
AVON PRODUCTS INC
Form 10-K
February 24, 2011
Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

x Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2010

OR

¨ Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from              to             

Commission file number 1-4881

AVON PRODUCTS, INC.
(Exact name of registrant as specified in its charter)

New York 13-0544597
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
1345 Avenue of the Americas, New York, N.Y. 10105-0196

Edgar Filing: AVON PRODUCTS INC - Form 10-K

Table of Contents 1



(Address of principal executive offices)

(212) 282-5000

(Registrant�s telephone number, including area code)

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

Title of each class Name of each exchange on which registered
Common stock (par value $.25) New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  x    No  ¨

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.    Yes  ¨    No  x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    Yes  x    No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K.  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer ¨

Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).    Yes  ¨    No  x

The aggregate market value of voting and non-voting Common Stock (par value $.25) held by non-affiliates at June 30, 2010 (the last business
day of our most recently completed second quarter) was $11.4 billion.

The number of shares of Common Stock (par value $.25) outstanding at January 31, 2011, was 429,774,772

Documents Incorporated by Reference

Part III - Portions of the registrant�s Proxy Statement relating to the 2011 Annual Meeting of Shareholders.
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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. Words such as �estimate,� �project,� �forecast,� �plan,� �believe,� �may,� �expect,� �anticipate,� �intend,� �planned,� �potential,� �can,�
�expectation� and similar expressions, or the negative of those expressions, may identify forward-looking statements. 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 achievement 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 following:

� our ability to implement the key initiatives of, and realize the gross and operating margins and projected benefits (in the amounts and
time schedules we expect) from, our global business strategy, including our multi-year restructuring initiatives, product mix and
pricing strategies, enterprise resource planning, customer service initiatives, product line simplification program, sales and operation
planning process, strategic sourcing initiative, outsourcing strategies, zero-overhead-growth philosophy, Internet platform and
technology strategies, information technology and related system enhancements and cash management, tax, foreign currency hedging
and risk management strategies;

� our ability to realize the anticipated benefits (including any projections concerning future revenue and operating margin increases)
from our multi-year restructuring initiatives or other strategic initiatives on the time schedules or in the amounts that we expect, and
our plans to invest these anticipated benefits ahead of future growth;

� the possibility of business disruption in connection with our multi-year restructuring initiatives or other strategic initiatives;

� our ability to realize sustainable growth from our investments in our brand and the direct-selling channel;

� our ability to transition our business in North America, including optimizing our product portfolio and enhancing field fundamentals;

� a general economic downturn, a recession globally or in one or more of our geographic regions, such as North America, or sudden
disruption in business conditions, and the ability of our broad-based geographic portfolio to withstand an economic downturn,
recession, cost inflation, competitive or other market pressures, or conditions;

� the effect of political, legal, tax and regulatory risks imposed on us, our operations or our Representatives, including foreign
exchange or other restrictions, adoption, interpretation and enforcement of foreign laws including any changes thereto, as well as
reviews and investigations by government regulators that have occurred or may occur from time to time, including, for example,
local regulatory scrutiny in China;

� our ability to effectively implement initiatives to reduce inventory levels in the time period and in the amounts we expect;

� our ability to achieve growth objectives or maintain rates of growth, particularly in our largest markets and developing and emerging
markets, such as Brazil or Russia;
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� our ability to successfully identify new business opportunities and identify and analyze acquisition candidates, secure financing on
favorable terms and negotiate and consummate acquisitions as well as to successfully integrate or manage any acquired business;

� the effect of economic factors, including inflation and fluctuations in interest rates and currency exchange rates, as well as the
designation of Venezuela as a highly inflationary economy, foreign exchange restrictions and the potential effect of such factors on
our business, results of operations and financial condition;

� our ability to successfully transition and evolve our business in China in connection with the development and evolution of the direct
selling business in that market, our ability to operate using a direct-selling model permitted in that market and our ability to retain
and increase the number of Active Representatives there over a sustained period of time;

� general economic and business conditions in our markets, including social, economic and political uncertainties in the international
markets in our portfolio;

� any developments in or consequences of investigations and compliance reviews, and any litigation related thereto, including the
ongoing internal investigation and compliance reviews of Foreign Corrupt Practices Act and related U.S. and foreign law matters in
China and additional countries, as well as any disruption or adverse consequences resulting from such investigations, reviews, related
actions or litigation;

1
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� information technology systems outages, disruption in our supply chain or manufacturing and distribution operations, or other
sudden disruption in business operations beyond our control as a result of events such as acts of terrorism or war, natural disasters,
pandemic situations and large scale power outages;

� the risk of product or ingredient shortages resulting from our concentration of sourcing in fewer suppliers;

� the quality, safety and efficacy of our products;

� the success of our research and development activities;

� our ability to attract and retain key personnel and executives;

� competitive uncertainties in our markets, including competition from companies in the cosmetics, fragrances, skin care and toiletries
industry, some of which are larger than we are and have greater resources;

� our ability to implement our Sales Leadership program globally, to generate Representative activity, to increase the number of
consumers served per Representative and their engagement online, to enhance the Representative and consumer experience and
increase Representative productivity through Service Model Transformation and other investments in the direct-selling channel, and
to compete with other direct-selling organizations to recruit, retain and service Representatives and to continue to innovate the direct
selling model;

� the impact of the seasonal nature of our business, adverse effect of rising energy, commodity and raw material prices, changes in
market trends, purchasing habits of our consumers and changes in consumer preferences, particularly given the global nature of our
business and the conduct of our business in primarily one channel;

� our ability to protect our intellectual property rights;

� the risk of an adverse outcome in any material pending and future litigations or with respect to the legal status of Representatives;

� our ratings, our access to cash and financing and ability to secure financing at attractive rates; and

� the impact of possible pension funding obligations, increased pension expense and any changes in pension regulations or
interpretations thereof on our cash flow and results of operations.

We undertake no obligation to update any such forward-looking statements.

2
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PART I

(Dollars in millions, except per share data)

ITEM 1. BUSINESS

When used in this report, the terms �Avon,� �Company,� �we,� �our� or �us� mean, unless the context otherwise indicates, Avon Products, Inc. and its
majority and wholly owned subsidiaries.

General

We are a global manufacturer and marketer of beauty and related products. We commenced operations in 1886 and were incorporated in the
State of New York on January 27, 1916. We conduct our business in the highly competitive beauty industry and compete against other consumer
packaged goods (�CPG�) and direct-selling companies to create, manufacture and market beauty and non-beauty-related products. Our product
categories are Beauty, Fashion and Home. Beauty consists of color cosmetics, fragrances, skin care and personal care. Fashion consists of
fashion jewelry, watches, apparel, footwear, accessories and children�s products. Home consists of gift and decorative products, housewares,
entertainment and leisure products and nutritional products.

Unlike most of our CPG competitors, which sell their products through third-party retail establishments (e.g., drug stores, department stores),
our business is conducted worldwide primarily in one channel, direct selling. Our reportable segments are based on geographic operations in six
regions: Latin America; North America; Central & Eastern Europe; Western Europe, Middle East & Africa; Asia Pacific; and China. We have
centralized operations for Global Brand Marketing, Global Sales and Supply Chain. Financial information relating to our reportable segments is
included in the �Segment Review� section within Management�s Discussion and Analysis of Financial Condition and Results of Operations, which
we refer to in this report as �MD&A�, on pages 20 through 43 of this 2010 Annual Report on Form 10-K, which we refer to in this report as our
�2010 Annual Report�, and in Note 13, Segment Information, on pages F-33 through F-35 of our 2010 Annual Report. Information about
geographic areas is included in Note 13, Segment Information, on pages F-33 through F-35 of our 2010 Annual Report.

Over the past five years, we have been implementing our multi-year turnaround plan through various strategic initiatives, including our 2005 and
2009 Restructuring Programs, product line simplification program (�PLS�), strategic sourcing initiative (�SSI�) and investments in advertising and
our Representatives. Additional information regarding our strategic initiatives is included in the �Overview� and �Strategic Initiatives� sections
within MD&A on pages 20 through 23 and additional information regarding our inventory is included in the �Provisions for Inventory
Obsolescence� and �Liquidity and Capital Resources� sections within MD&A on pages 25 and 40 through 42 of our 2010 Annual Report.

In July 2010, we purchased substantially all the assets and liabilities of Silpada Designs, Inc. (�Silpada�), a direct seller of jewelry products,
primarily in North America.

Distribution

We presently have sales operations in 64 countries and territories, including the U.S., and distribute our products in 41 more. Unlike most of our
competitors, which sell their products through third party retail establishments (e.g., drug stores, department stores), we primarily sell our
products to the ultimate consumer through the direct-selling channel. In our case, sales of our products are made to the ultimate consumer
principally through direct selling by approximately 6.5 million active independent Representatives. Representatives are independent contractors
and not our employees. Representatives earn a profit by purchasing products directly from us at a discount from a published brochure price and
selling them to their customers, the ultimate consumer of our products. We generally have no arrangements with end users of our products
beyond the Representative, except as described below. No single Representative accounts for more than 10% of our net sales.

A Representative contacts customers directly, selling primarily through our brochure, which highlights new products and special promotions for
each sales campaign. In this sense, the Representative, together with the brochure, are the �store� through which our products are sold. A brochure
introducing a new sales campaign is usually generated every two weeks in the U.S. and every two to four weeks for most markets outside the
U.S. Generally, the Representative forwards an order for a campaign to us using the mail, the Internet, telephone, or fax. This order is processed
and the products are assembled at a distribution center and delivered to the Representative usually through a combination of local and national
delivery companies. Generally, the Representative then delivers the merchandise and collects payment from the customer for his or her own
account. A Representative generally receives a refund of the full price the Representative paid for a product if the Representative chooses to
return it.
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We employ certain electronic order systems to increase Representative support, which allow a Representative to run her or his business more
efficiently and also allow us to improve our order-processing accuracy. For example, in many countries, Representatives can utilize the Internet
to manage their business electronically, including order submission, order tracking, payment and two-way communications with us. In addition
Representatives can further build their own business through personalized web pages provided by us, enabling them to sell a complete line of
our products online. Self-paced online training also is available in certain markets, as well as up-to-the-minute news about us.

In some markets, we use decentralized branches, satellite stores and independent retail operations to serve Representatives and other customers.
Representatives come to a branch to place and pick up product orders for their customers. The branches also create visibility for us with
consumers and help reinforce our beauty image. In certain markets, we provide opportunities to license our beauty centers and other
retail-oriented and direct to consumer opportunities to reach new customers in complementary ways to direct selling. In the U.S. and selected
other markets, we also market our products through consumer websites (www.avon.com in the U.S.).

The recruiting or appointing and training of Representatives are the primary responsibilities of district sales managers and zone managers.
Depending on the market and the responsibilities of the role, some of these individuals are our employees and some are independent contractors.
Those who are employees are paid a salary and an incentive based primarily on the achievement of a sales objective in their district. Those who
are independent contractors are rewarded primarily based on total sales achieved in their zones or downlines. Personal contacts, including
recommendations from current Representatives (including the Sales Leadership program), and local market advertising constitute the primary
means of obtaining new Representatives. The Sales Leadership program is a multi-level compensation program which gives Representatives,
known as Sales Leadership Representatives, the opportunity to earn bonuses based on the net sales made by Representatives they have recruited
and trained in addition to discounts earned on their own sales of our products. This program generally limits the number of levels on which
commissions can be earned to three and continues to focus on individual product sales by Sales Leadership Representatives. The primary
responsibilities of Sales Leadership Representatives are the prospecting, appointing, training and development of their down-line
Representatives while maintaining a certain level of their own sales. Development of the Sales Leadership program throughout the world is one
part of our long-term growth strategy. As described above, the Representative is the �store� through which we primarily sell our products and
given the high rate of turnover among Representatives (a common characteristic of direct selling), it is critical that we recruit, retain and service
Representatives on a continuing basis in order to maintain and grow our business. As part of our multi-year turnaround plan, we have initiatives
underway to standardize global processes for prospecting, appointing, training and developing Representatives, as well as training and
developing our direct-selling executives.

One of our key strategies to recruit and retain Representatives is to improve the reward and effort equation for our Representatives
(Representative Value Proposition or �RVP�). We have allocated significant incremental investment to grow our Representative base, to increase
the frequency with which the Representatives order and the size of the order. We have also undertaken extensive research to determine the pay
back on specific advertising, field tools and other actions and the optimal balance of these tools and actions in key markets. In addition to a
research and marketing intelligence staff, we have employed both internal and external statisticians to develop proprietary, fact-based regression
analyses using our vast product and sales history.

From time to time, local governments and others question the legal status of Representatives or impose burdens inconsistent with their status as
independent contractors, often in regard to possible coverage under social benefit laws that would require us (and, in most instances, the
Representatives) to make regular contributions to government social benefit funds. Although we have generally been able to address these
questions in a satisfactory manner, these questions can be raised again following regulatory changes in a jurisdiction or can be raised in
additional jurisdictions. If there should be a final determination adverse to us in a country, the cost for future, and possibly past, contributions
could be so substantial in the context of the volume and profitability of our business in that country that we would consider discontinuing
operations in that country.

Promotion and Marketing

Sales promotion and sales development activities are directed at assisting Representatives, through sales aids such as brochures, product samples
and demonstration products. In order to support the efforts of Representatives to reach new customers, specially designed sales aids, promotional
pieces, customer flyers, television and print advertising are used. In addition, we seek to motivate our Representatives through the use of special
incentive programs that reward superior sales performance. We have made significant investments to understand the financial return of such
field incentives. Periodic sales meetings with Representatives are conducted by the district sales or zone managers. The meetings are designed to
keep Representatives abreast of product line changes, explain sales techniques and provide recognition for sales performance.

4
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A number of merchandising techniques are used, including the introduction of new products, the use of combination offers, the use of trial sizes
and samples, and the promotion of products packaged as gift items. In general, for each sales campaign, a distinctive brochure is published, in
which new products are introduced and selected items are offered as special promotions or are given particular prominence in the brochure. A
key current priority for our merchandising is to expand the use of pricing and promotional models to enable a deeper, fact-based understanding
of the role and impact of pricing within our product portfolio.

Investment in advertising is another key strategy. We significantly increased spending on advertising since 2006, including advertising to recruit
Representatives. We expect this to be an ongoing investment to strengthen our beauty image worldwide and drive sales positively.

From time to time, various regulations or laws have been proposed or adopted that would, in general, restrict the frequency, duration or volume
of sales resulting from new product introductions, special promotions or other special price offers. We expect our pricing flexibility and broad
product lines to mitigate the effect of these regulations.

Competitive Conditions

We face competition from various products and product lines both domestically and internationally. The beauty and beauty-related products
industry is highly competitive and the number of competitors and degree of competition that we face in this industry varies widely from country
to country. Worldwide, we compete against products sold to consumers by other direct-selling and direct-sales companies and through the
Internet, and against products sold through the mass market and prestige retail channels.

Specifically, due to the nature of the direct-selling channel, we compete on a regional, often country-by-country basis, with our direct-selling
competitors. Unlike most other beauty companies, we compete within a distinct business model where providing a compelling earnings
opportunity for our Representatives is as critical as developing and marketing new and innovative products. As a result, in contrast to a typical
CPG company which operates within a broad-based consumer pool, we must first compete for a limited pool of Representatives before we reach
the ultimate consumer.

Within the broader CPG industry, we principally compete against large and well-known cosmetics and fragrances companies that manufacture
and sell broad product lines through various types of retail establishments. In addition, we compete against many other companies that
manufacture and sell more narrow beauty product lines sold through retail establishments and other channels.

We also have many competitors in the gift and decorative products and apparel industries globally, including retail establishments, principally
department stores, gift shops and specialty retailers, and direct-mail companies specializing in these products.

Our principal competition in the fashion jewelry industry consists of a few large companies and many small companies that sell fashion jewelry
through retail establishments and direct-selling.

We believe that the personalized customer service offered by our Representatives; the amount and type of field incentives we offer our
Representatives on a market-by-market basis; the high quality, attractive designs and prices of our products; the high level of new and innovative
products; our easily recognized brand name and our guarantee of product satisfaction are significant factors in helping to establish and
maintaining our competitive position.

International Operations

Our international operations are conducted primarily through subsidiaries in 63 countries and territories outside of the U.S. In addition to these
countries and territories, our products are distributed in 41 other countries and territories through distributorships.

Our international operations are subject to risks inherent in conducting business abroad, including, but not limited to, the risk of adverse
currency fluctuations, currency remittance restrictions and unfavorable social, economic and political conditions.

See the sections �Risk Factors - Our ability to conduct business, particularly in international markets, may be affected by political, legal, tax and
regulatory risks� and �Risk Factors - We are subject to financial risks related to our international operations, including exposure to foreign
currency fluctuations� in Item 1A on page 8 of our 2010 Annual Report.
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Manufacturing

We manufacture and package almost all of our Beauty products. Raw materials, consisting chiefly of essential oils, chemicals, containers and
packaging components, are purchased for our Beauty products from various suppliers. Almost all of our Fashion and Home products are
purchased from various suppliers. Additionally, we design the brochures that are used by the Representatives to sell our products. The loss of
any one supplier would not have a material impact on our ability to source raw materials for our Beauty products or source products for our
Fashion and Home categories or paper for the brochures.

Packages, consisting of containers and packaging components, are designed by our staff of artists and designers. The design and development of
new Beauty products are affected by the cost and availability of materials such as glass, plastics and chemicals. We believe that we can continue
to obtain sufficient raw materials and supplies to manufacture and produce our Beauty products for the foreseeable future.

As further described in the �Overview� and �Strategic Initiatives� sections within MD&A on pages 20 through 23, we continue to implement the
principles of SSI to reduce direct and indirect costs of materials, goods and services. Under this initiative, we continue to shift our purchasing
strategy from a local, commodity-oriented approach towards a globally-coordinated effort.

We also continue to implement an enterprise resource planning (�ERP�) system on a worldwide basis, which is expected to improve the efficiency
of our supply chain and financial transaction processes. The implementation is expected to continue in phases over the next several years. We
have completed implementation in certain significant markets.

See Item 2, Properties, for additional information regarding the location of our principal manufacturing facilities.

Product Categories

Each of our three product categories account for 10% or more of consolidated net sales. The following is the percentage of net sales by product
category for the years ended December 31:

2010 2009 2008
Beauty 71% 72% 72% 
Fashion 19% 18% 18% 
Home 10% 10% 10% 

Trademarks and Patents

Our business is not materially dependent on the existence of third-party patent, trademark or other third-party intellectual property rights, and we
are not a party to any ongoing material licenses, franchises or concessions. We do seek to protect our key proprietary technologies by
aggressively pursuing comprehensive patent coverage in major markets. We protect our Avon name and other major proprietary trademarks
through registration of these trademarks in the markets where we sell our products, monitoring the markets for infringement of such trademarks
by others, and by taking appropriate steps to stop any infringing activities.

Seasonal Nature of Business

Our sales and earnings have a marked seasonal pattern characteristic of many companies selling Beauty, gift and decorative products, apparel,
and fashion jewelry. Holiday sales cause a sales peak in the fourth quarter of the year; however, the sales volume of holiday gift items is, by its
nature, difficult to forecast. Fourth quarter revenue and operating data was as follows:

2010 2009
Fourth quarter revenues as a % of total revenue 29% 31% 
Fourth quarter operating profit as a % of total operating profit 33% 41% 

The fourth quarter operating profit comparison between 2010 and 2009 was impacted by higher costs to implement our restructuring initiatives
in 2010 compared to 2009. The fourth quarter of 2010 included costs to implement our restructuring initiatives of $58.3, whereas the fourth
quarter of 2009 included $33.7 of costs to implement our restructuring initiatives.
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Research and Product Development Activities

New products are essential to growth in the highly competitive cosmetics industry. Our research and development department�s efforts are
significant to developing new products, including formulating effective beauty treatments relevant to women�s needs, and redesigning or
reformulating existing products. To increase our brand competitiveness, we have sustained our focus on new technology and product innovation
to deliver first-to-market products that provide visible consumer benefits.
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Our global research and development facility is located in Suffern, NY. A team of researchers and technicians apply the disciplines of science to
the practical aspects of bringing products to market around the world. Relationships with dermatologists and other specialists enhance our ability
to deliver new formulas and ingredients to market. Additionally, we have satellite research facilities located in Argentina, Brazil, China, Mexico,
Poland and South Africa. In 2010, we invested in our R&D facility in Shanghai, China to increase our ability to develop products to better meet
Asian consumers� needs.

In 2010, our most significant product launches included: UCR Mega Impact Lipstick, Super Extend Mascara, Eternal Magic Fragrance,
Outspoken by Fergie Fragrance, Anew Platinum Night Cream and Serum, Anew Luminosity-Pro Serum, and Advance Technique Lotus Shield .

The amounts incurred on research activities relating to the development of new products and the improvement of existing products were $72.6 in
2010, $65.4 in 2009 and $69.7 in 2008. This research included the activities of product research and development and package design and
development. Most of these activities were related to the development of Beauty products.

Environmental Matters

In general, compliance with environmental regulations impacting our global operations has not had, and is not anticipated to have, any material
adverse effect on our capital expenditures, financial position or competitive position.

Employees

At December 31, 2010, we employed approximately 42,000 employees. Of these, approximately 6,200 were employed in the U.S. and 35,800 in
other countries.

Website Access to Reports

Our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports, are, and have
been throughout 2010, available without charge on our investor website (www.avoninvestor.com) as soon as reasonably practicable after they are
filed with or furnished to the Securities and Exchange Commission (the �SEC�). We also make available on our website the charters of our Board
Committees, our Corporate Governance Guidelines and our Code of Business Conduct and Ethics. Copies of these SEC reports and other
documents are also available, without charge, from Investor Relations, Avon Products, Inc., 1345 Avenue of the Americas, New York, NY
10105-0196 or by sending an email to investor.relations@avon.com or by calling (212) 282-5320. Information on our website does not
constitute part of this report. Additionally, our filings with the SEC may be read and copied at the SEC Public Reference Room at 100 F Street,
NE Washington, DC 20549. Information on the operation of the Public Reference Room may be obtained by calling 1-800-SEC-0330. These
filings including reports, proxy and information statements, and other information regarding the Company are also available on the SEC�s
website at www.sec.gov free of charge as soon as reasonably practicable after we have filed or furnished the above referenced reports.
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ITEM 1A. RISK FACTORS

You should carefully consider each of the following risks associated with an investment in our publicly traded securities and all of the other
information in our 2010 Annual Report. Our business may also be adversely affected by risks and uncertainties not presently known to us or that
we currently believe to be immaterial. If any of the events contemplated by the following discussion of risks should occur, our business,
prospects, financial condition and results of operations may suffer.

Our success depends on our ability to execute fully our global business strategy.

Our ability to implement the key initiatives of our global business strategy is dependent upon a number of factors, including our ability to:

� implement our multi-year restructuring programs and achieve anticipated savings from the initiatives under these programs;

� increase our beauty sales and market share, and strengthen our brand image;

� realize anticipated cost savings and reinvest such savings effectively in consumer-oriented investments and other aspects of our
business;

� implement appropriate product mix and pricing strategies, including our PLS program and achieve anticipated benefits from these
strategies;

� implement enterprise resource planning and SSI and realize efficiencies across our supply chain, marketing processes, sales model
and organizational structure;

� implement customer service initiatives, the Sales and Operation Planning process and a zero overhead growth philosophy;

� implement and continue to innovate our Internet platform and technology strategies;

� implement our outsourcing strategies;

� implement initiatives to reduce inventory levels;

� secure financings at attractive rates, maintain appropriate cash flow levels and implement cash management, tax, foreign currency
hedging and risk management strategies;

� transition our business in North America, including optimizing our product portfolio and enhancing field fundamentals;

� implement our Sales Leadership program globally, recruit Representatives, enhance the Representative experience and increase their
productivity through Service Model Transformation and other investments in the direct selling channel;
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� increase the number of consumers served per Representative and their engagement online, as well as to reach new consumers
through a combination of new brands, new businesses, new channels and pursuit of strategic opportunities such as acquisitions, joint
ventures and strategic alliances with other companies; and

� estimate and achieve any projections concerning future revenue and operating margin increases.
There can be no assurance that any of these initiatives will be successfully and fully executed in the amounts or within the time periods that we
expect.

We may experience difficulties, delays or unexpected costs in completing our multi-year turnaround plan, including achieving the
anticipated savings and benefits of the initiatives thereunder.

In November 2005, we announced a multi-year turnaround plan as part of a major drive to fuel revenue growth and expand profit margins, while
increasing consumer investments. Restructuring initiatives that are part of the turnaround plan include: enhancement of organizational
effectiveness, implementation of a global manufacturing strategy through facilities realignment, additional supply chain efficiencies in the areas
of procurement and distribution and streamlining of transactional and other services through outsourcing and moves to low-cost countries. As
part of the turnaround plan, we also launched our PLS program and SSI initiative. In February 2009, we announced a new restructuring program
under our multi-year turnaround plan, which focuses on restructuring our global supply chain operations, realigning certain local business
support functions to a more regional basis to drive increased efficiencies, streamlining transaction-related services, including selective
outsourcing, and reorganizing certain functions.

We may not realize, in full or in part, the anticipated savings or benefits from one or more of these initiatives, and other events and
circumstances, such as difficulties, delays or unexpected costs, may occur which could result in our not realizing all or any of the anticipated
savings or benefits. If we are unable to realize these savings or benefits, our ability
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to continue to fund planned advertising, market intelligence, consumer research and product innovation initiatives may be adversely affected. In
addition, our plans to invest these savings and benefits ahead of future growth means that such costs will be incurred whether or not we realize
these savings and benefits.

We are also subject to the risk of business disruption in connection with our multi-year restructuring programs or other strategic initiatives,
which could have a material adverse effect on our business, financial condition and operating results.

There can be no assurance that we will be able to achieve our growth objectives or maintain rates of growth.

There can be no assurance that we will be able to achieve profitable growth in the future or maintain rates of growth, particularly in our largest
markets and developing and emerging markets, such as Brazil or Russia. Our growth overall is also subject to the strengths and weakness of our
individual markets, including our international markets, which are or may be impacted by global economic conditions. We cannot assure that our
broad-based geographic portfolio will be able to withstand an economic downturn, recession, cost inflation, competitive or other market
pressures in one or more particular regions. Our ability to increase or maintain revenue and earnings depends on numerous factors, and there can
be no assurance that our current or future business strategies will lead us to achieve our growth objectives or maintain our rates of growth.

Our business is conducted worldwide primarily in one channel, direct selling.

Our business is conducted worldwide, primarily in the direct-selling channel. Sales are made to the ultimate consumer principally through
approximately 6.5 million active independent Representatives worldwide. There is a high rate of turnover among Representatives, which is a
common characteristic of the direct-selling business. As a result, in order to maintain our business and grow our business in the future, we need
to recruit, retain and service Representatives on a continuing basis and continue to innovate the direct-selling model. If consumers change their
purchasing habits, such as by reducing purchases of beauty and related products generally, or by reducing purchases from Representatives or
buying beauty and related products in channels other than in direct selling, this could reduce our sales and have a material adverse effect on our
business, financial condition and results of operations. If our competitors establish greater market share in the direct-selling channel, our
business, financial condition and operating results may be adversely affected. Furthermore, if any government bans or severely restricts our
business method of direct selling, our business, financial condition and operating results may be adversely affected.

Our ability to conduct business, particularly in international markets, may be affected by political, legal, tax and regulatory risks.

Our ability to capitalize on growth, particularly in new international markets, and to maintain the current level of operations, particularly in our
existing international markets, is exposed to risks associated with our international operations, including:

� the possibility that a foreign government might ban or severely restrict our business method of direct selling, or that local civil
unrest, political instability or changes in diplomatic or trade relationships might disrupt our operations in an international market;

� the lack of well-established or reliable legal systems in certain areas where we operate;

� the adoption of new U.S. or international tax legislation or exposure to additional tax liabilities;

� the possibility that a government authority might impose legal, tax or other financial burdens on our Representatives, as direct
sellers, or on Avon, due, for example, to the structure of our operations in various markets; and

� the possibility that a government authority might challenge the status of our Representatives as independent contractors or impose
employment or social taxes on our Representatives.

For example, in 1998, the Chinese government banned direct selling but, subsequently in April 2005, the Chinese government granted approval
for us to proceed with a limited test of direct selling in certain areas. The Chinese government later issued direct-selling regulations in late 2005,
and we were granted a direct-selling license by China�s Ministry of Commerce in late February 2006, which has allowed us to commence direct
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selling under such regulations. However, there can be no assurance that these and other regulations and approvals will not be rescinded,
restricted or otherwise altered, which may have a material adverse effect on our direct selling business in China. There can be no assurance that
we will be able to successfully transition and evolve our business in China in connection with the development and evolution of the direct selling
business in that market and successfully operate using a direct-selling model permitted in that market, or that we will experience growth in that
or other emerging markets. We may encounter similar political, legal and regulatory risks in other international markets in our portfolio.
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We are also subject to the adoption, interpretation and enforcement by governmental agencies of other foreign laws, rules, regulations or
policies, including any changes thereto, such as restrictions on trade, import and export license requirements, privacy and data protection laws,
records and information management, and tariffs and taxes, which may require us to adjust our operations and systems in certain markets where
we do business. For example, privacy and data protection laws are subject to frequently changing rules and regulations, which may vary among
the various jurisdictions where we operate. If we are unable to adhere to or successfully implement processes in response to changing regulatory
requirements, our business and/or reputation may be adversely affected. In addition, we face legal and regulatory risks in the United States and,
in particular, cannot predict with certainty the outcome of various contingencies or the impact that pending or future legislative and regulatory
changes may have on our business in the future. The U.S. Federal Trade Commission has proposed business opportunity regulations which may
have an effect upon the Company�s method of operating in the U.S. It is not possible to gauge what any final regulation may provide, its effective
date or its impact at this time.

We are subject to financial risks related to our international operations, including exposure to foreign currency fluctuations.

We operate globally, through operations in various locations around the world, and derive approximately 83% of our consolidated revenue from
our operations outside of the U.S.

One risk associated with our international operations is that the functional currency for most of our international operations is the applicable
local currency. Because of this, movements in exchange rates may have a significant impact on our earnings, cash flow and financial position.
For example, currencies for which we have significant exposures include the Argentine peso, Brazilian real, British pound, Canadian dollar,
Chinese renminbi, Colombian peso, the euro, Mexican peso, Philippine peso, Polish zloty, Russian ruble, Turkish lira, Ukrainian hryvnia and
Venezuelan bolívar. Although we implement foreign currency hedging and risk management strategies to reduce our exposure to fluctuations in
earnings and cash flows associated with changes in foreign exchange rates, there can be no assurance that foreign currency fluctuations will not
have a material adverse effect on our business, results of operations and financial condition.

Another risk associated with our international operations is the possibility that a foreign government may impose currency remittance
restrictions. Due to the possibility of government restrictions on transfers of cash out of the country and control of exchange rates, we may not
be able to immediately repatriate cash at the official exchange rate or if the official exchange rate devalues, it may have a material adverse effect
on our business, results of operations and financial condition. For example, currency restrictions enacted by the Venezuelan government in 2003
have become more restrictive and have impacted the ability of our subsidiary in Venezuela (�Avon Venezuela�) to obtain foreign currency at the
official rate to pay for imported products. Unless official foreign exchange is made more readily available, Avon Venezuela�s operations will
continue to be negatively impacted as it will need to obtain more of its foreign currency needs from non-government sources where the exchange
rate is less favorable than the official rate.

Inflation is another risk associated with our international operations. For example, Venezuela has been designated as a highly inflationary
economy. Gains and losses resulting from the remeasurement of the financial statements of subsidiaries operating in highly inflationary
economies are recorded in earnings. Given Venezuela�s designation as a highly inflationary economy and the devaluation of the official rate, our
revenue, operating profit, and net income will continue to be negatively impacted in 2011 and beyond. In addition, there can be no assurance that
other countries in which we operate will not also become highly inflationary and that our operations will not be negatively impacted as a result.
See the �Segment Review� section within MD&A on page 33 of our 2010 Annual Report for additional information regarding Venezuela.

A general economic downturn, a recession globally or in one or more of our geographic regions or sudden disruption in business conditions
may adversely affect our business, including consumer purchases of discretionary items, such as beauty and related products.

A downturn in the economies in which we sell our products, including any recession in one or more of our geographic regions, or the current
global macro-economic pressures, could adversely affect our business. Recent global economic events over the past few years, especially in
North America, including job losses, the tightening of credit markets and failures of financial institutions and other entities, have resulted in
challenges to our business and a heightened concern regarding further deterioration globally. If current economic conditions continue or worsen,
we could experience potential declines in revenues, profitability and cash flow due to reduced orders, payment delays, supply chain disruptions
or other factors caused by economic challenges faced by customers, prospective customers and suppliers. Additionally, if these conditions
continue or worsen, any one or all of them could potentially have a material adverse effect on our liquidity and capital resources, including our
ability to issue commercial paper, raise additional capital or the ability of lenders to maintain our credit lines, and our ability to maintain
offshore cash balances, or otherwise negatively impact our business, results of operations and financial condition.

10

Edgar Filing: AVON PRODUCTS INC - Form 10-K

Table of Contents 20



Table of Contents

Consumer spending is generally affected by a number of factors, including general economic conditions, inflation, interest rates, energy costs,
gasoline prices and consumer confidence generally, all of which are beyond our control. Consumer purchases of discretionary items tend to
decline during recessionary periods, when disposable income is lower, and may impact sales of our products. We face continued economic
challenges in fiscal 2011 because customers may continue to have less money for discretionary purchases as a result of job losses, foreclosures,
bankruptcies, reduced access to credit and sharply falling home prices, among other things.

In addition, sudden disruptions in business conditions as a result of a terrorist attack similar to the events of September 11, 2001, including
further attacks, retaliation and the threat of further attacks or retaliation, war, adverse weather conditions and climate changes or other natural
disasters, such as Hurricane Katrina, pandemic situations or large scale power outages can have a short or, sometimes, long-term impact on
consumer spending.

We face significant competition.

We face competition from competing products in each of our lines of business, in both the domestic and international markets. Worldwide, we
compete against products sold to consumers by other direct-selling and direct-sales companies and through the Internet, and against products
sold through the mass market and prestige retail channels. We also face increasing competition in our developing and emerging markets.

Within the direct selling channel, we compete on a regional, and often country-by-country basis, with our direct-selling competitors. There are
also a number of direct-selling companies that sell product lines similar to ours, some of which also have worldwide operations and compete
with us globally. Unlike most other beauty companies, we compete within a distinct business model where providing a compelling earnings
opportunity for our Representatives is as critical as developing and marketing new and innovative products. Therefore, in contrast to a typical
consumer packaged goods (�CPG�) company which operates within a broad-based consumer pool, we must first compete for a limited pool of
Representatives before we reach the ultimate consumer.

Direct sellers compete for representative or entrepreneurial talent by providing a more competitive earnings opportunity or �better deal� than that
offered by the competition. Representatives are attracted to a direct seller by competitive earnings opportunities, often through what are
commonly known as �field incentives� in the direct selling industry. Competitors devote substantial effort to finding out the effectiveness of such
incentives so that they can invest in incentives that are the most cost effective or produce the better payback. As the largest and oldest beauty
direct seller, Avon�s business model and strategies are often highly sought after, particularly by smaller local and more nimble competitors who
seek to capitalize on our investment and experience. As a result, we are subject to significant competition for the recruitment of Representatives
from other direct selling or network marketing organizations. It is therefore continually necessary to innovate and enhance our direct selling and
service model as well as to recruit and retain new Representatives. If we are unable to do so our business will be adversely affected.

Within the broader CPG industry, we compete against large and well-known cosmetics and fragrances companies that manufacture and sell
broad product lines through various types of retail establishments. In addition, we compete against many other companies that manufacture and
sell in more narrow Beauty product lines sold through retail establishments. This industry is highly competitive, and some of our principal
competitors in the CPG industry are larger than we are and have greater resources than we do. Competitive activities on their part could cause
our sales to suffer. We have many competitors in the highly c
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