derivative are between 80%–125% of
the cumulative changes in the fair value of the hedged
item. The ineffective portion of the derivative’s gain or
loss, if any, is recorded in earnings in other expense

Avon uses foreign currency forward contracts
and options to hedge portions of its forecasted
foreign currency cash flows where there is a
high probability that anticipated exposures 
will materialize.
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(income), net on the Consolidated Statements of
Income. Avon includes the change in the time value of
options in its assessment of hedge effectiveness. When
Avon determines that a derivative is not highly effective
as a hedge, hedge accounting is discontinued prospec-
tively. When it is probable that a forecasted transaction
will not occur, Avon discontinues hedge accounting for
the affected portion of the forecasted transaction, and
reclassifies gains and losses that were accumulated in
OCI to earnings in other expense (income), net on the
Consolidated Statements of Income.

Interest Rate Risk
Avon’s long-term, fixed-rate borrowings are subject to
interest rate risk. Avon uses interest rate swaps, which
effectively convert the fixed rate on the debt to a float-
ing interest rate, to manage its interest rate exposure.
At December 31, 2004 and 2003, Avon held interest
rate swap agreements that effectively converted approx-
imately 70% and 90%, respectively, of its outstanding
debt to variable interest rates based on LIBOR. Avon has
designated these fixed-to-variable interest rate swaps
as fair value hedges.

During 2004, Avon decided to reduce the proportion 
of its debt that was based on variable interest rates 
by entering into variable-to-fixed interest rate swap
agreements to offset a portion of its existing fixed-to-
variable interest rate swaps. In connection with that
decision, Avon simultaneously discontinued fair value
hedge accounting under FAS 133 for that portion of its
existing fixed-to-variable interest rate swaps. As a con-
sequence, under FAS 133, all future changes in the fair
market value of those existing fixed-to-variable swaps
and the new, offsetting variable-to-fixed swaps will be
reflected in interest expense. Avon expects that the
changes in fair value of these fixed-to-variable and
variable-to-fixed swaps will substantially offset each
other. At the time Avon entered into the new variable-
to-fixed swaps, the unrealized gain on the correspond-
ing fixed-to-variable swaps was $11.5. This unrealized
gain was recorded in debt and is now being amortized
to interest expense over the remaining term of the
original related fixed-rate debt.

At December 31, 2004 and 2003, Avon had interest rate
swaps designated as fair value hedges of fixed-rate
debt pursuant to FAS No. 133 (see Note 4, Debt and
Other Financing) with fair values of $11.6 and $31.1,
respectively. Additionally, at December 31, 2004, Avon
had interest rate swaps that are not designated as fair
value hedges with fair values of $10.9. Long-term debt
at December 31, 2004 and 2003 includes net gains of
$6.9 and $23.0, respectively, on interest rate swaps
designated as fair value hedges. Long-term debt also
includes remaining unamortized gains of $10.3 and
$9.3 at December 31, 2004 and 2003, resulting from
terminated swap agreements and swap agreements 
no longer designated as fair value hedges, which are
being amortized to interest expense over the remain-
ing terms of the underlying debt. There was no hedge
ineffectiveness for the years ended December 31, 2004,
2003 or 2002, related to these interest rate swaps.

Foreign Currency Risk
Avon uses foreign currency forward contracts and
options to hedge portions of its forecasted foreign cur-
rency cash flows resulting from intercompany royalties,
intercompany loans, and other third-party and intercom-
pany foreign currency transactions where there is a high
probability that anticipated exposures will materialize.
These contracts have been designated as cash flow
hedges. The primary currencies for which Avon has net
underlying foreign currency exchange rate exposures
are the Argentine peso, Brazilian real, British pound,
Chinese renminbi, the Euro, Japanese yen, Mexican
peso, Philippine peso, Polish zloty, Russian ruble and
Venezuelan bolivar.

For the years ended December 31, 2004, 2003 and
2002, the ineffective portion of Avon’s cash flow foreign
currency derivative instruments and the net gains or
losses reclassified from OCI to earnings for cash flow
hedges that had been discontinued because the fore-
casted transactions were not probable of occurring
were not material.



At December 31, 2004, the maximum remaining term
over which Avon was hedging foreign exchange expo-
sures to the variability of cash flows for all forecasted
transactions was 12 months. As of December 31, 2004,
Avon expects to reclassify $4.7 ($2.8, net of taxes) of net
losses on derivative instruments designated as cash flow
hedges from accumulated other comprehensive loss to
earnings during the next 12 months due to (a) foreign
currency-denominated intercompany royalties, (b) inter-
company loan settlements and (c) foreign currency-
denominated purchases or receipts.

For the years ended December 31, 2004 and 2003, cash
flow hedges impacted accumulated other comprehen-
sive loss as follows:

2004 2003

Net derivative losses at 
beginning of year $(1.6) $(2.6)

Net losses on derivative 
instruments, net of taxes 
of $.5 and $.0 (1.6) —

Reclassification of net losses (gains) 
to earnings, net of taxes 
of $1.5 and $.6 (1.5) 1.0

Net derivative losses at end of year, 
net of taxes of $2.8 and $.8 $(4.7) $(1.6)

Avon uses foreign currency forward contracts and foreign
currency-denominated debt to hedge the foreign cur-
rency exposure related to the net assets of certain of its
foreign subsidiaries. At December 31, 2004, Avon had 
a Japanese yen-denominated note payable to hedge
Avon’s net investment in its Japanese subsidiary (see
Note 4, Debt and Other Financing). For the years ended
December 31, 2004, 2003 and 2002, $10.4, $9.2 and $.8,
respectively, related to the effective portions of these
hedges were included in foreign currency translation
adjustments within accumulated other comprehensive
loss on the Consolidated Balance Sheets.

During 2004 and 2003, Avon held foreign currency
forward contracts and options to protect against the
adverse effects that exchange rate fluctuations may

have on the earnings of its foreign subsidiaries. These
derivatives do not qualify for hedge accounting and,
therefore, the gains and losses on these derivatives
have been recognized in earnings each reporting
period and are not material to the Consolidated
Financial Statements.

At December 31, 2004 and 2003, Avon held foreign cur-
rency forward contracts and option contracts with fair
values totaling $5.0 and $2.6, respectively, recorded in
accounts payable. Additionally, certain of Avon’s interna-
tional subsidiaries hold U.S. dollar-denominated assets,
primarily to minimize foreign currency risk and provide
liquidity. At December 31, 2004, Avon subsidiaries that
held U.S. dollar denominated assets included Mexico
($18.0), Venezuela ($11.8), Brazil ($10.0), Argentina ($8.1)
and Hungary ($2.1). At December 31, 2003, Avon’s sub-
sidiary in Argentina held U.S. dollar-denominated assets
totaling $6.0. For the years ended December 31, 2004
and 2003, other expense (income), net, included net
transaction losses of $2.6 and $2.8, respectively, related
to these U.S. dollar-denominated assets.

Credit and Market Risk
Avon attempts to minimize its credit exposure to
counterparties by entering into interest rate swap and
foreign currency forward rate and option agreements
only with major international financial institutions with
“A” or higher credit ratings as issued by Standard &
Poor’s Corporation. Avon’s foreign currency and inter-
est rate derivatives are comprised of over-the-counter
forward contracts, swaps or options with major inter-
national financial institutions. Although the Company’s
theoretical credit risk is the replacement cost at the
then estimated fair value of these instruments, man-
agement believes that the risk of incurring credit risk
losses is remote and that such losses, if any, would not
be material.

Non-performance of the counterparties on the balance
of all the foreign exchange and interest rate swap and
forward rate agreements would result in a write-off of
$27.5 at December 31, 2004. In addition, in the event of
non-performance by such counterparties, Avon would
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be exposed to market risk on the underlying items
being hedged as a result of changes in foreign exchange
and interest rates.

Fair Value of Financial Instruments
The fair value of a financial instrument is the amount at
which the instrument could be exchanged in a current
transaction between willing parties, other than in a
forced sale or liquidation.

The methods and assumptions used to estimate fair
value are as follows:

Equity and fixed-income securities – The fair values of
these investments were based on the quoted market
prices for issues listed on securities exchanges.

Debt maturing within one year and long-term debt –
The fair values of all debt and other financing were
determined based on quoted market prices.

Foreign exchange forward and option contracts – 
The fair values of forward and option contracts were
determined based on quoted market prices from banks.

Interest rate swap agreements – The fair values of interest
rate swap agreements were estimated based on quotes
from market makers of these instruments and represent
the estimated amounts that Avon would expect to
receive or pay to terminate the agreements.

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

2004 2003
Carrying Fair Carrying Fair
Amount Value Amount Value

Cash and cash 
equivalents $ 769.6 $ 769.6 $ 694.0 $ 694.0

Equity securities 34.1 34.1 30.8 30.8
Fixed-income 

securities 17.9 17.9 27.1 27.1
Debt maturing 

within one year (51.7) (51.7) (244.1) (253.4)
Long-term debt, net 

of related discount 
or premium (865.7) (903.5) (877.0) (898.0)

Foreign exchange 
forward and 
option contracts 5.0 5.0 2.6 2.6

Interest rate swap 
agreements 22.5 22.5 31.1 31.1

Unrealized gains (losses) of $3.0 and $(13.2) on 
equity securities were recorded in accumulated 
other comprehensive loss at December 31, 2004 
and 2003, respectively.

8Long-Term Incentive Plans

The Year 2000 Stock Incentive Plan (the “2000 Plan”) 
provides for several types of equity-based incentive
compensation awards including stock options, stock
appreciation rights, restricted stock, restricted stock units
and performance unit awards. Under the 2000 Plan, the
maximum number of shares that may be awarded is
36,500,000 shares, of which no more than 12,000,000
shares may be used for restricted stock awards.



Stock Options
Under the 2000 Plan, stock options are awarded annually and generally vest in thirds over the three-year period follow-
ing each option grant date. Stock options are granted at a price no less than fair market value on the date the option is
granted and have a term of 10 years from the date of grant.

A summary of the Company’s stock option activity, weighted-average exercise price and related information for the
years ended December 31 is as follows:

2004 2003 2002

Weighted- Weighted- Weighted-
Shares Average Shares Average Shares Average

(in 000’s) Price (in 000’s) Price (in 000’s) Price

Outstanding – beginning of year 21,216 $22.52 22,686 $20.58 21,102 $18.17
Granted 5,329 36.64 4,930 26.52 5,718 26.48
Exercised (Note 9) (6,035) 20.25 (5,364) 18.72 (3,992) 16.22
Forfeited (314) 27.26 (1,036) 18.64 (142) 22.46

Outstanding – end of year 20,196 $26.85 21,216 $22.52 22,686 $20.58

Options exercisable – end of year 10,318 $21.96 11,408 $19.79 11,292 $17.74

The following table summarizes information about stock options outstanding at December 31, 2004:

Options Outstanding Options Exercisable

Shares Average Average Shares Average
Exercise Prices (in 000’s) Price Term (in 000’s) Price

$  6.56 – $11.03 75 $ 9.56 1 year 75 $ 9.56
$14.81 – $19.96 3,517 18.04 4 years 3,517 18.04
$20.08 – $24.89 3,070 21.26 6 years 3,050 21.24
$25.69 – $33.08 8,297 26.61 8 years 3,676 26.57
$36.43 – $41.32 5,237 36.68 9 years — —

20,196 10,318

Restricted Stock and Restricted Stock Units
During 2004, 2003 and 2002, restricted stock and
restricted stock units with aggregate value and vesting
periods were granted to employees as follows: 2004 –
616,500 shares or units valued at $21.3, generally vest-
ing over three years; 2003 – 220,500 shares or units
valued at $5.7, generally vesting over three years; and
2002 – 158,600 shares or units valued at $4.2, generally
vesting over three years.

Compensation expense related to grants of restricted
stock or restricted stock units to employees was $8.6 in
2004 (2003 – $6.4; 2002 – $6.6). The unamortized cost
of restricted stock and restricted stock units as of
December 31, 2004, was $17.2 (2003 – $4.7) and was
included in additional paid-in capital.
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Transformation Long-Term Incentive Plan
In 2002, the Compensation Committee of the Board 
of Directors approved a Transformation Long-Term
Incentive Plan (“TLTIP”), which was designed to provide
additional long-term compensation to executive offi-
cers and other key executives driving the Company’s
Business Transformation initiatives. Under the TLTIP,
cash awards were payable if the Company achieved
certain financial objectives tied to the transformation
objectives during the performance period 2002-2004.
As of December 31, 2004, the Company achieved a sig-
nificant portion, but not all, of the performance goals
established by the plan. As a result, the Compensation
Committee used its discretion and determined that a
partial payout from the TLTIP of approximately $6.0,
which was equal to 12.5% of the TLTIP targets, was
appropriate to be paid under the plan. No payout was
made to the Chairman and Chief Executive Officer,
who declined to be considered for any payout under
the plan.

Board of Directors Remuneration
Each non-management director is annually granted
options to purchase 8,000 shares of common stock, at
an exercise price based on the market price of the stock
on the date of grant. Each grant of options becomes
fully exercisable one year after the date of grant and
expires ten years after the date of grant. The aggregate
annual grant made to all non-management directors in
2004 and 2003 consisted of 72,000 options in each year
with an exercise price of $36.43 and $26.40, respectively.

Effective January 1, 2004, the annual retainer paid to
non-management directors consists of $35,000 in cash
($30,000 prior to January 1, 2004) plus an annual grant
of restricted stock having a value of $35,000 ($30,000
prior to January 1, 2004) based on the average mean
price of the stock for the 10 days preceding the date of
grant. These shares are restricted as to transfer until the
director retires from the Board. The aggregate annual
grant of restricted stock made to all non-management
directors in 2004 and 2003 consisted of 6,896 and 9,360
shares, respectively. Compensation expense related to
grants of restricted stock to non-management direc-
tors was $.2 in 2004, 2003 and 2002.

In addition to the annual retainer, effective January 1,
2004, non-management directors are paid a $10,000
retainer for membership on the Audit Committee and
$5,000 for membership on each other committee of
the Board of Directors on which he or she serves. Non-
management directors appointed to chair a committee
are paid an additional $10,000 for the Audit Committee
and $5,000 for all other committees.

9Shareholders’ Equity

Stock Split and Dividends
At the May 6, 2004 Annual Meeting, the shareholders
approved an amendment to the Company’s Restated
Certificate of Incorporation to increase the number of
shares of authorized common stock from 800 million to
1.5 billion. Conditioned on such approval, the Board of
Directors in February 2004 had declared a two-for-one
stock split in the form of a 100% stock dividend, payable
May 28, 2004, to shareholders of record on May 17, 2004.
The stock split has been recognized by reclassifying the
$.25 par value of the additional shares resulting from
the split from retained earnings to common stock. The
effect of this stock split was not retroactively reflected
in the Consolidated Statements of Changes in Share-
holders’Equity for periods prior to the split; therefore, in
2004, shares issued for option exercises which occurred
prior to the stock split have not been adjusted for the
stock split. The effect of the stock split on such option
exercises of approximately 1.7 million shares is included
in the line two-for-one stock split effected in the form
of a dividend on the Consolidated Statements of
Changes in Shareholders’ Equity. All references to the
number of shares and per share amounts elsewhere 
in the 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 a dividend for each outstand-
ing 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 a price equal to one-half
of the then current market price, if certain events have
occurred. The right is exercisable if, among other events,
one party obtains beneficial ownership of 20% or more
of Avon’s voting stock. The description and terms of the
rights are set forth in a Rights Agreement between the
Company and Equiserve Trust Company, N.A., as succes-
sor Rights Agent.

Stock Repurchase Program
In September 2000, Avon’s Board approved a share
repurchase program under which the Company may
buy up to $1,000.0 of its outstanding stock over the
next five years. As of December 31, 2004, the Company
had repurchased approximately 27.5 million shares at a
total cost of approximately $775.8 under this program
and through acquisitions of stock from employees in
connection with tax payments upon vesting of restricted
stock. See Note 19, Subsequent Events, for a discussion
of Avon’s new share repurchase program.

10Employee Benefit Plans

Savings Plan
The Company offers a qualified defined contribution
plan for U.S.-based employees, the Avon Personal Sav-
ings Account Plan, which allows eligible participants
to contribute up to 25% of eligible compensation
through payroll deductions. Avon has matched
employee contributions dollar for dollar up to the first
3% of eligible compensation and fifty cents for each
dollar contributed from 4% to 6% of eligible compensa-
tion. In February 2005, Avon temporarily suspended the
matching contribution with the intention to resume
no later than 2006. In 2004, 2003 and 2002, matching
contributions approximating $14.6, $14.5 and $14.0,
respectively, were made to this plan in cash, which
was then used by the plan to purchase Avon shares 
in the open market.

Retirement Plans
Avon and certain subsidiaries have contributory and
noncontributory retirement plans for substantially all
employees of those subsidiaries. Benefits under these
plans are generally based on an employee’s years of
service and average compensation near retirement. Plans
are funded based on legal requirements and cash flow.

Effective July 1998, the defined benefit retirement plan
covering U.S.-based employees was converted to a cash
balance plan with benefits determined by pay-based
credits related to age and service and interest credits
based on individual account balances and prevailing
interest rates. A 10-year transitional period was estab-
lished for all employees covered under the pre-existing
defined benefit retirement plan. For the period from
July 1, 1998, through June 30, 2008, benefits are calcu-
lated under both the former final average pay formula
and the cash balance formula. Eligible employees who
retire during this period receive whichever benefit yields
the higher amount. For those employees eligible for the
pre-existing plan, the benefit calculated under the for-
mer final average pay formula is frozen at June 30, 2008,
for periods thereafter.

Any pension plan participant who has retired on or
after May 1, 2002, and chooses to receive 20% or more
of their benefit as an annuity at retirement is eligible to
receive a social security supplement payable until the
age of 65, and is eligible to receive retirement medical
coverage for retirements before April 1, 2005.

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 for-
eign countries. The cost of such health care benefits is
shared by Avon and its retirees for employees hired on
or before January 1, 2005.



Global Beauty    71

Notes to Consolidated 
Financial Statements

Reconciliation of Benefit Obligations, Plan Assets and Funded Status
Avon uses a December 31 measurement date for all of its employee benefit plans.

The following provides a reconciliation of benefit obligations, plan assets and funded status of these plans:

Pension Plans Postretirement
U.S. Plans Non-U.S. Plans Benefits

2004 2003 2004 2003 2004 2003

Change in Benefit Obligation:
Beginning balance $(705.5) $(659.0) $(571.3) $(484.5) $(201.2) $(177.5)

Service cost (25.5) (21.7) (20.6) (20.7) (2.5) (2.4)
Interest cost (48.1) (47.2) (32.7) (30.3) (11.5) (12.1)
Actuarial (loss) gain (139.4) (84.0) (61.1) .2 5.2 (21.5)
Plan participant contributions — — (3.4) (3.0) (5.4) (4.3)
Benefits paid 85.5 95.0 29.5 36.0 19.3 17.3
Plan amendments 18.4 11.4 17.8 (.9) — —
Settlements/special termination benefits — — 1.0 2.7 — .2
Foreign currency changes — — (43.9) (67.8) (.5) (.9)
Other — — (1.4) (3.0) — —

Ending balance $(814.6) $(705.5) $(686.1) $(571.3) $(196.6) $(201.2)

Change in Plan Assets:
Beginning balance $ 547.7 $ 475.8 $ 317.2 $ 253.2 $ — $ —

Actual return on plan assets 66.5 100.3 34.3 27.2 — —
Company contributions 95.7 66.6 45.7 39.0 13.9 13.0
Plan participant contributions — — 3.4 3.0 5.4 4.3
Benefits paid (85.5) (95.0) (29.5) (36.0) (19.3) (17.3)
Foreign currency changes — — 23.8 33.8 — —
Settlements/special termination benefits — — (1.7) (3.0) — —

Ending balance $ 624.4 $ 547.7 $ 393.2 $ 317.2 $ — $ —

Funded Status:
Funded status at end of year $(190.2) $(157.8) $(293.0) $(254.1) $(196.6) $(201.2)

Unrecognized actuarial loss 476.3 382.4 213.6 152.1 46.8 53.6
Unrecognized prior service cost (15.3) 2.8 8.6 6.8 (40.8) (45.8)
Unrecognized net transition obligation — — 1.0 1.2 .2 .3

Net amount recognized $ 270.8 $ 227.4 $ (69.8) $ (94.0) $(190.4) $(193.1)

Amount Recognized in Balance Sheet:
Prepaid benefit $ — $ — $ 24.5 $ 24.3 $ — $ —
Accrued liability (111.7) (80.9) (269.9) (237.2) (190.4) (193.1)
Intangible asset — 3.0 6.2 4.4 — —
Accumulated other comprehensive loss 382.5 305.3 169.4 114.5 — —

Net amount recognized $ 270.8 $ 227.4 $ (69.8) $ (94.0) $(190.4) $(193.1)

Accumulated benefit obligation $ 736.0 $ 629.0 $ 632.8 $ 524.5 N/A N/A



The U.S. pension plans include funded qualified plans
and unfunded non-qualified plans. As of December 31,
2004 and 2003, the U.S. qualified pension plans had
benefit obligations of $714.6 and $611.5, and plan assets
of $624.4 and $547.7, respectively. Avon believes it has
adequate investments and cash flows to fund the liabil-
ities associated with the unfunded non-qualified plans.

The projected benefit obligation, accumulated benefit
obligation and fair value of plan assets for pension
plans with accumulated benefit obligations in excess 

of plan assets as of December 31, 2004 and 2003, were
as follows:

U.S. Plans Non-U.S. Plans

2004 2003 2004 2003

Projected benefit 
obligation $814.6 $705.5 $578.8 $485.1

Accumulated 
benefit 
obligation 736.0 629.0 544.2 452.8

Fair value 
plan assets 624.4 547.7 278.5 220.2

Net Periodic Benefit Costs
Net periodic benefit costs for the years ended December 31 were determined as follows:

Pension Benefits

U.S. Plans Non-U.S. Plans Postretirement Benefits

2004 2003 2002 2004 2003 2002 2004 2003 2002

Service cost $25.5 $21.7 $19.0 $20.6 $20.7 $18.8 $ 2.5 $ 2.4 $ 2.2
Interest cost 48.1 47.2 43.6 32.7 30.3 25.4 11.5 12.1 12.5
Expected return on plan assets (51.5) (52.3) (53.2) (27.0) (22.9) (20.9) — — —
Amortization of prior service cost (.3) 1.9 1.5 1.4 3.5 1.4 (5.0) (5.0) (4.1)
Amortization of actuarial losses 30.5 18.9 1.4 6.3 6.0 2.8 1.7 1.8 .7
Settlements or curtailments — — — .8 (.1) 2.6 — (.1) —
Other — — — (1.2) .1 (.5) — — —

Net periodic benefit costs $52.3 $37.4 $12.3 $33.6 $37.6 $29.6 $10.7 $11.2 $11.3

In 2002 and 2001, the plan assets experienced weaker
investment returns, which was mostly due to unfavorable
returns on equity securities. These unfavorable invest-
ment returns increased pension costs in 2004 and 2003.
In addition, net periodic pension cost may significantly
increase in the future if settlement losses are required
to be recorded due to an increase in the aggregate
benefits paid as lump-sum distributions. Settlement
losses may result in the future if the number of eligible
participants deciding to receive lump-sum distributions
and the amount of their benefits increases.

Special termination benefits and settlements or cur-
tailments primarily represent the impact of employee
terminations on the Company’s benefits plans in the
U.S. and certain international locations (see Note 13,
Special Charges).
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Assumptions
Weighted-average assumptions used to determine benefit obligations recorded on the Consolidated Balance Sheets 
as of December 31 were as follows:

Pension Benefits Postretirement
U.S. Plans Non-U.S. Plans Benefits

2004 2003 2004 2003 2004 2003

Discount rate 5.80% 6.25% 5.48% 5.75% 5.65% 6.25%
Rate of compensation increase 6.00 4.50 2.91 3.00 N/A N/A
Rate of return on assets 8.00 8.75 7.14 7.18 N/A N/A

The discount rate used for determining future pension
obligations for each individual plan is based on a
review of long-term bonds that receive a high rating
from a recognized rating agency. Additionally, for the
U.S. Plan, the discount rate was based on the internal
rate of return for a portfolio of Moody’s Aa-rated high
quality bonds with maturities that are consistent with
the projected future benefit payment obligations of the
plan. The weighted-average discount rate for U.S. and

non-U.S. plans determined on this basis has decreased 
to 5.65% at December 31, 2004, from 6.03% at
December 31, 2003. In determining the long-term
rates of return, the Company considers the nature of
the plans’ investments, an expectation for the plans’
investment strategies, historical rates of return and
current economic forecasts, among other factors. The
Company evaluates the expected rate of return on
plan assets annually and adjusts as necessary.

Weighted-average assumptions used to determine net cost recorded in the Consolidated Statements of Income for the
years ended December 31 were as follows:

Pension Benefits

U.S. Plans Non-U.S. Plans Postretirement Benefits

2004 2003 2002 2004 2003 2002 2004 2003 2002

Discount rate 6.25% 6.75% 7.25% 5.77% 5.68% 6.00% 6.25% 6.75% 7.25%
Rate of compensation increase 4.50 4.50 4.50 3.01 2.96 3.10 N/A N/A N/A
Rate of return on assets 8.75 8.75 8.75 7.18 7.16 7.53 N/A N/A N/A

In determining the net cost for the year ended
December 31, 2004, the assumed rate of return on
assets globally was 8.21%, which represents the
weighted-average rate of return on all plan assets,
including the U.S. and non-U.S. plans.

The majority of the Company’s pension plan assets
relate to the U.S. pension plan. The assumed rate of
return for determining 2004 net costs for the U.S. plan
was 8.75%. Historical rates of return for the U.S. plan for
the most recent 10-year and 20-year periods were 9.4%
and 10.8%, respectively. In the U.S. plan, the Company’s
asset allocation policy has favored U.S. equity securities,
which have returned 11.2% and 13.1%, respectively,
over the 10-year and 20-year period. The assumed rate
of return for determining future pension obligations at
December 31, 2004 and 2005 pension cost was lowered
from 8.75% to 8.00%.

In addition, the current rate of return assumption for 
the U.S. plan was based on an asset allocation of
approximately 35% in corporate and government
bonds and mortgage-backed securities (which are
expected to earn approximately 5% to 7% in the long
term) and 65% in equity securities (which are expected
to earn approximately 8% to 10% in the long term).
Similar assessments were performed in determining
rates of return on non-U.S. pension plan assets, to arrive
at the Company’s weighted-average rate of return of
8.21% for determining 2004 net cost.



Plan Assets
Avon’s U.S. and non-U.S. pension plans target and weighted-average asset allocations at December 31, 2004 and 2003,
by asset category were as follows:

U.S. Plans Non-U.S. Plans

% of Plan Assets % of Plan Assets

Target at Year End Target at Year End

Asset Category 2005 2004 2003 2005 2004 2003

Equity securities 65% 65% 65% 61% 65% 65%
Debt securities 35% 35% 35% 32% 30% 27%
Other — — — 7% 5% 8%

Total 100% 100% 100% 100% 100% 100%

The overall objective of Avon’s U.S. pension plan is to
provide the means to pay benefits to participants and
their beneficiaries in the amounts and at the times
called for by the plan. This is expected to be achieved
through the investment of Avon’s contributions and
other trust assets and by utilizing investment policies
designed to achieve adequate funding over a reason-
able period of time.

Pension trust assets are invested so as to achieve a
return on investment, based on levels of liquidity and
investment risk, that is prudent and reasonable under
circumstances which exist from time to time. While
Avon recognizes the importance of the preservation of
capital, it also adheres to the theory of capital market
pricing which maintains that varying degrees of invest-
ment risk should be rewarded with compensating
returns. Consequently, prudent risk-taking is justifiable.

The asset allocation decision includes consideration 
of the non-investment aspects of the Avon Retirement
Plan, including future retirements, lump-sum elections,
growth in the number of participants, company con-
tributions, and cash flow. These actual characteristics 
of the plan place certain demands upon the level, risk,
and required growth of trust assets. Avon regularly con-
ducts analyses of the plan’s current and likely future
financial status by forecasting assets, liabilities, benefits
and company contributions over time. In so doing, the
impact of alternative investment policies upon the
plan’s financial status is measured and an asset mix
which balances asset returns and risk is selected.

Avon’s decision with regard to asset mix is reviewed
periodically. Asset mix guidelines include target alloca-
tions and permissible ranges for each asset category.
Assets are monitored on an ongoing basis and rebal-
anced as required to maintain an asset mix within the
permissible ranges. The guidelines will change from
time to time, based on an ongoing evaluation of the
plan’s tolerance of investment risk.

Avon expects to contribute up to
approximately $85 million and 
$37 million to its U.S. and non-U.S.
pension plans, respectively, in 2005.
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Cash Flows
Avon expects to contribute up to approximately $85.0
and $37.0 to its U.S. and non-U.S. pension plans, respec-
tively, in 2005.

Total benefit payments expected to be paid from the
plans are as follows:

Pension Benefits Post-
U.S. Non-U.S. retirement

Plans Plans Total Benefits

2005 $ 53.6 $ 38.4 $ 92.0 $14.9
2006 57.6 34.6 92.2 15.8
2007 61.2 37.1 98.3 16.4
2008 63.2 36.7 99.9 16.8
2009 64.2 40.0 104.2 17.0
2010–2014 319.0 208.4 527.4 80.9

Supplemental Retirement Programs
Avon offers a Deferred Compensation Plan (the “Plan”)
for those employees who are eligible to participate in
the Company’s Long-Term Incentive Plan and are on
the U.S. payroll. The Plan is an unfunded, unsecured
plan for which obligations are paid to participants out
of the Company’s general assets, including assets held
in a grantor trust, described below, and corporate-
owned life insurance policies. The Plan allows for the
deferral of up to 50% of a participant’s base salary, and
all or part of incentive compensation bonuses and any
excess personal savings account contributions over
specified annual limits up to 25% of base salary. Partici-
pants may elect to have their deferred compensation
invested in one or more of three investment alternatives.
Expense associated with the Plan for the years ended
December 31, 2004, 2003 and 2002, was $4.2, $5.5 and
$5.3, respectively. At December 31, 2004, the accrued
cost for the deferred compensation plan was $93.0
(2003 – $86.9) and was included in other liabilities.

Avon maintains a supplemental retirement program
consisting of a Supplemental Executive Retirement and
Life Plan (“SERP”) and a Benefits Restoration Pension
Plan (“Restoration Plan”) under which non-qualified
supplemental pension benefits are paid to higher paid
employees in addition to amounts received under
Avon’s qualified retirement plan which is subject to IRS
limitations on covered compensation. At retirement, a
participant can elect to defer vested benefits into the
Deferred Compensation Plan. The annual cost of this
program has been included in the determination of 
the net periodic benefit cost shown above and in 2004
amounted to $12.2 (2003 – $10.8; 2002 – $9.7). The ben-
efit obligation under this program at December 31,
2004, was $52.1 (2003 – $45.4) and was included in
employee benefit plans.

Avon also maintains a Supplemental Life Insurance
Plan (“SLIP”) under which additional death benefits
ranging from $.4 to $2.0 are provided to certain active
and retired officers.

Avon established a grantor trust to provide assets that
may be used for the benefits payable under the SERP,
Restoration Plan and SLIP and for obligations under
Avon’s Deferred Compensation Plan. The trust is irrevo-
cable and, although subject to creditors’ claims, assets
contributed to the trust can only be used to pay such
benefits with certain exceptions. The assets held in the
trust at December 31, 2004, amounting to $81.8 (2003
– $85.7), consisted of a fixed-income portfolio, a man-
aged portfolio of equity securities, corporate-owned life
insurance policies and cash and cash equivalents. These
assets are included in other assets. The cash surrender
value of the corporate-owned life insurance policies
included in the grantor trust at December 31, 2004,
was $32.1 (2003 – $29.9). Refer to Note 5, Accumulated
Other Comprehensive Loss, for a summary of assets
maintained in the grantor trust.



Additionally, Avon held assets at December 31, 2004
and 2003, amounting to $34.2 and $22.5, respectively,
that may be used for other benefit payments. At
December 31, 2004 and 2003, the assets consisted of
corporate-owned life insurance policies with cash sur-
render values of $31.9 and $20.3, respectively, and
mutual funds with market values of $2.3 and $2.2,
respectively. The assets are recorded at market value,
with increases or decreases in the corporate-owned 
life insurance policies reflected in the Consolidated
Statements of Income.

Postretirement Benefits
For 2005, the assumed rate of future increases in the
per capita cost of health care benefits (the health care
cost trend rate) was 10.0% for all claims and will grad-
ually decrease each year thereafter to 5.0% in 2010 
and beyond. A one-percentage point change in the
assumed health care cost trend rates would have the
following effects:

1 Percentage 1 Percentage
(In millions) Point Increase Point Decrease

Effect on total 
of service and 
interest cost 
components $ .1 $ (.1)

Effect on 
postretirement 
benefit obligation 1.7 (1.7)

Postemployment Benefits
Avon provides postemployment benefits, which
include salary continuation, severance benefits, disabil-
ity benefits, continuation of health care benefits and life
insurance coverage to eligible former employees after
employment but before retirement. At December 31,
2004 and 2003, the accrued cost for postemployment
benefits was $45.0 and $42.8, respectively, and was
included in employee benefit plans.

11Segment Information

The Company’s operating segments, which are its
reportable segments, are based on geographic opera-
tions and include operating business units in North
America, Europe, Latin America, and the Asia Pacific.
The segments have similar business characteristics and
each offers similar products through similar customer
access methods.

The accounting policies of the segments are the same 
as those described in Note 1, Description of the Business
and Summary of Significant Accounting Policies. The
Company evaluates the performance of its segments
based on operating profits or losses. Segment revenues
reflect direct sales of products to Representatives
based on the Representative’s geographic location.
Intersegment sales and transfers are not significant. Each
segment records direct expenses related to its employ-
ees and its operations. The Company does not allocate
income taxes, foreign exchange gains or losses, or cor-
porate global expenses to segments. Global expenses
include, among other things, costs related to Avon’s
executive and administrative offices, information tech-
nology, research and development, and marketing.

Summarized financial information concerning Avon’s
reportable segments as of December 31 is shown in 
the following tables. North America – Other includes
Canada, Puerto Rico, the Dominican Republic, Avon
Salon and Spa and U.S. Retail.
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Net Sales and Operating Profit

2004 2003 2002

Net Operating Net Operating Net Operating
Sales Profit Sales Profit Sales Profit

North America
U.S. $2,227.1 $ 377.2 $2,217.9 $ 420.9 $2,151.2 $ 421.2
Other 341.0 34.2 308.9 5.0 306.2 23.7

Total 2,568.1 411.4 2,526.8 425.9 2,457.4 444.9

International
Europe 2,095.0 471.7 1,607.2 313.4 1,228.6 208.8
Latin America 1,932.8 479.1 1,716.3 406.3 1,626.7 361.6
Asia Pacific 1,060.3 192.7 923.4 156.6 829.7 133.6

Total 5,088.1 1,143.5 4,246.9 876.3 3,685.0 704.0

Total from operations 7,656.2 1,554.9 6,773.7 1,302.2 6,142.4 1,148.9
Global expenses — (329.1) — (263.3) — (249.1)
Special charges, net* — 3.2 — 3.9 — (36.3)

Total $7,656.2 $1,229.0 $6,773.7 $1,042.8 $6,142.4 $ 863.5

*The 2002 special charges of ($36.3) were included in the Consolidated Statements of Income as special charges ($34.3) and as inventory 
write-downs in cost of sales ($2.0) in 2002.

Total Assets

2004 2003 2002

North America
U.S. $ 606.4 $ 633.7 $ 627.0
Other 166.2 156.2 184.0

Total 772.6 789.9 811.0

International
Europe 1,083.7 871.2 667.3
Latin America 726.4 611.5 519.2
Asia Pacific 522.2 462.8 426.5

Total 2,332.3 1,945.5 1,613.0

Corporate and other 1,043.2 846.2 903.5

Total assets $4,148.1 $3,581.6 $3,327.5

Capital Expenditures

2004 2003 2002

North America
U.S. $ 36.4 $ 25.5 $ 21.1
Other 4.0 4.5 3.2

Total 40.4 30.0 24.3

International
Europe 78.6 43.9 39.9
Latin America 42.6 53.5 40.0
Asia Pacific 13.8 12.8 8.2

Total 135.0 110.2 88.1

Corporate and other 74.7 22.4 14.1

Total capital expenditures $250.1 $162.6 $126.5



Depreciation and Amortization

2004 2003 2002

North America
U.S. $ 31.0 $ 35.1 $ 42.5
Other 4.8 6.1 6.2

Total 35.8 41.2 48.7

International
Europe 37.2 25.3 22.0
Latin America 21.7 18.0 22.6
Asia Pacific 14.4 13.5 13.7

Total 73.3 56.8 58.3

Corporate and other 24.6 25.5 17.8

Total depreciation 
and amortization $133.7 $123.5 $124.8

Net Sales by Major Country

2004 2003 2002

U.S. $2,227.1 $2,217.9 $2,151.2
Mexico 676.7 669.3 661.8
All other 4,752.4 3,886.5 3,329.4

Total $7,656.2 $6,773.7 $6,142.4

A major country is defined as one with net sales greater
than 10% of consolidated net sales.

Long-Lived Assets by Major Country

2004 2003 2002

U.S. $ 213.7 $ 208.5 $ 227.2
Corporate 170.7 147.8 201.6
All other 861.4 719.6 590.2

Total $1,245.8 $1,075.9 $1,019.0

A major country is defined as one with long-lived assets
greater than 10% of consolidated long-lived assets.

Net Sales by Product Category

2004 2003 2002

Beauty* $5,245.4 $4,466.9 $3,882.2
Beauty Plus** 1,359.6 1,253.4 1,235.1
Beyond Beauty*** 1,051.2 1,053.4 1,025.1

Total net sales $7,656.2 $6,773.7 $6,142.4

***Beauty includes cosmetics, fragrances, skin care and toiletries.
***Beauty Plus includes fashion jewelry, watches, apparel 

and accessories.
***Beyond Beauty includes home products, gift and decorative

products, candles and toys.

Sales from Health and Wellness products and mark.

are included in the above categories based on prod-
uct type.

12Leases and Commitments

Minimum rental commitments under noncancellable
operating leases, primarily for equipment and office facil-
ities at December 31, 2004, consisted of the following:

Year

2005 $ 89.2
2006 67.1
2007 51.2
2008 41.7
2009 36.4
Later years 118.5
Sublease rental income (14.8)

Total $389.3

Rent expense in 2004 was $109.9 (2003 – $99.2; 2002 –
$90.8). Various construction and information systems
projects were in progress at December 31, 2004, with an
estimated cost to complete of approximately $135.0.
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13Special Charges

In May 2001, Avon announced its new Business Trans-
formation plans, which were designed to significantly
reduce costs and expand profit margins, while continu-
ing to focus on consumer growth strategies. Those
original Business Transformation initiatives include an
end-to-end evaluation of business processes in key
operating areas, with target completion dates through
2004. Specifically, the initiatives focus on simplifying
Avon’s marketing processes, taking advantage of supply
chain opportunities, strengthening Avon’s sales model
through the Sales Leadership program and the Internet,
streamlining the Company’s organizational structure and
integrating certain similar activities across markets to
achieve efficiencies. Avon has realized benefits from
these Business Transformation initiatives during 2002
through 2004.

Special Charges – Fourth Quarter 2001
In the fourth quarter of 2001, Avon recorded special
charges (“2001 Special Charges”) of $97.4 pretax primarily
associated with facility rationalizations and workforce
reduction programs related to implementation of cer-
tain Business Transformation initiatives. Approximately
80% of the charges related to future cash expenditures.
Substantially all of these cash expenditures were made
by December 2004. All payments were funded by cash
flow from operations. While project plans associated
with these initiatives have not changed, the Company
has experienced favorable adjustments to its original
cost estimates. As a result, the Company reversed pretax
amounts totaling $2.5, $2.1 and $7.3 in 2004, 2003 and
2002, respectively. The favorable adjustments primarily
related to certain employees pursuing reassignments 
in other Avon locations, lower severance costs resulting
from higher than anticipated lump-sum distributions
(associates who elected lump-sum distributions did 
not receive benefits during the severance period) and
favorable contract termination negotiations.

The remaining liability at December 31, 2004 was $.3
and relates to amounts payable under the terms of the
plan to employees already receiving severance.

Special Charges – Third Quarter 2002
In September 2002, the Company authorized a plan
related to the implementation of its Business Trans-
formation initiatives. In connection with these initia-
tives, in the third quarter of 2002, Avon recorded
special charges of $43.6 pretax ($30.4). These charges
were primarily associated with the following initiatives:

• Supply chain initiatives, including actions to improve
efficiencies and productivity in manufacturing, logis-
tics, transportation and distribution activities;

• Workforce reduction programs focused on
realigning the organization and leveraging
regional structures; and

• Sales transformation initiatives, including a shift 
to a more variable expense base and changes in
the selling structure due to a variety of initiatives
to contemporize the sales model.

Approximately 90% of the charge resulted in future
cash expenditures. Approximately 96% of these cash
expenditures were made by December 31, 2004. All
payments were funded by cash flow from operations.

The third quarter charges (net of the $7.3 adjustment
to the 2001 special charges as previously disclosed)
were included in the Consolidated Statements of
Income as special charges ($34.3) and as inventory
write-downs, which were included in cost of sales ($2.0).



The third quarter 2002 special charges (net of adjustment to the 2001 charges) affected all business segments 
as follows:

North Latin Asia Corporate
America* U.S. America Europe Pacific and Other Total

Supply chain $ 3.1 $ 3.2 $  .8 $ 5.9 $4.5 $ — $17.5
Workforce reduction 

programs 1.6 1.2 3.3 1.6 — 3.9 11.6
Sales transformation 

initiatives — 1.8 — 10.0 2.7 — 14.5

Total accrued charges 4.7(1) 6.2(2) 4.1(3) 17.5(4) 7.2(5) 3.9(6) 43.6
Adjustment to 2001 

special charges (2.0) (4.4) — — — (.9) (7.3)

Net accrued charges $ 2.7 $ 1.8 $4.1 $17.5 $7.2 $3.0 $36.3

Number of employee 
terminations 152 179 241 302 119 41 1,034

* Excludes amounts related to the U.S.
(1) The majority of the special charge within the North America segment related to the closure of a manufacturing facility in Canada and the

transition of production to existing facilities in the U.S.
(2) The special charge within the U.S. segment primarily related to workforce reduction programs within the sales and supply chain functions.
(3) The majority of the special charge within the Latin America segment included workforce reduction programs in Argentina, Central America 

and in Venezuela (across numerous functional areas).
(4) The special charge within Europe primarily related to the restructuring of the sales force in certain Western European markets and the closure 

of a distribution facility in Italy.
(5) The special charge within the Asia Pacific segment primarily related to supply chain initiatives in Japan, Australia and the Philippines. 

In addition, the special charge included costs associated with the closure of stores and a procurement center in Hong Kong as well as contract
cancellation fees and other costs resulting from the shutdown of certain sales branches in Malaysia.

(6) The corporate and other special charge was the result of a workforce reduction program primarily within the information technology
department.

2002 special charges (net of adjustment to the 2001 charges) by category of expenditures were as follows:

Accrued
Severance Cost Contract

and Related of Sales Termination Other
Costs Charge Costs Costs Total

Supply chain $14.2 $1.4 $ .1 $ 1.8 $17.5
Workforce reduction programs 11.0 — — .6 11.6
Sales transformation initiatives 9.7 .6 2.3 1.9 14.5

Total accrued charges 34.9 2.0 2.4 4.3 43.6
Adjustment to 2001 special charges (5.7) — — (1.6) (7.3)

Net accrued charges $29.2 $2.0 $2.4 $ 2.7 $36.3

Accrued severance and related costs were expenses,
both domestic and international, associated with sup-
ply chain initiatives (primarily North America, Europe
and the Asia Pacific), workforce reduction programs 
(all segments except the Asia Pacific) and sales transfor-
mation initiatives (primarily Europe, the Asia Pacific 

and U.S.). Employee severance costs were accounted for
in accordance with the Company’s existing FAS No. 112,
“Employers’ Accounting for Post-employment Benefits,”
severance plans, or with other accounting literature.
Approximately 1,000 employees, or 2.0% of the total
workforce, received severance benefits.
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Approximately 45% of the number of employees termi-
nated related to facility rationalizations and the supply
chain function, which primarily represented employees
within the manufacturing and distribution functions.
Approximately 20% of the number of employees ter-
minated related to the sales transformation initiatives,
which represented employees within the sales func-
tion. The remainder of the employee severance costs
was associated with workforce reduction programs,
which span much of the organization including the
functional areas of marketing, information technology,
human resources, research and development and
strategic planning.

The cost of sales charge for inventory write-downs
primarily represented losses associated with store and
branch closures (primarily Asia Pacific) as well as the
discontinuation of selected product lines (Europe).

Contract termination costs primarily represented lease
buyout costs related to store and branch closures
(primarily Asia Pacific) and contract cancellation fees
with store owners (Asia Pacific).

Other costs primarily represented administrative
expenses associated with a facility rationalization,
employee and union communication costs, pension
termination benefits and legal and professional fees
(primarily Europe).

While project plans associated with these initiatives
have not changed, the Company has experienced
favorable adjustments to its original cost estimates. As 
a result, the Company reversed pretax amounts total-
ing $.7 and $1.8 in 2004 and 2003, respectively, in the
special charge line in the Consolidated Statements of
Income, where the estimates were originally recorded.
The favorable adjustments in 2003 primarily relate to
certain employees pursuing reassignments to other
locations and favorable contract termination negotia-
tions, partially offset by higher than expected severance
costs for certain initiatives. The favorable adjustments
in 2004 primarily relate to lower than expected
spending in Europe.

Liability Balance for 2002 Special Charges
The liability balances for special charges were as follows:

Accrued
Severance Cost Contract

and Related of Sales Termination Other
Costs Charge Costs Costs Total

Provision $ 34.9 $  2.0 $  2.4 $  4.3 $ 43.6
Non-cash write-offs — (2.0) — (1.3) (3.3)
Cash payments (4.1) — (1.4) (.8) (6.3)

Balance at December 31, 2002 30.8 — 1.0 2.2 34.0
Foreign exchange 3.9 — .1 .5 4.5
Adjustment (1.2) — (.5) (.1) (1.8)
Cash payments (21.8) — (.6) (1.1) (23.5)

Balance at December 31, 2003 11.7 — — 1.5 13.2
Adjustment .4 — — (1.1) (.7)
Cash payments (10.7) — — (.3) (11.0)

Balance at December 31, 2004 $ 1.4 $ — $ — $ .1 $ 1.5



The liability balances and employee terminations by business segment were as follows:

North Latin Asia Corporate
America* U.S. America Europe Pacific and Other Total

Total Accrued charges $  4.7 $  6.2 $  4.1 $ 17.5 $  7.2 $  3.9 $ 43.6
Less: Foreign exchange .7 — .2 3.4 .2 — 4.5
Less: Expenses charged (6.0) (5.8) (3.5) (18.6) (6.6) (3.6) (44.1)
Less: Adjustment 2003 .3 (1.0) (.8) .4 (.7) — (1.8)
Less: Adjustment 2004 .3 .7 .3 (1.6) (.1) (.3) (.7)

Balance at 
December 31, 2004 $ — $  .1 $  .3(a) $ 1.1(b) $ — $ — $ 1.5

Number of planned 
employee terminations 152 179 241 302 119 41 1,034

Number of employee
terminations remaining — — 38 — — — 38

*Excludes amounts related to the U.S.
(a) The majority of the remaining liability relates to workforce reduction programs in Venezuela. The Venezuelan government has prohibited

terminating employees until January 2005; therefore, the remaining terminations have been delayed until 2005.
(b) The majority of the remaining liability relates to employee severance costs associated with sales force reductions in certain 

Western European markets.

14Contingencies

Avon has been a defendant in a class action suit com-
menced in 1991 on behalf of certain classes of holders
of Avon’s Preferred Equity-Redemption Cumulative
Stock (“PERCS”). Plaintiffs alleged various contract and
securities law claims related to the PERCS (which were
fully redeemed in 1991) and sought to aggregate dam-
ages of approximately $145.0, plus interest. A trial of
this action took place in the United States District
Court for the Southern District of New York and con-
cluded in November 2001.  In March 2004, the court
rendered a decision in favor of Avon and dismissed the
Consolidated Amended Class Action Complaint. The
plaintiffs appealed the court’s decision to the United
States Court of Appeals for the Second Circuit, and in

February 2005, the Court of Appeals affirmed the deci-
sion of the District Court.  The plaintiffs have not yet
indicated whether they plan to appeal the decision of
the District Court. While it is not possible to predict the
outcome of litigation, management believes that this
action should not have a material adverse effect on the
Consolidated Financial Statements.

Avon has been defending actions commenced in the
Supreme Court of the State of New York by Sheldon
Solow d/b/a Solow Building Company (“Solow”), the
landlord of the Company’s former headquarters in 
New York City. In one action, Plaintiff sought aggregate
damages of approximately $80.0, plus interest, for the
Company’s alleged failure to restore the leasehold
premises at the conclusion of the lease term in 1997. 
In May 2004, Avon entered into a settlement with
Solow and paid Solow $6.2 in exchange for a release 
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of Solow’s claims. In a separate action that has been
pending since 1975, Solow alleges that Avon misappro-
priated the name of its former headquarters building
and seeks damages based on a purported value of one
dollar per square foot of leased space over the term of
the lease. Although this action remained dormant for
over twenty years, discovery in the matter has been
revived and trial is scheduled to begin in May 2005.
This action is unaffected by the settlement with Solow.
While it is not possible to predict the outcome of litiga-
tion, management believes that there are meritorious
defenses to the claims asserted and that the remaining
action should not have a material adverse effect on the
Consolidated Financial Statements. This action is being
vigorously contested.

Avon Products Foundation, Inc. (the “Avon Foundation”)
is a defendant in an arbitration proceeding brought by
Pallotta TeamWorks (“Pallotta”) in September 2002,
before Judicial Arbitration and Mediation Services, Inc.
Pallotta asserts claims of breach of contract, misap-
propriation of opportunity, tortious interference with
prospective contractual arrangement and unfair com-
petition arising out of the Avon Foundation’s decision
to use another party to conduct breast cancer fund-
raising events, and seeks unspecified damages and
attorneys’ fees. The arbitrator dismissed Pallotta’s
misappropriation claim in January 2003, its unfair com-
petition claim in February 2003 and its tortious interfer-
ence claim in July 2003. A hearing on the remaining
claim commenced in July 2003 and the parties have
now completed the post-hearing briefing stage. Oral
argument before the arbitrator has been scheduled for
March 2005. The Avon Foundation believes that it has
meritorious defenses to the claims asserted by Pallotta
and has filed a number of counterclaims. The Avon
Foundation is a registered 501(c)(3) charity and is a
distinct entity from Avon Products, Inc., which is not a
party to these proceedings. While it is not possible to
predict the outcome of litigation, management believes
that these proceedings should not have a material
adverse effect on the Consolidated Financial State-
ments of the Company.

Blakemore, et al. v. Avon Products, Inc., et al. is a purported
class action pending in the Superior Court of the State of
California on behalf of Avon Sales Representatives who,
“since March 24, 1999, received products from Avon they
did not order, thereafter returned the unordered prod-
ucts to Avon, and did not receive credit for those
returned products.” The complaint seeks unspecified
compensatory and punitive damages, restitution and
injunctive relief for alleged unjust enrichment and viola-
tion of the California Business and Professions Code. This
action was commenced in March 2003. The Company
filed demurrers to the original complaint and three sub-
sequent amended complaints, asserting that they failed
to state a cause of action. The Superior Court sustained
the Company’s demurrers and dismissed plaintiffs’
causes of action except for the unjust enrichment claim
of one plaintiff, the amount of which is nominal. The
court also struck plaintiffs’ class allegations. Plaintiffs
filed Petitions for Writ of Mandate with the Court of
Appeal of the State of California seeking to overturn
the Superior Court’s dismissals in respect of the com-
plaints. In June 2004, the Court of Appeal issued an
Alternative Writ of Mandate and Order mandating that
the Superior Court vacate its prior rulings or, in the alter-
native, show cause why such a mandate should not
issue. Separately, plaintiffs filed with the Superior Court a
motion for reconsideration of the court’s decision strik-
ing plaintiffs’class allegations in this matter, which deci-
sion was unaffected by the action of the Court of Appeal.
The Superior Court chose not to vacate its rulings in
respect of the complaints, so the parties were ordered
to prepare briefs to the Court of Appeal regarding the
Superior Court’s order granting the Company’s demur-
rers. The Superior Court also chose not to change its rul-
ing striking plaintiffs’class allegations and the plaintiffs
have appealed that decision to the Court of Appeal.
The parties have fully briefed the Writ of Mandate pro-
ceeding and the appeal of the class allegation issue.
Argument before the Court of Appeal regarding both
the Writ of Mandate and the appeal of the class allega-
tion issue is scheduled to take place in March 2005. The
Company believes that this action is a dispute over pur-
ported customer service issues and is an inappropriate
subject for consideration as a class action. While it is
not possible to predict the outcome of litigation, man-
agement believes that there are meritorious defenses to
the claims asserted and that this action should not have
a material adverse effect on the Consolidated Financial
Statements. This action is being vigorously contested.



In December 2002, a Brazilian subsidiary of the Company
received a series of excise and income tax assessments
from the Brazilian tax authorities asserting that the
establishment in 1995 of separate manufacturing and
distribution companies in that country was done with-
out a valid business purpose. The assessments assert tax
deficiencies during portions of the years 1997 and 1998
of approximately $86.0 at the exchange rate on the date
of this filing, plus penalties and accruing interest totaling
approximately $146.0 at the exchange rate on the date
of this filing. In July 2003, a first-level appellate body
rejected the basis for income tax assessments represent-
ing approximately 76% of the total assessment, or $177.0
(including interest). In March 2004, that rejection was
confirmed in a mandatory second-level appellate review.
The remaining assessments relating to excise taxes
(approximately $55.0) were not affected. In December
2003, an additional assessment was received in respect
of excise taxes for the balance of 1998, totaling approx-
imately $99.0 at the exchange rate on the date of this
filing and asserting a different theory of liability based
on purported market sales data. In January 2005, an
unfavorable first administrative level decision was
received with respect to the appeal of that assessment
and a further appeal has been taken. In December 2004,
an additional assessment was received in respect of
excise taxes for the period from January 1999 to
December 2001, totaling approximately $199.0 at the
exchange rate on the date of this filing and asserting
the same theory of liability as in the December 2003
assessment. The Company is appealing that assessment.
In the event that assessments are upheld in the earlier
stages of review, it may be necessary for the Company
to provide security to pursue further appeals, which,
depending on the circumstances, may result in a charge
to income. It is not possible to make a reasonable esti-
mate of the amount or range of expense that could
result from an unfavorable outcome in respect of these

or any additional assessments that may be issued for
subsequent periods. The structure adopted in 1995 is
comparable to that used by many companies in Brazil,
and the Company believes that it is appropriate, both
operationally and legally, and that the assessments are
unfounded. This matter is being vigorously contested
and in the opinion of the Company’s outside counsel
the likelihood that the assessments ultimately will be
upheld is remote. Management believes that the likeli-
hood that the assessments will have a material impact
on the Consolidated Financial Statements is also remote.

Scheufler v. Estee Lauder, Inc., et al. is a purported class
action commenced in February, 2005 in the Superior
Court of California for the County of San Diego. The
action names Avon and other defendants and seeks
injunctive relief and restitution for alleged violations 
of the California Unfair Competition Law and the Cali-
fornia False Advertising Law, and for negligent and
intentional misrepresentation. The purported class
includes individuals “who have purchased skin care
products from defendants that have been falsely adver-
tised to have an ‘anti-aging’ or youth inducing benefit
or effect”.  While it is not possible to predict the outcome
of litigation, management believes that there are meri-
torious defenses to the claims asserted and that this
action should not have a material adverse effect on the
Consolidated Financial Statements.  This action will be
vigorously contested.

Various other lawsuits and claims, arising in the ordinary
course of business or related to businesses previously
sold, are pending or threatened against Avon. In the
opinion of Avon’s management, based on its review of
the information available at this time, the total cost of
resolving such other contingencies at December 31,
2004, should not have a material adverse effect on the
Consolidated Financial Statements.
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15 Supplemental Income
Statement Information

For the years ended December 31, 2004, 2003 and
2002, the components of other expense (income), net
were as follows:

2004 2003 2002

Foreign exchange 
losses (gains), net $ 9.5 $15.9 $(16.0)

Losses for other-than-
temporary declines 
in market value on 
available-for-sale 
securities (Note 5) 13.7 — —

Amortization of debt 
issue costs and 
other financing 7.0 14.1 6.7

Other (1.9) (1.4) (.6)

Other expense 
(income), net $28.3 $28.6 $ (9.9)

16Other Information

In January 2003, Avon announced that it had agreed
with J.C. Penney to end the business relationship,
which began in 2001, pursuant to which Avon’s
beComing line of products had been carried in approx-
imately 90 J.C. Penney stores. For the year ended
December 31, 2003, costs associated with ending this
business relationship were $18.3, including severance
costs ($4.1), asset and inventory write-downs ($12.1)
and other related expenses ($2.1). These costs, which
were incurred in the first and second quarters, were
included in the Consolidated Statements of Income in
marketing, distribution and administrative expenses
($10.5) and in cost of sales ($7.8).

17Acquisitions

In June 2004, Avon purchased 20% of the outstanding
shares in its two subsidiaries in China from a minority
interest shareholder for $45.6, including transaction
costs. Avon previously owned 73.845% of these sub-
sidiaries and consolidated their results, while recording
minority interest for the portion not owned. As a result
of this transaction, Avon reduced the minority interest
in the net assets of these subsidiaries as of June 30,
2004. The purchase of these shares did not have a
material impact on Avon’s consolidated net income.
Avon China is included in Avon’s Asia Pacific operating
segment. Avon initially allocated approximately $36.0
of the purchase price to goodwill and is in the process
of reviewing the valuation of intangible assets, if any;
thus, the allocation of the purchase price is subject 
to adjustment.

In the second quarter of 2003, Avon purchased the out-
standing 50% of shares in its Turkish business, Eczacibasi
Avon Kozmetik (EAK) from its partner, Eczacibasi Group,
for $18.4, including transaction costs. As a result of the
acquisition agreement, Avon consolidated the remain-
ing 50% of its Turkish joint venture business in the
second quarter of 2003. Prior to the second quarter of
2003, the investment was accounted for under the
equity method. The impact on net sales and operating
profit in 2003 was $47.2 and $14.6, respectively. Avon
Turkey is included in Avon’s European operating
segment. Avon allocated approximately $17.0 of the
purchase price to goodwill.



18Results of Operations 
by Quarter (Unaudited)

2004 First Second Third Fourth Year

Net sales $1,741.4 $1,844.4 $1,784.7 $2,285.7 $7,656.2
Other revenue 23.4 21.9 21.5 24.8 91.6
Gross profit 1,103.7 1,197.3 1,131.0 1,404.1 4,836.1
Special charges, net — — — (3.2) (3.2)
Operating profit 229.4 325.5 262.8 411.3 1,229.0
Income before taxes and minority interest 224.6 315.5 258.0 389.4 1,187.5
Income before minority interest 150.7 236.1 178.8 291.3 856.9
Net income $ 148.1 $ 232.3 $ 176.9 $ 288.8 $ 846.1

Earnings per share
Basic $ .31 $ .49 $ .37 $ .61 $ 1.79(1)

Diluted $ .31 $ .49 $ .37 $ .61 $ 1.77(1)

2003 First Second Third Fourth Year

Net sales $1,460.3 $1,632.0 $1,604.5 $2,076.9 $6,773.7
Other revenue 15.7 16.2 16.2 23.3 71.4
Gross profit 902.1 1,028.5 1,014.1 1,288.6 4,233.3
Special charges, net — — — (3.9) (3.9)
Operating profit 163.6 279.8 211.0 388.4 1,042.8
Income before taxes and minority interest 154.4 262.4 196.3 380.4 993.5
Income before minority interest 100.4 174.3 134.8 265.1 674.6
Net income $ 98.9 $ 171.5 $ 133.1 $ 261.3 $ 664.8

Earnings per share
Basic $ .21 $ .37 $ .28 $ .55 $ 1.41(1)

Diluted $ .21 $ .36 $ .28 $ .54 $ 1.39(1)

(1) The sum of per share amounts for the quarters does not necessarily equal that for the year because computations were made independently.

During the fourth quarter of 2004, Avon recorded a write-down of $13.7 ($12.2 after tax) resulting from declines in the
fair values of investments in equity securities below their cost bases that were judged to be other-than-temporary.
These equity securities are available to fund select benefit plan obligations.



19Subsequent Events

On February 1, 2005, Avon announced an increase in its quarterly cash dividend to $.165 per share from $.14 per share.
The first dividend at the new rate will be paid on March 1, 2005, to shareholders of record on February 14, 2005. With
this increase, the indicated annual dividend rate is $.66 per share.

At that same time, Avon also announced that it would begin a new five-year, $1,000.0 share repurchase program upon
completion of its current share repurchase program.
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Management’s Report 
on Internal Control Over 
Financial Reporting

Avon’s management is responsible for establishing and
maintaining adequate internal control over financial
reporting, as such term is defined in Rule 13a-15(f) under
the Securities Exchange Act of 1934 (the “Exchange
Act”). Internal control over financial reporting is defined
as a process designed by, or under the supervision of,
Avon’s principal executive and principal financial officers
and effected by Avon’s board of directors, management
and other personnel, to provide reasonable assurance
regarding the reliability of financial reporting and the
preparation of financial statements for external pur-
poses in accordance with generally accepted account-
ing principles, and includes those policies and
procedures that:

• pertain to the maintenance of records that, in reason-
able detail accurately and fairly reflect the transactions
and dispositions of the assets of Avon;

• provide reasonable assurance that transactions 
are recorded as necessary to permit preparation of
financial statements in accordance with generally
accepted accounting principles, and that receipts
and expenditures of Avon are being made only in
accordance with authorizations of management 
and directors of Avon; and

• provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use
or disposition of Avon’s assets that could have a mate-
rial effect on the financial statements.

Because of its inherent limitations, internal control
over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk
that controls may become inadequate because of
changes in conditions, or that the degree of compli-
ance with the policies or procedures may deteriorate.

Under the supervision and with the participation of
Avon’s management, including its principal executive
and principal financial officers, Avon assessed as of
December 31, 2004, the effectiveness of Avon’s internal
control over financial reporting. This assessment was
based on criteria established in the framework in Internal

Control – Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission.
Based on Avon’s assessment using those criteria, Avon’s
management concluded that Avon’s internal control over
financial reporting as of December 31, 2004, was effective.

Avon’s assessment of the effectiveness of Avon’s internal
control over financial reporting as of December 31, 2004,
has been audited by PricewaterhouseCoopers LLP, and
independent registered public accounting firm, as stated
in their report which is included on page 89 herein.
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To the Board of Directors and Shareholders of Avon
Products, Inc.:

We have completed an integrated audit of Avon Prod-
ucts, Inc.’s 2004 consolidated financial statements and
of its internal control over financial reporting as of
December 31, 2004 and audits of its 2003 and 2002 con-
solidated financial statements in accordance with the
standards of the Public Company Accounting Oversight
Board (United States). Our opinions, based on our
audits, are presented below.

Consolidated Financial Statements
In our opinion, the accompanying consolidated bal-
ance sheets and the related consolidated statements of
income, cash flows and changes in shareholders’equity
present fairly, in all material respects, the financial posi-
tion of Avon Products, Inc. and its subsidiaries at
December 31, 2004 and 2003, and the results of their
operations and their cash flows for each of the three
years in the period ended December 31, 2004 in con-
formity with accounting principles generally accepted
in the United States of America. These financial state-
ments are the responsibility of the Company’s man-
agement. Our responsibility is to express an opinion 
on these financial statements based on our audits. 
We conducted our audits of these statements in accor-
dance with the standards of the Public Company
Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit
to obtain reasonable assurance about whether the
financial statements are free of material misstatement.
An audit of financial statements includes examining, 
on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the
accounting principles used and significant estimates
made by management, and evaluating the overall
financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

Internal Control Over Financial Reporting
Also, in our opinion, management’s assessment, included
in Management’s Report on Internal Control Over Finan-
cial Reporting appearing on page 88 herein, that the
Company maintained effective internal control over
financial reporting as of December 31, 2004 based on
criteria established in Internal Control – Integrated
Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO), is
fairly stated, in all material respects, based on those
criteria. Furthermore, in our opinion, the Company main-
tained, in all material respects, effective internal control
over financial reporting as of December 31, 2004, based
on criteria established in Internal Control – Integrated
Framework issued by the COSO. The Company’s manage-
ment is responsible for maintaining effective internal

control over financial reporting and for its assessment of
the effectiveness of internal control over financial report-
ing. Our responsibility is to express opinions on man-
agement’s assessment and on the effectiveness of the
Company’s internal control over financial reporting
based on our audit. We conducted our audit of internal
control over financial reporting in accordance with the
standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we
plan and perform the audit to obtain reasonable assur-
ance about whether effective internal control over
financial reporting was maintained in all material respects.
An audit of internal control over financial reporting
includes obtaining an understanding of internal con-
trol over financial reporting, evaluating management’s
assessment, testing and evaluating the design and
operating effectiveness of internal control, and perform-
ing such other procedures as we consider necessary in
the circumstances. We believe that our audit provides 
a reasonable basis for our opinions.

A company’s internal control over financial reporting 
is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the
preparation of financial statements for external purposes
in accordance with generally accepted accounting princi-
ples. A company’s internal control over financial report-
ing includes those policies and procedures that (i) pertain
to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and disposi-
tions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance
with generally accepted accounting principles, and that
receipts and expenditures of the company are being
made only in accordance with authorizations of man-
agement and directors of the company; and (iii) provide
reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposi-
tion of the company’s assets that could have a material
effect on the financial statements.

Because of its inherent limitations, internal control over
financial reporting may not prevent or detect misstate-
ments. Also, projections of any evaluation of effective-
ness to future periods are subject to the risk that controls
may become inadequate because of changes in con-
ditions, or that the degree of compliance with the
policies or procedures may deteriorate.

New York, New York
February 28, 2005
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In millions, except per share and employee data 2004 2003(3) 2002(4)

Income Data

Net sales $7,656.2 $6,773.7 $6,142.4

Other revenue(1) 91.6 71.4 57.7

Total revenue 7,747.8 6,845.1 6,200.1

Operating profit(2) 1,229.0 1,042.8 863.5

Interest expense 33.8 33.3 52.0

Income from continuing operations before taxes, minority interest 

and cumulative effect of accounting changes 1,187.5 993.5 835.6

Income from continuing operations before minority interest

and cumulative effect of accounting changes 856.9 674.6 543.3

Income from continuing operations before cumulative effect 

of accounting changes 846.1 664.8 534.6

(Loss) income from discontinued operations, net — — —

Cumulative effect of accounting changes, net — — —

Net income $ 846.1 $ 664.8 $ 534.6

Earnings (loss) per share–basic(10)(11)

Continuing operations $ 1.79 $ 1.41 $ 1.13

Discontinued operations — — —

Cumulative effect of accounting changes — — —

Net income $ 1.79 $ 1.41 $ 1.13

Earnings (loss) per share–diluted(10) (11) (12)

Continuing operations $ 1.77 $ 1.39 $ 1.11

Discontinued operations — — —

Cumulative effect of accounting changes — — —

Net income $ 1.77 $ 1.39 $ 1.11

Cash dividends per share

Common $ .56 $ .42 $ .40

Preferred — — —

Footnotes can be found on page 92.
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2001(5) 2000 1999(6) 1998(6) 1997 1996 1995 1994

$5,957.8 $5,681.7 $5,289.1 $5,212.7 $5,079.4 $4,814.2 $4,492.1 $4,266.5

42.5 40.9 38.8 35.0 — — — —

6,000.3 5,722.6 5,327.9 5,247.7 5,079.4 4,814.2 4,492.1 4,266.5

763.2 789.9 523.1 473.2 537.8 538.0 500.8 489.5

71.1 84.7 43.2 34.7 35.5 33.2 34.6 44.7

689.7 692.2 480.3 455.9 534.9 510.4 465.0 433.8

449.4 490.0 286.6 265.1 337.0 319.0 288.6 270.3

444.9 485.8 286.6 270.0 338.8 317.9 286.1 264.8

— — — — — — (29.6) (23.8)

(.3)(7) (6.7)(8) — — — — — (45.2)(9)

$ 444.6 $ 479.1 $ 286.6 $ 270.0 $ 338.8 $ 317.9 $ 256.5 $ 195.8

$ .94 $ 1.02 $ .56 $ .52 $ .64 $ .59 $ .52 $ .47

— — — — — — (.05) (.05)

— (.01) — — — — — (.08)

$ .94 $ 1.01 $ .56 $ .52 $ .64 $ .59 $ .47 $ .34

$ .92 $ 1.01 $ .55 $ .51 $ .63 $ .59 $ .52 $ .46

— — — — — — (.05) (.04)

— (.01) — — — — — (.08)

$ .92 $ 1.00 $ .55 $ .51 $ .63 $ .59 $ .47 $ .34

$ .38 $ .37 $ .36 $ .34 $ .32 $ .29 $ .26 $ .24

— — — — — — — —



Eleven-Year Review
(continued)

In millions, except per share and employee data 2004 2003(3) 2002(4)

Balance sheet data

Working capital $ 980.9 $ 619.1 $ 72.7

Capital expenditures 250.1 162.6 126.5

Property, plant and equipment, net 1,014.8 855.6 769.1

Total assets 4,148.1 3,562.3 3,327.5

Debt maturing within one year 51.7 244.1 605.2

Long-term debt 866.3 877.7 767.0

Total debt 918.0 1,121.8 1,372.2

Shareholders’ equity (deficit) 950.2 371.3 (127.7)

Number of employees

United States 8,900 9,400 9,200

International 38,800 36,500 36,100

Total employees(13) 47,700 45,900 45,300

(1) For the year ended December 31, 2000, the Company adopted the provisions of Emerging Issues Task Force (“EITF”) 00-10, “Accounting for Shipping
and Handling Fees and Costs,” which requires that amounts billed to customers for shipping and handling fees be classified as revenues. 1999 and 1998
have been restated to reflect shipping and handling fees, previously reported in marketing, distribution and administrative expenses, in other revenue
in the Consolidated Statements of Income.

(2) Certain reclassifications have been made to conform to the current full year presentation.
(3) In 2003, Avon reversed $2.1 pretax ($1.3 after tax, or $.006 per diluted share) related to the special charges recorded in 2001 and $1.8 pretax 

($1.3 after tax, or $.005 per diluted share) related to the special charges recorded in 2002 against the special charges line. The net effect of the
adjustments is a benefit of $3.9 pretax ($2.7 after tax, or $.01 per diluted share).

(4) In 2002, Avon recorded special charges of $43.6 pretax ($30.4 after tax, or $.12 per diluted share), primarily related to workforce reductions and facility
rationalizations. Avon also reversed $7.3 pretax ($5.2 after tax, or $.02 per diluted share) against the special charges line related to the special charges
recorded in 2001.

(5) In 2001, Avon recorded special charges of $97.4 pretax ($68.3 after tax, or $.28 per diluted share), primarily related to workforce reductions and facility
rationalizations. In 2001, Avon also received a cash settlement, net of related expenses, of $25.9 pretax ($15.7 after tax, or $.06 per diluted share) to
compensate Avon for lost profits and incremental expenses as a result of the cancellation of a retail agreement with Sears.

(6) In 1998, Avon began a worldwide business process redesign program in order to streamline operations and recorded special charges of $154.4 pretax
($122.8 after tax, or $.46 per diluted share). In 1999, special charges related to this program totaled $136.4 pretax ($111.9 after tax, or $.43 per diluted
share). In 1999, Avon recorded an asset impairment charge of $38.1 pretax ($24.0 after tax, or $.09 per diluted share) related to the write-off of an order
management software system that had been under development.

(7) Effective January 1, 2001, Avon adopted FAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended by FAS No. 138,
“Accounting for Certain Derivatives and Hedging Activities,” which establishes accounting and reporting standards for derivative instruments and
hedging activities. To reflect the adoption of FAS 133, Avon recorded a charge of $0.3, net of a tax benefit of $0.2. This charge is reflected as a
cumulative effect of an accounting change in the Consolidated Statements of Income.
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2001(5) 2000 1999(6) 1998(6) 1997 1996 1995 1994

$ 428.1 $ 186.4 $ (375.0) $ 11.9 $ (11.9) $ (41.7) $ (30.3) $ 9.3

155.3 193.5 200.2 189.5 169.4 103.6 72.7 99.9

771.7 765.7 732.1 669.9 611.0 566.6 537.8 528.4

3,181.0 2,811.3 2,512.8 2,433.5 2,272.9 2,222.4 2,052.8 1,978.3

88.8 105.4 306.0 55.3 132.1 97.1 47.3 61.2

1,236.3 1,108.2 701.4 201.0 102.2 104.5 114.2 116.5

1,325.1 1,213.6 1,007.4 256.3 234.3 201.6 161.5 177.7

(75.1) (230.9) (421.9) 285.1 285.0 241.7 192.7 185.6

9,600 9,800 9,700 8,000 8,100 7,800 8,000 7,900

34,200 33,200 30,800 25,900 26,900 25,900 23,800 22,500

43,800 43,000 40,500 33,900 35,000 33,700 31,800 30,400

(8) For the year ended December 31, 2000, the Company recorded a charge of $6.7 million, after tax, to reflect the adoption of Staff Accounting Bulletin
(“SAB”) No. 101, “Revenue Recognition in Financial Statements.”This charge is reflected as a cumulative effect of an accounting change in the Consoli-
dated Statements of Income.

(9) Effective January 1, 1994, Avon adopted FAS No. 112, “Employers’ Accounting for Postemployment Benefits”, for all applicable 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.”

(10) Two-for-one stock splits were distributed in May 2004, September 1998 and June 1996. All per share data in this report, unless indicated, have been
restated to reflect the splits.

(11) Effective for the year ended December 31, 1997, the Company adopted Statement of Financial Accounting Standards (“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, “Earnings per Share.”
All prior period EPS data have been restated in accordance with FAS No. 128.

(12) For purposes of calculating diluted earnings per share for the years ended December 31, 2003, 2002, 2001 and 2000, after tax interest expense 
of $5.7, $10.4, $10.0 and $4.5, respectively, applicable to Convertible Notes, has been added back to net income.

(13) Avon’s calculation of full-time 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. Approximately 27% of Avon’s U.S. associates are men. Men hold approximately 17% 
of all U.S. officer and manager positions, and approximately 14% of all U.S. office and clerical positions.
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