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Notes to the consolidated financial statemen

2. Segment information

Nokia is organized on a worldwide basis inla three primary husinress
segments: Hokia Networks. Nokia Mobile Phones and Hokia Ventures Or-
ganization, Nokia's repartable segments are strategic business units that
offer dilferent produicis and services for which manthly financial infor-
mation is provider to the Bnard.

Nnkia Hotwarke is a leading provider of mabile_fixed hroadband and
1P netwaork infrastructure and related services, Nnkia Networks aims to
he a leader in 1P mability core, radio and hroadband access for netwnrk
providers mul operators,

Nokia Mohile Thones develops, n1nr||1fn_rrfns and snpn]i muhile
No

phones and wireless data products. including a romplete range of ceblu-
1ar phones for all major digital and analeg standards warldwide.

Nokia Ventures Organtzation exists to rreate new husinesses outside
the natural development path of the rompany’s core activities. The unit
comprises venture capital activities, inruhation. and a portfolio of new
ventures, including two more mature husinesses: Nokia lnternel Com-
munications and Nokia Home Communications.

Commean Group Functions ronsists nf commaon research and groeral

Group funclions. W

ELUR 2 064 millinn fre 2001 {FUR 2 290 miflion in 7000). The goadwill and capltatired
devrlnpment costs consist of FOR RN mitfion in 2001 {FUR 594 millian in 2000 for Nokia
Hetworks, IR 5% miflion in 2001 {TUR 475 millinn in 20061 for Hakia Mnbile Phones and
FUR 1A T miillinn {n 2r1 [P35k 118 mittion in 20041) for Rokda Vendires Grganization.

¢ (omprises Intangible assets, progerty, plant and squipment, investnents, inventores
aruf acconnts rerelvabde as woll as prepaid expenses and A cried Ineome excep? those

ia Hokia Common Total
Nokia Hobhile Ventures Group reportable Etimina-
#001, EURM Networks Phones Qrganization functions segments tions Group
Profit and Loss information
- Net sales to external customers 7521 73107 563 . 31191 31191
Het sales to nther seqments 13 51 22 - A6 -86 -
Pepreciation and amortization 511 642 115 162 1430 1430

3-dmpairmaent and rustomer finance chargrs 975 - 307 j:0) 1317 1312

A~Dperating profil -13 4521 -855 231 3367 3362

S<Share of resilts of associated campanies - - - -12 -2 <12

Balance Sheet Information

6L apital expenditurn ! 208 3t 23 353 1014 1041

F-Segment assets ” 5469 & 087 260 1104 12920 968 13888
of which:

8 == Investments in assaciated companies . - - 49 49 49
Unallocated assets ? 8539
Total assets ! 22427

[§>Segment liahilities * 7 A4 A 867 283 258 7492 -132 T 360
Unallgcated liabilities 5 2 666
Toral liahilities * 10026

2000, EURmM

Profit and Lass Information
Het sales to external custamers 7708 71 844 824 - ni7e 36376
tiet sales (o other seqments 6 43 30 - 79 -79 -
Depreciation and amaortization 354 467 102 86 1009 1009
Operating profit 1348 4879 -387 -T4 EREL 5778
Share af resobts of assaciated empanies - - - -16 -16 -16

Balance Sheet Information
fapital expendituce ! 3n4 902 38 336 1580 1 580
Segment assets” 5076 7108 709 1577 14 470 -688 13 782
of which:

Investments in associated companies - - - 61 61 61
Unallgcated assets ' 6108
Total assets ' 19 890
Segment liabilities * 1936 4602 . 256 686 7 480 -685 6 795
Unailncated liabilities * 2119
Tatal Kahilities * 8 915

1 Iherling gondwill and rapitalized development (osts. capital expenditures amoumt to relaied to interest and taxes,

3 Unallocated assets induding prepaid expenses and acored income related to taxes
and deferred tax assets {EUR 1 106 million 1n 2001 and {UR 563 millien in 2000).

4 Compeises acounts payable, deferred income, accrted oxpenses and peavisions except
those related to Interest and Laxes.

% lnaliocated Kabilities induding prepaid income and accrued expenses related tn taxes
and deferred tax fiabilities (€ust 1 077 million in 2001 and tUR 339 million in 2000).

Hokia | Annual Acconnts 2001 15
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Motes to the consolidated financial statements'" '

ﬁ i e

The arcounting palicies of the segments are the same as those de-

scribed in Note 1. Nokiz acconnts for interseginent vevenues and trans-

frrs as if the rovenurs or transfors were tn thivd parties, thatis. at cur-

-

rent market prices. Nokia eyatugtes the performance ol its segments and
allocates resourees ta them hased oh operating profit,
Nn single ciistamer represents 10% or mare of Group revenites.

)

Net sales to external customers 2001 2000
by gecgraphic area EFURmM HIRm
finland 453 494
1SA 5614 SNz
(hina 3418 311065
(;reat Britain Z 808 28728
Germany 2003 2579
Other 16 895 16098
ntal 31 191 30376
Segment assets 2001 2000
by geographic area EURM FiRm
finland 5 087 4688
Usa 2279 2774
(hina 1668 2030
Great Britain 519 654
Lermany 611 909
Other 3724 2727
Total 13888 137182
@(apital expenditures 2001 2000
by market area EURM fURM
finland 477 587
sA’ 151 219
thina 131 157
Great Britain 34 75
fHermany 37 133
Other® 211 349
Total 1041 1580

1 Ineluding anardwill and capitalized develanment costs, capital exprendisires amannt to
$18 7 (64 critlion i 20t (IR 2 999 miflion in 2000). The goodwill and capltatized
devalnpment (nsts cansist of FIER SR miliion 0 4154 in 2001 {(TUR SAT millinn in 2000}
and FUR A4t million in otlior areas in 2008 (FUR %43 million in 2000).

16 Nokia | Annual Acenunts 2001

3. Percentage of completion

Cantract sales recognized under the percentage of rampletien method
were approximately FUR 6.7 billion in 2001 {EiFR 6.7 billion in 2000). Pay-
ments received in advance of contract revenues were FUR 146 million at
Pecernber 31, 2001 (EUR 97 million in 2000}, Contract revenues recorded
prior to billings were not significant.

Revenue recognitlon on initial third generation network contracts
begins upon successful delivery of the first aperational phase of the net-
wark. Due to the development activities required to reach this milestone,
revenue is not considered ecarned until specified functionality is
achieved. Prior te reaching this milestone, costs incitrred are recorded as
project wark in progress. These costs amounted 1o FUR 258 million at
December 31, 2001 (see Hate 17).

4. Personnel expenses

2001 2000

EURM FURM

Wages and salaries 2 388 2378
Pension expenses, net 193 54
Other social expenses 524 456
Personnel expenses as per profit and loss account 3105 2 888

Pension expenses comprise EUR 196 million in 2001 (FUR 92 million in
2000} in respect of multi-employer. insured and defined contribution
plans.

Remeuneration of the Chairman and the other
members of the Boards of Directors,

Group Executive Beard and Presidents and
Mamvaging Directors *

16 17

* [ncentives Included in remuneration 2 4

Pension commitments for the management:

The retirement age of the management of the Group companies is be-
tween 60 - 65 years. For the Chief Executive Officer anit the President of
the Parent Company the retirement age i< 60 years.

5. Pensions

The most significant pension plans are in Finland and are comprised of
the Finnish state TEL system with benefits directly linked to employee
earnings. These benefits are financed in two distinet portions, The ma-
jority of benefits are financed by contributions to a central pooi with the
maiqority of the contributions being used to pay current benefits. The oth-
er part comprises reserved benefits which are pre-funded through the
trustee-administered Nokia Pension Foundation. The pooled pottion of
the TE) system is accounted for as a defined contribution plan and the
reserved portion as a defined benefit plan. The foreign ptans incdude
both defined contribution and defined benelit plans,
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Notes on segment reporting

In accordance with 1AS 14 (Segment Reporting), a breakdown of certain data in the
financial statements is given by segment and geographical region. The segments and
regions are the same as those used for internal reporting. The aim is to provide users of
the financia! statements with information regarding the profitability and future prospects
of the Group’s various activities. To allow a more accurate appraisal of continuing
aperations, the discontinuing operations are shown separately.

The Bayer Group is managed on the basis of business groups, which are aggregated
into reportable segments according to economic characteristics, products, production
processes, customer relationships and methods of distribution. There are currently
14 business groups, which are aggregated here into 7 reportable segments.

The segments shown as continuing operations embrace the following activities:

Segment Activity

Health Care

Pharmaceuticals & Development and marketing of ethical pharmaceuticals
Biological Products

Consumer Care & Development and marketing of over-the-counter medications,

Diagnostics nutritional supplements, insecticides and insect repellents and
diagnostic preducts for central laboratory, near patient testing,
and self-testing applications

Agriculture

Crop Protection Development and marketing of insecticides, fungicides and
herbicides for all climate zones

Animal Health Development and marketing of veterinary medicines, nutritionals
and grooming products for companion animals and livestock

Polymers

Plastics & Rubber Manufacturing and marketing of engineering plastics and a
variety of raw materials for the rubber and tire industries

Polyurethanes, Development, enanufacturing and marketing of a range of

Coatings & Colorants polyurethane raw materials for a wide variety of applications, as
well as coating and adhesive raw materials and colorants

Chemicals Manufacture and marketing of bulk and specialty chemicals,
metal and ceramic powders and cellulosics

The reconciliation eliminates intersegment items and reflects income and expenses not
allocable to segments, siich as centrad R&D expenses, corporate costs, and revenues
and expenses from sideline operations. It also reflects non-allocable assets and
liabilities.

Business activities that Bayer has already divested or intends to divest are shown as
discontinuing operations. These are the Haarmann & Reimer, Erddlchemie and Fibers
business groups.
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@ Health Care . Agriculiure
Sagments Pharmaceuticais & Consumer Care & Crop Protection Animal Heaith
Blological Products Diagnostics
€ mitlion 2001 2000 200% 2000 2001 2000 2001 2000
~Net sales (external) 5,729 6,140 4,104 3,888 2,708 2,456 988 959
D = Change in € -6.7% +22.7%| +5.6% +156% | +103% +128%| -1.1% +8.9%
= Change in focal currencies -6.7% +119%| +5.0% +5.4% ] +1C7% _+3.9%1 -1.1% _-14%
Llntersegrnent sales 38 39 2 Q 102 97 2] 6
Other operating income 62 90 49 51 102 38 13 41
~(perating result before exceptionals 383 1,165 388 311 453 401 172 157
@ Return on sales before exceptionals 6.7%  19.0% 9.5%% 8.0%] 16.7% 163%] 17.4% 157%
Exceptional items (332} {5) (47} (134) 0 i 0 25
~Operating result 51 1,160 341 177 453 402 172 182
Return on sales 0.5% 189% 8.3% 4.6% 16.7% 164%] 17.4%  18.2%
lbﬁross cash flow 229 1,048 534 371 550 397 163 160
Capital invested 5352 527| 373 3650 3,884 3,664 645 725
CFROI 42% 213%| 14.0%  104%| 13.5% 14.0%| 22.8% 20.0%
@ [Equity—method income 0 0 Q 0 G 0 O 0
Equity-method investments 16 20 0 0 8 0 0 0
[E=>Total assets 5303 5291} 3956 3,480 | 3483 3218 734 768
[6==Capital expenditures 415 553 267 192 215 233 49 50
DAmortization and depreciation 364 273 251 256 247 143 40 40
[8==Liabilities 1869 2202 1,271 1,158 ] 1,130 947 379 337
]}>Research and development expenses 1,242 1,096 252 266 292 276 98 94
ﬁ§>Number of employees {as of Dec. 31) | 26,800 27,200 | 14.900 151004 10,900 11,0001 3900 3,900
Polymers Chemicals V v
Segments Plastics & Poiyurethanes, Chemicals
Rubber Coatings &
Colorants
€ million 2001 2000 2001 2000 2001 2000
Net sales (external) 5581 5816 5207 50761 3749 3410
= Change in € ~40% +257%] +26% +30.0%[ +9.9% +19.4%
» Change in local currencies ~50% +195%) +21% +234%| +10.0% +13.3%
Intersegment sales 116 122 138 462 456 466
Other operating income 87 28 5] 42 53 35
Operating result before exceptionals 288 b60 145 518 271 370
Retum on sales before exceptionals 5.2% 9.6% 28% 10.2% 7.2%  10.9%
Exceptional items (503 {45) {(100) {45) {68) 24
Qperating resuit 238 515 46 473 203 394
Return on sales 4.3% 8.9% 0.9% 9.3% 5.4%  11.6%
Gross cash flow 587 802 B4 754 379 497
Capital invested 6,405 6,456 | 5,051 8,011 4,774 4 665
CFRO! B.9% 12.7% 7.5%  10.7% 77% 110%
Equity-method income ¢ {1) 0 0 0 5
Equity-method investments 27 23 773 616 i3 18
Total assets 5867 61764 7493  7568| 4216 4,421
Capital expenditures 592 652 492 359 483 424
Amortization and depreciation 482 446 634 466 334 293
Liabilities 1,339 16%64§ 2,211 1,737} 1797 1,813
Research and development expenses 134 128 186 151 114 105
Number of employees (as of Dec. 31} | 17,900 18500 15100 16,100 | 19,500 20,500

D BAYER ANNUAL REPORT 2007
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Segments Reconciliation- Continuing Discontinuing Bayer Group
operations operations

€ miltion 2001 2000] 2001 2000 200% 2000 2001 2000
Net sales (external) 872 830| 28,938 28615| 1.337 2356 30275 30971
s Change in € +1.1% +21.4% -2.2% +13.4%
» Change in local currencies +0.8% +12.1% -2.5% +4.5%
Intersegment sales 1867 {1,192

Other operating income 63 100 480 425 340 37 820 462
Qperating result before exceptionals {246} {273) 1,855 3,209 76 247 1,931 3,456
Return on sales before exceptionals 64% 11.2% 6.4% 11.2%
Exceptional items (16} 341 (613 (145) 293 {24) {3201 _ (169)
Operating result (2621 {23901 1,242 3,064 369 2231 1613 _ 3,287
Return on sales 4.3%  10.7% 5.3% 10.6%
Gross cash flow {2301 (182)| 2,826 3,847 97 317{ 2,923 4,164
Capital invested 556 M1 33466 328791 1.392 2,183] 34858 35,062
CFRO! 83% 12.6% 82% 12.7%
Equity-methad income 12 (5) 12 (1) 14 72 26 71
Equity-method investments 158 182 987 859 179 4871 1,166 1,346
Total assets 40933 3529] 35990 34451| 1,049 2,000] 37.03% 36451
Capital expenditures 40 23] 2553 2,486 64 161 2617 2,647
Amortization and depreciation 41 73 2,403 1,990 113 149 2516 2,139
Liabifities 9,616 9,363{ 19,712 19,253 307 8211 20,019 20,074
Research 'and development expenses 170. 203} 2488 2,319 71 741 2589 2,393
Number of employees (as of Dec. 31) 3000  1,600}112,000 113,900 4,900 8,200]116,90¢ 122,100
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‘Key Data BY REGION

4 151\g/ &/ my%m/

Reglons Europe Narth America AsiafPacific

Africa/Middle East
< milflion 2001 2000 2001 2000 2001 2000 2001 2000
Net sales (external) — by market 11,659 11,299 %473 9,352] 4.660 4819 3,146 3,145
Net sales (external) — by point of origin| 12,999 12916| 9806 9659} 3817 3,761 2,316 2,239
« Change in € +0.6% +11.4%] +1.1% +29.6%| +1.5% +42.2%| +3.4% +20.6%
= Change in local currencies +05% +109%| -1.9% +14.1%] +7.3% +26.5%| +25% +7.8%
Interregional sales 3,154 3018} 1927 1,603 226 228 116 93
QOther operating income 312 256 70 62 48 64 50 43
Operating result before exceptionals 1,707 2,216 23 729 241 . 404 219 213
Return on sales hefore exceptionals 13.1%  17.2% 0.2% 7.5% 6.3% 10.7% 8.5% 9.5%
Exceptional items 272) 20 {278} (144) (14) {21} {30) 0
Operating resuit 1,435 2,236 (255) 585 227 383 189 213
Return on sales 11.0% 17.3% | -2.6% 6.0% 59%  10.2% 8.2% 3.5%
Gross cash flow 2,037 2,086 632 1,521 312 357 225 228
Capital invested 16,355 158491{ 12,808 13025] 2711 2628F 1,607 1433
GFROI : 125%  15.2% 47% 122%| 11.3% 143%] 145% 16.4%
Equity-method income 12 0 0 0 0 (1) 0 0
Equity-methed investments 351 255 618 582 2 2 16 20
Total assets 17,298 159881 12652 12859| 3132 308571 1834 1,723
Capital expenditures . 1,620 1,440 560 749 255 199 118 g8
Amortization and depreciation 1,227 971 g18 818 150 118 104 83
Liabilities 9769 8736| 6407 6627{ 1,382 1,489 673 672
Research and development expenses 1,559 1,342 630 681 68 83 g 10
Number of employees (as of Dec. 31) | 64,606 65,700] 23,200 24,100 12,600 12,100] 11,000 11,400

Regions Raconciliation Gontinuing Discontinuing Bayer Group
operations operations

€ miflion . 2001 2000 20CGl 2000 2001 2000 | 2001 2000
Net sales (external) — by market 28938 28615) 1337 2,356 30,273 30,971
Net sales (external} — by point of origin 28538 28615] 1,337 23561 30.275 30971
» Change in € +1.1% +21.4% -2.2% +13.4%
« Change in local currencies +08% +12.1% -25% +4.5%
Interregional sales {5,423} (4,947}

Other operating income 480 425 340 37 820 462
Operating result before exceptionals {335} (353} 1,855 3,209 76 247 1931 3456
Return on sales before exceptionals 64% 11.2% 6.4%  11.2%
Exceptional items {19) 0 {61 3} {145) 293 {24) {320 {169}
Operating result {354) (353} 1.242 3,064 368 2231 1611 3,287
Return on sales 4.3%  H.7% 53% 10.6%
Gross cash flow {380} (355} | 2.826 3,847 97 317§ 2923 4,164
Capital invested {15) 56)] 33455 32879 1,392  2,183| 34858 35,062
CFROI 83% 12.6% 8.2% 12.7%
Equity-method income 12 {1 14 72 26 71
Equity-method investments ag7 859 179 487] 1166 1,346
Total assets 1,074 796 | 355970 34461 1049 2,000} 37039 36,451
Capital expenditures 0 0] 2553 2,486 6d 161] 2617 2,647
Amortization and depreciation 4 0] 2403 1,990 113 142] 2516 2,139
Liabilities 1,481 1,729] 18712 19,253 307 821} 20,018 20,074
Research and development expenses i62 03] 2488 2318 71 74] 2559 2,393

Number of employees (as of Dec. 31} 600 600 |112500 113,900f 4,900 8,200 |116,50C 122,100
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The segment data are calculated as follows:

+ The intersegment and interregional sales reflect intragroup transactions effected at
transfer prices fixed on an arm’s-length basis.

+ Comparability of the operating results of different years may be restricted by
exceptional items relating particularly to restructuring measures and acquisitions or
divestitures of companies or businesses. The operating result before exceptional
items is therefore shown in addition.

« The return on sales before exceptional items Is the ratio of the operating result before
exceptional items to external sales.

« Expenses included in exceptional items mainly relate to restructuring measures.

« The return on sales is the ratio of the operating result afier exceptional items to
external sales.

« Gross cash flow Is the excess of cash receipts over cash disbursements before
application of funds.

» The capitat invested comprises all the assets that serve a segment and are required to
yield a retumn, less interest-free liabilities. It is stated as of December 31.

« The CFROI is the ratio of the gross cash flow to the average capital invested for the
year.

» The equity items are those reflected in the balance sheet and income statement. They
are allocated to the segments where possible. Equity-method income reconciles to
the income statement line “Income from investments in affiliated companies — net” as
follows:

€ miilion 2001 2000
Equity-method income 26 71
Dividends and similar income 15 18
Income from profit and loss transfer agreements b 1
Gains from the sale of investments in affiliated companies 16 204
Losses from the sale of investments in affiliated companies (3} {1
Write-downs of investments in affiliaied companies 0 {10

Income from investments in affifiated
compantes - net 54 283

s Capital expenditures, amortization and depreciation relate to intangible assets,
property, plant and equipment.
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Business segments Primary segments << N

Ingredients and Sweeteners Sugar Other business
DKK milion 97/58 9899 9500 COOI Q02 | M98 9893  9%/00 00/0F 002 | $7/98  9B/99 9900 00M01 012
Met sales 3375 3645 7046 7784 B529 | 6467 6581 7985 9270 8345 | 9093 9108 {2938 T34 1049
[} ierna ses ©@ 6 ey & @] 61 g9 @ ey @Ol ) @) O 0 -
ermal sales 3389 3650 7415 7779 8521 | 6375 6506 7783 BO0 8135 | 9056 9073 1293 7691 1049
'Gross profit 1304 1358 2890 39 3435 | L7H 1723 1880 1916 2070 | 2379 2287 2835 152 265
Earmirigs before mterest, tax deprecia-
D tion and amortisation (EBITDA) N 737 1408 1453 L762 1367 1312 1463 1459 1600 | 1059 920 1377 478 53
Operating profic before
" amortisation of goodwill (EBITA) 548 545 976 LS 316 | 1057 1032 1093 1119 1,176 680 584 806 (I 7
ting profit (EBMT} 526 497 761 983 1057 | 1011 983 968 991 1051 545 562 638 48 7
goodwill 30 881 4190 4016 4872 592  &65 2068 1891 1,794 | 1,562 1981 923 294 -
- bl Segment other fiked assets, net iB64 2343 3366 3501 3403 [ 3BI0 3995 4688 4598 4482 | 4048 4921 21V78 1586 %)
Segment working capital 844 920 2027 2517 2636 | 1986 2478 3029 2805 26181 551 1499 1378 Ll12 15
invested capleal 3078 4,044 9583 10,134 10911 6468 7,138 9885 9,294 88% | 7163 8401 5079 2992 6
Segment cash flow (133) (569 (4678) 433 719 725 313 (1779) 1583 1450 | (255) (676} 3959 2135 2993
Investrients, tangible: fored assets 27305 33 422 47 437 381 892 438 384 662 440 550 387 12
fvestments, acquisitions 452 888 33%0 257 573 ER T ] - - 501 1386 1922 - -
‘Depreciation (169} (187) (32) (39) (s47){ (310) (8O) (370) (380} (425) (379 (236y  (571) (364} (46}
Amortisation of goodwill @3 (48) (@15 (232} (259) (46) 49} (125) (28 (125} ) (135) (12) (168) (63) 0
Gross margin 9% 3% 4% A0k 0% 7% 6% M%B M% 1% 26% 5% 2% 0% 25%
"Operating margin (EBITA) 16% 15% |4% 1é% 5% i 16% 4% 14%  14% % % 6% 1% 1%
Operating margin (EBIT) 16% 4% 11% 13%  12% 1% 15%  12% 17K 3% 6% % 5% 1% 1%
Retum on, average
irvested capital (ROAIC) 9% 15% 9% 0% 0% 17%  15% 0% 1% 12% 8% i3 9% % %
Retun on average
capital employed (ROACE) 9% 15% 1% 12X 19% 6% 15% 1% 1% 12% 9% 7% I0% 2% 1%
Retum on average operating
net assets (ROADNA) 21% 9% IT% 1% U 19% 17% 4%  I5% 7% 13% 10% 15% 3% 1%

Recondiliation 2001/02

Ingredients Main buziness Other Group

OKK million and Sweeteners ~ Sugar  Unallocated areas  business  efiminations Group

Net sales 8529 8345 01 16,673 1.049 {17 17,705
Internal sales & Q0 201 (7 - 17 -
-External sales 852t 8,135 - 16,656 1,049 - 17,705

Gross profit 3435 2070 “n 5464 166 - 5,730
Operating profit before amortisation of goodwill (EBITA) 1,316 [WFy) (t84) 2,308 7 - 2315
Asvortisation of goodwil @59) (129 {5 (399) - . (399
Operating profit (EBIT) 1057 1051 01%9) 1.909 7 . 916
Financial itesms . ; 434 (434) {15) - (44%)

Profit on ordimary activities before tax . - . 1475 8) - 1467

Tax . ) (526) {526} {0 - 527
Consollidated profit X . ; 949 5} : 940
Consaliclated profit atiributable to minority sharghalders . . (35) @5) - - (35)
Danfseo's share of consolidated profit - . . 514 (G - 905
“Segrent fieed assets 8454 £392 486 15332 - - 15,332

b [Segment curment assets TR 4072 12 7806 53 . 7858
Segment fnancial assets 43 1 - &0 - - 60
Financial and interest-bearing assets . . 4679 4679 12 (70) 452

Assets toal . . . 27877 164 {270} 27,771

@ Segment provisions 179 127 k5] 628 9 . 637
Segroent creditors, etc. L3S, 1454 ) 2,563 37 . 2620
\nterest-bearing debt . . 10,421 10,421 i @70 9967

Tax and other firancial abilities . . 1,669 1.669 2 - 1671
Capital and reserves and mingrity interests . . 12876 12,876 - - 12,876
Liabilides total . . . 27877 164 {270) 27,771
Invested capital 10911 8894 182 19.987 [3 - 19,993
Segment cash flow . prsl 1450 208 1937 2993 - 4930

b Irwvestments, tangible fived assets 417 384 i 826 12 - 838
E-Imestmen‘ls, arquisitions 573 - 290 863 - - 863
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Geographic segments Secondary segments < 9

4 &/

Segm';nt Segment Segment; Investments, Investments,

Met sales fixed assets current assets asvers ol tangible fixed assets  acquisitions
DEK million Q001 0llg2  ©ool 0i/02 001 01/02 (L] 0102 0010l 01/02 00/01 01102
Denmark 2,589 2213 4032 3721 2232 1,65% 6,264 5376 337 308 - [
Other Nordic countries 5018 4617 4935 4287 IS8 2102 7093 6389 336 261 - -
Rest of Westemn Europe 9,252 3875 5023 4259 3314 1486 8,357 5745 126 90 - 5
Fastern Eurape 1,208 [.347 286 k) 403 446 689 763 St 2% . -
North America 2053 2434 2455 1.326 975 1,060 3430 2386 84 93 257 402
Latin America 842 799 569 666 379 404 948 1,070 30 27 - 97
-Asia-Paific 1433 1,625 286 689 154 688 440 1377 13 30 - 358
Rast of the workd 1,149 795 il 67 458 88 469 155 i 3 - -
Total 23541 17705 17597 15332 10092 7929 274690 23,261 1,278 838 257 863

The above information has been specified by location of customers and assets.

Geographic segments Countries, apart from Denmark, where Danlsco has production or sales unfs

Other Nordic countrres Firland, |celand, Norway, Sweden

Rest of Western Europe Belgium, France, Netherlands, Htaly, Spain, Switzerland, United Kingdom, Germany, Austiia

Eastern Europe Croatia, Czech Republic. Estonia, Lithuania, Poland, Russia. Slovakda, Yugoslavia 4 A
Morth America Canada. USA

Latin America Argentina, Brazil, Chile, Colombia, Meséco

Asia-Pacific Australia, Japan, China. Korea, Malaysia, New Zealand, Singapore, Thaitand

Rest of the wordd | India. South Africa

Definitions of key figures and financial ratios

The key figures and firancial ratios are cafculated according to “Guideiines for Computation of Financial Ratios and Key Figures 1997,
issued by the Danish Society of Financial Analysts, on the basis of the Group's accounting policies,

Cperating margin (EBTA}

Operating margin (EBIT)

Return on average
invested capital (ROAIC

Return on average

capital employed (RCACE)

Retum on average operating
net assets (ROAONA)

Return on average

capital and reserves

Solvency ratio

Basic earnings per share (EPS)

Operating profit before amorti-
sation of goodwill (EBITA) x 100

Net safes

Operating profit {EBIT) x 100

Net sales

Operating profit (EBIT) « 100

Average invested capital

Operating profit before amorti-
sation of goodwill {EBITA) x 100

Average invested capital, accumu-
lated amortised goodwilt added

Operating profit before amortisa-

tion of goodwill (EBITA) x 100

Average invested capital
exduding goodwill
Danisco’s share of profit on
ordinary activites x 1)

Average capital and reserves

Capital and reserves x 100

Assets

Danisco’s share of profit on

Average number of shares *

Diluted earnings per share (DEPS)
Cash fkw per share

Net asset vafue pershare(N..AV)
Pricefearnings

Payout-ratio

Invested capital

)

Danisco’s share of profit on
Dilsted average rumber of shares *

Cash flow from operating activities
Average number of shares *

Capital and reserves
Number of shares

Market price
Capital and reserves

Market price per share
Basic eamings per share (EPS)

Dividend x 100
Daniseo’s share of profit on

Working capital, intangible foced assets, tangible
fixed assets, other provisions and participating
interests in associated undertakings whose
results are included in operating profit (EBIT).

EPS = Basic earmings per thare

DEPS = Déuted earmings per thare

ROQAIC = Retun on average inwvested capital

ROACE = Rentum on average capral emplayeed -
ROADNA = Retumn on sverage operaiive het sets 53
* Exchuding own shares



Inclusion/non-inclusion is carried out
at sertlement date for acquisitions and
sales. Investments and capital participa-
tion are initially measured at cost and
subsequently at fair value,

When computing fair value, the cur-
rent effective rate of interest is applied
and an individua! assessment of potential
risk is carried out.

Other provisions

Other provisions primarily refate to com-
mitments concerning acquisitions and
restructuring.

Provisions are made for Jegal and con-
structive commitmments that have arisen as
a result of past events if it is probable that
the company’s financial resources will be
required in settiing such commirments.

Provisions assaciated with acquisitions
include those relating to the acquired
company which had been resolved by the
date of acquisition and which are includ-
ed in the caleulated cost of acquisition
and of goodwill.

Provisions for restructuring comprise
provisions concerning the acquiring
undertaking in connection with acquisi-
tions, as well as provisions conceming
resolutions on restructuring existing busi-
ness units. Such provisions are charged to
the profit and loss account.

Creditors

Creditors are initially measured at nomi-
nal amounts less premiums and costs
incurred in the arrangement of borrow-
ings. Creditors are subsequently mea-
sured at amortised cost.

Derivatives

Derivatives are measured at fair value,
and realised as well as uncealised grins
and losses on contracts not hedging fu-
ture transactions are charged to the profit
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and loss account under financial items.
In the balance sheet forward foreign
exchange contracrs are recognised in
other debt or other receivables.

Forward exchange contracts hedging
future transactions, primarily the sale and
purchase of goods, are recognised in the
balance sheet and taken up in capital and
reserves, As the hedged transactions are
realised, profits or losses on forwand
exchange contracts are recognised toge-
ther with the hedged transactions, and
items recognised undet capital and re-
serves are revetsed.

CASH FLOW STATEMENT

The consalidated cash flow stazement for
the Group is prepared according to the
indirect method and shows the Group's
cash flows from operating, investing and
financing activities as well a5 the Group's
cash position at the beginning and end of
the year.

Cash flows from operating activities are
calculated as Danisco’s share of the con-
solidated profit for the year adjusted fot
non-cash operating items, changes in
working capital and corporation tax paid.

Cash flows from investing activities
comprise payments made on the pur-
chase and disposal of undertakings and
activities and the purchase and disposal
of tangible and financial assets.

Cash flows from financing activitics
comprise changes in the size or structure
of the Group's share capital and inciden-
tal costs as well a5 loans, repayments of
principals of interest-bearing debt and
payment of dividends.

Cash and cash equivalents comprise
deposits with banks and investments with
immaterial price exposure,

INFORMATION BY SEGMENT

Information is provided by business and
geographic segments as primary and
secondary segments, respectively.
Information by segment follows the
Group’s accounting policies and internal
financial management.

Fixed assets: intangible fixed assets and
tangible fixed assets.

Financial asscts: pension assets and par-
ticipating interests in assoctated under-
takings.

Fixed assets net: intangible fixed assets,
tangible fixed assets and participating
interests in associated undertakings Jess
other provisions.

Working capital: current assets less
non-intetest beating debt.

Current assets: stocks, trade debtors,
other debtors, prepayments and accrued
income.

Non-interest bearing debt: provisions
for pensions and similar liabilities, trade
creditors, other debt and accruals.

Invested capital: the sum of fixed assets
and current assets less non-interest bear-
ing debt.

Cash fow: operating profit fess increase
for the year or with addition of the year's
decrease in invested capital.

Return on average invested capital
{ROAIC): operating profit (EBIT) as 2
percentage of average invested capieal.

Return on average capital employed
(ROACE}: aperating profit before amor-
tisation of goodwill (EBITA) as a percen-
tage of the average invested capital with
the addition of accumulated amortised
goodwill.

Return on average operating net assets
(ROAONA): operating profit before
amortisation of goodwill (EBITA) as a
percentage of the average invested capital
excluding goodwill,
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Consolidated accounts of the Nestlé Group

Dearivative financial instruments .
Derivative financial instruments are mainly used to man-
age operational exposures to foreigh exchange, interest
rate and commodity price risks. Some detivatives are
also acquired with the aim of generating short term prof-
it. All derivatives are entered into with high credit quality
financial institutions, consistent with specific approval,
limit and monitoring procedures,

All derivative financial instruments are carried at fair
value, being the market value for listed instruments or
valuation based on mathematical models, such as option
pricing models and discounted cash flow calculations for
unlisted instruments. : :

The instruments consist mainly of currency forwards
and options, commodity futures and options, interest
forwards and options, interest rate swaps as well as in- .
terast rate and currency swaps. :

Hedge accounting is apphied to derivative financial
instruments that are effective in offsetting the changes
in fair value or in cash flows of the hedged items. The ef-
fectiveness of such hedges is verified at regular intervals
but at least on a quarterly basis.

Fair value hedges are derivative financial instruments
that hedge the currency risk of balance sheet assets and
liabilities or the interest price risk on financiai liabilities.
The changes in fair value of fair value hadges are recog-
nised in the income statement, The hedged item also is
stated at fair value in respect of the risk being hedged,
with any gain or loss being recognised in the income
statement.

Cash flow hedges are derivative financial instruments
that hedge the currency risks of anticipated future export
sales, cash flow risks of anticipated future purchases of
industrial equipment, the cuirency and/or commadity
risk of future purchases of raw materials as well as the
interest cash flow risk. The effective part of the changes
in fair value of cash flow hedges are recognised in
equity, while any ineffective part is recognised immedi- '
ately in the income statement. When the hedged item
results in an asset or in a liability, the gains and losses
previously recognised in equity are included in the
measurement cost of the asset or of the liability. Other- -
wise the gains and losses previously recognised in
equity are removed from equity and recognised in the
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income statement at the same time as the hedged trans-

action,

.Hedges of the net investment in a foreign entity are
currancy derivative financial instruments that hedge the
currency exposure on the net investment in affiliated
companies. The changes in fair value of such derivatives
are recognised in equity until the net investment is sold

.or otherwise disposed of.

Trading derivatives are those financial instruments
that are insffective as hedging instruments or that are
acquired with the aim of achieving benchmark objectives
of investment, portfolios.

Sagmental information
Ssegmental information is based on two segment for-
mats: the prifary. format reflects the Group's manage-
mant structu_re'.-'wh'er'e.-as the secondary format is product
oriented. .
. The primary segment format — by management re-
sponsibility and Qeographic'area - represents the
Group's management structure. The principal activity of
the Group is the food business, which is managed
through three geographic zones. The other activities,
mainly pharmaceutical products and water, are managed
on a worldwidle basis. The secondary segment format '
representing products is divided into five categories
{segments). }

-Segment results represent the contribution of the dif-

- fetent segments to central overheads, research and de-

velopment costs and the profit of the Group. Unallocated.
itemis comprisé-mainly corporate expenses, research and

" development costs, amortisation of goodwill and, for the

product segrrieh’ts,’ restructuring and other costs. Specif-
ic cbr’porat'a”a_iid research and development expenses are
allocated to the corresponding segments.

- Segment assets comprise property, plant and eguip-
ment, trade and other receivables, inventories and pre-
payments and accrued income. Unallocated items repre-
sent mainly corporate and research and development
assets, includirig goodwill. Liabilities comprise trade and
other payables,. accruals and deferred income. Elimina-
tions represént-inter-company balances between the dif-

" ferent segments.

E Segment assets and liabilities by management re-

13
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Consolidated accounts of the Nestlé Group

sponsibitities and geographic area represent the sitva-
tion at the end of the year. Assets by product group
represent the annuat average as this provides a better
indication of the lavel of invested capital for manage-
ment purposes.

Valuation methods and definitions

Sales to customers

Sales to customers represent the sales of products and
services rendered to third parties, net of general price re-
ductions and sales taxes. Sales are recognised in the in-
come statement at the moment the significant risks and
rewards of ownership of the goods have been trans-
ferred to the buyer,

Net financing cost

This item includes the interest expense on borrowings

from third parties as well as the interest income earned
on funds invested outside the Group. Exchange differ-

ences on financial assets and fiabilities and the results
on interest hedging instruments that are recognised in

the income statement are also presented in net financing
cost.

Taxes

This heading includes current taxes on profit and other
taxes such as taxes an capital. Also included are actual
or potential withholding taxes on cutrent and expected
transfers of income from Group companies and tax
adjustments relating to prior years. Income tax is
recegnised in the income statement, except o the exient
that it relates to items directly taken to equity, in which
case it is recognised in equity.

Deferred taxation is the tax attributable to the tempo-
rary differences that appear when taxation authorities
recognise and measure assets and liabilities with rules
that differ from those of the consolidated accounts.

Deferred taxes are calculated under the liability
method at the rates of tax expected to prevail when the
temporary differences reverse. Any changes of the tax
rates are recognised to the income statement. Deferred
tax fiabilities are recognised on all taxable temporary dif-

14
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ferences excluding non-deductible goodwill. Deferred
tax assets are recognised on all deductible temporary
differences provided that it is probable that future
taxable income will be available.

Current financial asasets

Current financial assets include liquid assets and receiv-
ables. Receivables are classified under IAS 39 as origi-
nated by the enterprise and measured at cost less appro-
priate bad debt allowances.

Liquid assets encompass cash at bank and in hand,
cash equivalents, marketable securities, other iiquid
funds and current investments. Cash equivalents consist
of bank deposits and fixed term investments whose ma-
turities are three months or less from the date of acquisi-
tion. Current investments consist of bank deposits and
fixed term investmients whose maturities are higher than
three months from the date of acquisition, Liquid assets
are generally classified as available-for-sale. Liguid as-
sets are stated at fair value with all unrealised gains and
losses recognised in equity until the disposal of the in-
vestment and, at such time, gains and losses previously
carried to squity are recognised in the income state-
ment.

Some marketable securities portfolios that are man-
aged with the aim of generating short term profit are
classified as trading. They are carried at fair vatue and sll.
their gains and losses, realised and unrealised, are
recognised in the income statement.

Financial assets that are acquired in market places
that require the delivery within a time frame established
by a convention are accounted for in accordance with
the settlement date.

fair value is determined on the basis of market prices
at the balance sheet date for fisted instruments and on
the basis of discounted cash flow technigues for the
other financial instruments,
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Notes

1. Segmental information
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By managemant raspansibility and geographic area

Y/

In millions of CHF 2001 2000 2001 2000
Sales Results

Zone Europe 26742 26285 2783 2753
Zone Americas 26598 265524 3531 3503
Zone Asia, Oceania and Africa 15458 15710 2588 2673
Other activities 15900 13903 - 2149 2015

84698 81422 11061 10944
Unallocated items {1843) {1758)
Trading profit 9218 9186

The analysis of sales by geographic area is stated by customer destingtion. Intersegment

sales are not significant.

in millions of CHF 2001 2000 2001 2000
Assets , Liabilities

Zone Europe 12508 12913 5384 65279
Zone Americas . 10991 10503 3675 3460
Zone Asia, Oceania and Africa 6 895 6897 2453 253
Other activities @ 8749 7860 3216 2896

39143 38173 14728 14226
Unallocated items © 30419 10635 1160 386
Eliminations {(1119) {849) {1119} (849)

68 443 47 959 14 769 13763

In millions of CHF

2001 ; 2000

2001 V 2000

Capital

Depreciation of
property, plant and

expenditure equipment
Zone Europe 954 946 806 890
Zone Americas 747 766 695 767
Zone Asia, Oceania and Alfrica 626 550 438 481
Othar activities @ 1169 949 558 519
3496 321 2497 2657
Unatlocated items @ 115 94 84 80
3611 3305 2581 2737

19

" Mainly Pharma-
ceutical preducts and
Water, managed on a
worldwide basis,

b Mainly corporate
expenses, research
and development costs
as well as amortisation
of goodwill.

¢ Corporate and
resaarch and develop-
rmont assetsfliabilities,
including goodwill
plus, in 2001,
assetsfliabilities of
Ralston Purina.

4 Corporate and
research and develop-
ment fixed assets.
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* Mainly corporate
expenses, research
and development
costs, amortisation of
goodwill as well as
restructuring costs.

® Without assets of
Ralston Purina,

20

By product group

161

@V

%55 Nestis

K4

In millions of CHF 2001 2000 . 2001 2000
Sales Results
Beverages 24023 23044 1259 4318
Milk products, nutrition and ice cream 22953 21974 2572 2620
Prepared dishes, cooking aids
and petcare 21324 20632 2026 1948
Chocolate, confectionery and biscuits 11244 10874 1234 1166
Pharmaceutical products 5154 © 4798 12566 1212
84698 81422 11346 11264
Unallocated items @ {2128) {2078)
Trading profit 9218 9186
tn millions of CHF 2001 2000
Assets
Beverages 11086 10654
Milk products, nutrition and ice cream 11127 11215
Prepared dishes, cooking aids
and petcare 8620 8980
Chocolate, confectionery and biscuits 6347 6685
Pharmaceutical products 2859 2589
40039 40123
in mitliens of CHF 2001 2000

Capital expenditure

Beverages 1062 936
Milk products, nutrition and ice cream 573 530
Prepared dishes, cooking aids '
and petcare 460 390
Chocolate, confectionery and biscyits 249 250
Pharmaceutical products 99 113
2443 2218
Administration, distribution, research
and development 1168 1086
3611 3305
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Notes to Consolidated Financial Statements

INTERNATIONAL BUSIHESS MACHINES CORPORATIDN
and Subsidiary Comparics

The net periodic postretirement henefit cost for the
1.S. plan for the years ended December 31 include the fol-
lowing components:

teleflare in millinong) 200 000 1900
Service cost $ 65 § 50 § 48
Intcrest cost 437 449 424
Expected return on

plan assets — (2) (6)
Amortization of

prior service costs (148) (147} {143
Recognized actuarial losses 22 H 19
Net periadic post-

retirement benefir cost $ 376 $374 § 342

The changes in the benefit obligation and plan assers of the
U.S. plan for 2001 and 2000 arc as follows:

(lallars in millionsy 2001 no0*
Change in henefit abligation:
Bencfit obligation at beginning

of year § 6,443 § 6,178
Service cost 65 50
Interest cost 437 449
Actuarial (gains)/losscs (183) 363
Participant contributions 71 23
Bencfits paid from trust (6R) (119)
Direct benefit payments 617} 510
Benefit obligation at end af year 6,148 6,443
Change in plan assels:
Fair value of plan asscts at

heginning of year 4 105
Actual return on plan assets I (14
Participant contributions i 23
Benefits paid (68) (110)
Fair value of plan asscts at end of year 8 4
Benefit abligation in excess

of plan assets (6,140) (6,439)
Unrecognized net actuarial losses 781 986
Unrecognized prior service costs (653) @on
Accrued postretirement henefit .

liahility recognized in the

Coonsolidated Statement

of Financial Position §(6,012) 56254

* Reelastificd 1o conform wirh 200H presentation,

The plan asscts primarily comprisc short-teem fixed-income
investments.

‘The henefit obligation was determined by applying the
terms of medical, dental and life insurance plans, including
the cffects of cstablished maximums on covered costs,
together with relevant actuarial assumptions. These actuarial

assumptions include a projected health care cost trend rate
of 6 percent. The projected health care cost trend rate
assumption is projected to increase to 10 percent in 2002,
and is asswined to decrease gradually to 5 percent by 2007
and remain constant thereafter.

WEIGHTED-AVERAGE ACTUARIAL ASSUMPTIONS
FOR NON-PENSION POSTRETIREMENT

BENEFIT PLANS AS OF DECEMBER 31: 20m 2000 1999
Discount rate 7.00%  7.25% 7.75%
Fxpected return on

plan assets 5.0% 5.0% S

The company evaluates its actuarial assumptions on an
annual basts and considers changes in these long-tern factors
basedt upon market conditions and the requirements of SFAS
No. 106, “Employers” Accounting for Postretivement
Benefits Other Than Pensions.” The discount rate changes
did not have a material effect on net postretirement benefit
cost for the years ended December 31, 2601, 2000 and 1999,

The health care cost trend rate has an insignificant effeer
on plan costs and obligations. A one-pereentage-point
change in the assumed health carc cost trend rate would have
the following cffects at December 31, 2001:

{ne-Percentape-
Paint Tnerease

One-Percentage-

{dollars in millions) Point Decrease

Effect on total service and

interest cost $ 6 5 ()
Effect on postretirernent
hencliv obligation 524 5(29)

—
v Scgment Information @

IBM uses advanced 171" to provide customer solutions. The
company operates primarily in a singlc industry using scveral
scgments that create value by offering a variety af solutions
that_include, cither singularly or in some combination, tech-

nologics, systems, products, services, software and financing.

Organizationally, the company’s najor operations comprise
a Global Services segment; three hardware product scgments —
Emterprise Systems, Personal and Printing Systemns, and
Technology; 2 Software segmient; a Global Financing seginent;
and an Enterprise Investments segment. The scgments are
determined based on several factors, including customer base,
homogeneity of products, technology and delivery channels.

The Global Services segment is the world’s largest 117
services provider, supporting computer hardware and soft-
ware products and providing professional scrvices to help
customers of all sizes realize the Aull value of 177, The scg-
ment provides value through three primary lines of business:
Strategic Outsourcing Services, BIS and Integrated Technol-
ogy Services, Strategic Qutsourcing Scrvices creates
business value through fong-term strategic parterships with
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customers by taking on responsibility for their processes and
systems. BIS provides business/industry consulting and end-
to-end e-business implementation of such offerings as
Supply Chain Management, Customer Relationship
Management, Enterprise Resource Planning and Business
Intellipence. Integrated Technology Services offers cus-
tomers a single 1/T partner to tnanage multivendor 1/T
systems’ complexity in todays e-business environment
including such traditional offerings as Product Support,
Business Recovery Services, Site and Connectivity Services,
and Systems Management and Networking Scrvices.
Learning Services supports the three primary lines of busi-
ness and helps customers design, develop and deploy
curricula to educate their employees. The Global Services

segment is uniquely snited to integrate the full range of tth}

company’s and key industry participants’ capabilitics, includ-
ing hardware, software, services and research.

The Enterprise Systems segment produces powerful
multipurpose computer servers that operate many open-
network-based applications simultancously for multiple
users. They perform high-volume transaction processing
and serve data to personal systems and other end-user devices,
The servers arc the engines behind the bulk of electronic
business transactions, including e-commerce. Brands include
the z8crics mainframe servers, the heart of the c-business
infrastructure for mission-critical data and transaction
processing, the pSeries servers, the most powerful techno-
logically advanced UNEX scrvers, the iSecries mid-range
servers, integrated mid-range business servers that run
saphisticated  business applications and the Intel-based
xScries servers. The segment also includes system-level
product businesses such as the company’ disk storage prod-
ucts, including the Enterprise Storage Server known as
“Shark,” tape subsystems and the company’s storage area
networking products.

In the first quarter of 2001, the company reorganized the
Personal Systems segment and renamed it the Personal and
Printing Systems scgment. In accordance with the organiza-
tional change, the company transferred the Printing Systems
Division from the Technology segmient to the Personal and
Printing Systems segment. In addition, the xSeries (intel-
based) servers were transferred to the Enterprise Systems
segment from the Personal Systems segment. The Personal
and Printing Systems scgment produces general-purpose
computer systems, advanced function printers, and point-of-
sale solutions. Major business units include Personal
Computers, Retail Store Solutions, and Printing Systems.
Major brands include ThinkPad mobile systems and NetVista.

The Technology segment provides components such
as semiconductors and HDDs for use in the company’s
products and for sale to original equipment manufacturers

&

r

(OEM). Major business units include Microelectranics and
Storage Technology.

The Software segment delivers operating systems for the
company’s setvers and e-business enabling software (middle-
ware) for IBM and non-IBM platforms. The segment’s
business offerings align with key customer opportunity
areas—transformation and intcgration, leveraging informa-
tion, organizational effectivencss and managing technology.
In addition to its own development, product and marketing
effort, the segment supports 56,000 business partners to
ensure that the company’s software and hardware offerings
arc included in their solutions.

The Global Financing segment is the world’s largest
provider of financing services for I7°T. The segment provides
lease and loan financing that enables the company’s customers
to acquire complete I/ T and e-business solutions—hardware,
software and services—provided by the company and its
business partners. Global Financing, as a reliable source of
capital for the distribution channcl, also provides the com-
pany's business partners with customized commercial
financing for inventory, accounts receivable and term loans,
helping them manage their cash flow, invest in infrastructure
and grow their business. Global Financing also selectively
participates in syndicated loan activities.

The Enterprise Investments segment provides industry-
specific I/T solutions, supporting the Hardware, Software
and Global Services segments of the company. The segment
develops unique products designed to meet specific market-
place requirements and to complement the company’
overall portfolio of products. Enterprisc Investments revenue

| is primarily derived from the sale of software products.

Segment revenue and pre-tax income include transactions
between the segments that are intended to reflect an arm’s- -
length transfer price. Specifically, semiconductors and
HDDs are sourced internally from the Technology segment
for use in the manufacture of the Enterprise Systems segment
and Personal and Printing Systems segment products. In
addition, technology, hardware and software that are used by
the Global Services segiment in outsourcing engagements are
mostly sourced internally from the Enterprise Systems,
Personal and Printing Systems and Software segments. For
the internal use of 1/T services, the Global Services segment
recovers cost, as well as a reasonable fee reflecting the arm’s-
length value of providing the services. The Global Services
segment enters into arm’s-length leases at prices equivalent
to market rates with the Global Financing segment to
facilitate the acquisiion of cquipment used in outsourcing
engagements. Generally, afl internal wansaction prices- are
reviewed and reset annually if appropriate.

The company uses shared-resources coneepts to realize
economies of scale and efficient use of resources. Thus, a
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considcrable amount of expense is shared by all of the com-
pany% segments. ‘This expense represents sales coverage,
marketing and support functions such as Accounting, Treasury,
Procurement, Legal, Human Resources, and Billing and
Sollections. Where practical, shared expenses are allocated
hased on measurable drivers of cxpense, e, headcount.
When a clear and measurable driver cannot he identified,
sharcd expenses are allocated an a financial basis that is
consistent with the company’s management systemi c.g.,
image advertising is allocated based on the gross profit of the
scgments. The unallocated corporatc amounts arising from
ccrtain acquisitions, indirect infrastructure reductions and
certain intellectual property income are recorded in net

The following tables reflect the resules of the segments
consistent with the company’s management system. These
results are not necessarily 2 depiction that is in conformity
with generally accepted accaunting principles; e.g., employec
retirement plan costs are developed using actuarial assump-
tions on a country-by-country basis and allocated to the
segments on headcount, Different amounts could resule if
actuarial assumptions that are unique to the segment were
used. Performance measurement is based on income before
income taxes {pre-tax income), These results are wsed, in
part, by management, both in cvaluating the performance of,
and in allocating resources to, each of the sepments. The

ults for 2000 and 1999 have been reclassified tw reflect th
income hut are not allocated to the segments, @rg‘gnimtional changes and product transfers made in 2001.

@Mmmgemem Systenr Segment View

* Reclassified tn comforen with 2000 prescntation.

oz

1lardware
Personal
Glohal Fnterprise  and Printing Glotal Enterprise “Tinak
{dollars in millions) Services Systems Sysiems Technology Software Financing  Invesiments Segments
2001:
“xternal revenue § 34,956 % 13,743 $ 11,982 5 7970 §$12939 $ 3,407 £ 1,118 $ 86,115
B}-l'nterna] revefiue 2,647 710 73 2,325 981 B36 4 7,576
Total revenue $37,603 $14453 $12,055 $10,295 $13920 $ 4,243 $1,122 $93,691
@—Pre-tax income/(loss) $ 5,161 § 1,830 § (I53)) § (379 S 3,168 §1,143 s (317) $10,458
Revenue year-to-year change 57% (2.6)% (20.57% {10.7% 3.7% 4.5% (18.2)% {2.8)%
Pre-tax income year-
to-year change 14.3% @.8)% (251.5% (155.1)% 13.4% (2.8)% 6.7)% 4.0)%
Pre-tax income margin 13.7% 12.7% {1.35% (3.6)% 22.8% 26.9% (28.3)% (1.2%
2000*
External revenuc $ 33,152 Fi14,194  $15098 $ 8519 512,598 $ 3,500 $ 1,369 f BB,430
Internal revenuc 241 649 70 3,007 828 944 3 7,940
Total revenue $ 35,591 £ 14,843 $ 15,168 $11,526 $ 13,426 $4.444 £1,372 £ 96,370
Pre-tax income/(loss) s 4,517 § ton § 101 § 679 8§ 2,793 $1,176 $ (297 510891
Revenue year-to-year change 2.2% 30% (3.0% (2.3)% 0.0% 9.6% (17.8% 0.6%
Pre-tax income year-
to-year change 1.2% 21.3% 304.0% 51.2% @ N% 12.3% 57.4% 9.2%
Pre-tax income margin 12.7% 12.9% 0.7% 5.9% 20.8% 26.5% 21.60% 11.3%
1999 N
External revenuc $32,172 $13,834  $15593 $ 8026 $12,662 $3,219 $ 1,651 $ 87,157
Internal revenue 2,636 568 45 3,774 767 R35 19 8,644
Total revenue $ 34,808 $14402 $15,638 511,800 513429 $4,054 $1.670 % 95,R01
Pre-tax incame/{loss) § 4464 § 1584 8 25 $ 49 $ 3,09 $ 1,047 $ (G97y § 9971
Pre-tax income margin 12.8% 11.0% 0.2% 38% 231% 25.8% 41.7%% 10.4%
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RE' S FLT N 0 B 2P H R FR S RUPP PR H
(alallars in willinns) 2001 2ann 1993
[TRTEELE T
"Total reportable segments $93,691 §94.320 $ 95801
Other revenue and

adjustments 249 (34) 391
Elimination of intcrnal

revenue (7,576) (7,940) (%644}
Total TRM consolidated $85.866  S8R3I0G  § 8T S48
{dallars in millions) 20(1!- Jnon 1999
PHE TAY (HaaT
Total reportable segments  $ 10458 § 10,801 5 9971
Flimination of internal

transactions 108 62 (47}
Sale of Global Network — — 4057
1999 actions —_— - (2,205)
Unallocated corporate

amounts 387 SBI {19
Total 1BM consolidated $10953 SIS §11,757

TESSAR & LAl B3 PR

Imvestmnent in Equity Alfiances and Equeity Alliances Gains/Losses
The investments in cquity alliances and the resulting gains
and losses from these investments that are attributable to the
segments do not have a significant effeet on the financial
position or the financial results of the segments. n @

The Global Services assets primarily are acconnts receivalde,
maintenance inventory, and plant, property and equipment
including thosc associated with the segment’s outsourcing
husiness. The assets of the Hardware segments primarily are
inventory and plant, property and equipment. The Software
segment assets mainly are plant, property and equipment,
and investment in capitalized software.

LI L N T I P Y B I Y A R L A R

To accomplish the efficient use of the company’s space
and cquipment, it usually is necessary for several segments to
share plant, property and equipment assets. Where assets are
shared, landlord ownership of the assets is assigned to one
scgment and is not allocated o each user segment. This is
consistent with the company’s management system and is
reflected accordingly in the schedule on page 104, In those
cases, there will not be a precise correlation between scg-
ment pre-tax income and scgment assets.

Similarly, the depreciation amounts reported by cach
segment are based on the assigned landlord ownership and
may not be consistent with the amounts that arc included in
the segments’ pre-tax income. The amounts that are
included in pre-tax income reflect occupancy charges from
the landlord segment and are not specifically identified by
the management reporting system,

Capital expenditures that are reported by cach segment
also are in line with the landlord ownership basis of asset
assignment.

The Global Financing segient amounts on page 104 for
Interest income and Cost of Global Financing interest
expense reflect the interest income and interest expense
associated with the (Global Financing business, as well as the
income from the investment in cash and marketable securities.
The reconciliation and explanation of the difference between
Cost of Global Financing and Interest expense for segment
presentation versus presentation on the Statement of
Consoalidated Eamnings arc included on pages 66 and 67 of the

- Management Discussion.

mnz

‘The scgment information for 2000 and 1999 has been
reclassified to reflect the organizational changes and product
transfers between the segments in 2001,
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‘Iarmgrmmr Systenr Scgment View

Fhardware

Persanal
Cilohal Fnicrprise  and Printing Glohal Fnterpirise “Tiwal
(dnllars in millions) Scrvices Systems Systems  Technalogy Software Financing  Investments Scgments
2001
b Asscts % 10,340 § 3,208 5 1,904 $9,136 § 3,356 $ 36,670 $ 106 § 64,720
6 > Depreciation/amartization t219 308 131 1,105 782 2,476 8 6,029
b Capital expenditures/
investment in software 1,519 390 128 1,855 839 3,143 7 7,881
Interest income — — —_ — — 2,941 — 2,941
Cast of Global Financing
interest expense — — — o —_— 1,140 — 1,140
2000
Asscts § 100492 S 3451 § 2,448 59,316 $ 2,488 $40,822 5 246 $ 69,263
Depreciation/amortization 1,243 425 154 1,060 665 2,696 12 6,255
Capital expenditures/
investment in software 1,311 325 180 1,744 770 2,898 9 7,237
Interest income — — — — — 3,051 — 3,084
Cost of Global Financing
interest cxpense — — — — — 1,319 — 1,319
1999
Assets $ 9312 $ 3,788 S 1,691 59,187 $2,527 $ 19,686 § 369 $ 66,560
Depreciationfamortization 1,259 234 149 2,077 576 2976 15 7.286
Capital expenditres/
investment in software 1,292 63 163 1,792 656 3,217 12 7,495
Interest income — — e — — 2,961 — 2.961
Cost of Global Financing
interest CXpensc — — - — — 1,232 — 1,232
* Recloerified to corforar with 200 presentation,
b (A IS S TR N P O-AE S LU AR AN | S FRCSE DN A RTE M PR
(dallars in millinns) 200 2000 1999
Asscts;
Tatal reportable segments $ 64,720 % 69,263 § 66,560
Flimination of internal transactions (4,884) (5.3000) (5.776)
Unallocated amounts:
Cash and marketable sceurities 5,313 2.268 4,563
Notes and accounts reccivable 2,810 3,145 2,658
Deferred tax assets . 4,624 5498 5428
Plant, ather property
and equipment 3,260 3,798 4,161
Pension assets 9,408 6,809 5.636
Orther 3,062 2,868 4,265
“Total IBM consolidated § 88,313 $ 88,349 $ 87,495

104
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LT AT EL R TR S S LT

ERSEES Sl N A0S ERR AN PR BRE YRR RIS S T 1IN S

For the Personal and Priating Systems, Software and Global
Financing segments, the scgment data on page 102 repre-
sents the revenue contributions from the products that are
contained in the scgments and that are basically similar in
natare. The following table provides external revenue for

siniifar classes of products within the Technology, Fnterprise

Systems and Global Scrvices segments. The Technology
scgment’s OEM hardware comprises revenue primarily from
the sale of HDD storage files, semiconductors and display
devices. Other technology is primarily design services for
OEM customers, The Enterprise Systemns segment’s storage
comprises revenue from the Enterprise Storage Server
{“Shark”), other disk storage products and tape subsystems.

Consolidared

(dullars in millions) 001 000* 1999*
Technology:
OEM $ 7,624 $ 8229 & 7,740
Other technology 346 290 286
Enterprise Systems:
Servers $ 10,947 $ 11,497 $ 11,024
Storage 2,755 2,539 2,381
Networking products 41 158 429
Glaobal Services:
Services $ 29,953 $ 28,036 $ 27,035
Maintenance 5,003 5,116 5,137
* Reelaseified to confornt with 2001 presentation.
AT R e P T o
No single customer represents 10 peccent or more of the cm(rm)any's total revenue,
3
Tt dra Bt e Tnrp A b il N
Revenue* Lang-lived Aseets®®
tdntlars in millions) 2001 2000 1999 2001 2000 1990
United States $ 35,215 537,216 $ 37,171 523,028 $ 21,449 $ 19,309
Japan 11,514 12,128 10,411 4,034 4,319 4,710
Other countrics 39,137 39.052 19,966 9,572 10,029 10,259
Total $ 85,866 $ 88,396 § 87,548 $36,634 $ 35,797 $ 34,278

* Revenwe ic ttvitnted ta councries based am docasinn of ceestrmmer:

** Includes ulf man current avets except wan currens financial instraments and deferred tax assers.

10§
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(pollars in millions)

SEGMENTS

Global Services
% change

Enterprise Systems
% change

rPersonal and Printing
Systems
% change

Technology
% change

software
% change

.Global Financing
% change

Enterprise Investments
% change

TOTAL SEGMENTS
% change

eliminations / Other

TOTAL IBM
% change

NM - Not Meaningful

{(pollars in millions)

SEGMENTS
Global Services
Enterprise Systems

Personal and Printing
Systems

technology *
software
Global fFinancing

external Internal

SEGMENT DATA
(unaudited)

SECOND QUARTER 2002

Fre-tax
Income
V Y%_/ (Loss)
From

--------- rRevenue -------- continuing
Total Operations

———— e —————— e b e e i

$8,661 $741 39,402 $706
10.9%  14.0% 0.1%  -46.0%
2,934 160 3,094 182
“i5.6% -22.0%  -16.0%  -65.4%
2,800 33 2,833 (35)
8.7%  135.7% Z8.0% -337.5%
1,003 199 1,202 (943)
“37.3%  -48.7%  -32.0% N
3,266 315 3,581 913
7.6%  33.5% 9.4% 28. 4%
818 193 1,011 237
-2.4%  -11.1% ~4.2%  -1B.6%
223 1 224 (81)
-22.3% -22.0% -~200.0%
19,705 1,642 21,347 979
l5.4%  -4.0% 15.3%  -66.3%
(54) (1,642) (1,696) (384)
$19,651 $0  $19,651 $595
15.7% s.7%  -79.8%

SECOND QUARTER 2001

e k. ———— Ty S ek AL A S T P v

Pre-tax
Iincome

(Loss)

. From

Revenue -—----—--- continuing
external Internal Total oOperations

—————— s - ——— o o o o ko

38,742 $650 39,392 31,307
" 3,477 205 3,682 526
3,067 14 3,081 (8)
1,380 388 1,768 102
3,036 236 3,272 711
838 217 1,055 291

Pre-tax
Margin

-78.5%
25.5%

23.4%

Pre-tax
Margin

13.9%
14.3%

~-0.3%

5.8%
21.7%
27.6%



Enterprise Investments
TOTAL SEGMENTS
eliminations / Other *

TOTAL IBM

171

287 0
20,827 1,710
7 (1,710)
$20,834 $0

287 27)
22,537 2,902
(1,703) 39

$20,834 $2,941

* peclassified to conform with 2002 presentation.

INTERNATIONAL BUSINESS MACHINES CORPORATION

(poilars in millions)

SEGMENTS

Global Services
% change

Enterprise Systems
% change

personal and Printing
Systems
% change

Technology
% change

Software
% change

Global Financing
% change

gEnterprise Investments
% change

TOTAL SEGMENTS
% change

Eliminations / Other

TOTAL. IBM
% change

(poliars in millions)

SEGMENTS
Global services

Enterprise Systems

SEGMENT DATA
(unaudited)

SIX MONTHS 2002

o o i e ks A T o o b o e e i A e A

Revenue
external Internal

-9.4%
12.9%

14.1%

23.4%

-29.4%

$16,890 31,381
-1.9% 11.5%
5,418 326
-18.1% -12.4%
5,311 46
-14,9%  43.8%
1,933 435
-34.6% -40.2%
6,163 542
3.5% 20.4%
1,586 379
-5.1% -14.4%
454 2
-15.9% 100.0%
37,755 3,111
-8.3% -4.7%
(74 (3,111)
$37,681 $O
-8.4%
SIX
--------- Revenue

External Internal

$17,213
6,613

$1,239
372

Pre-tax
Income

(Loss)

From

------- continuing
Total Operations
$18,271  $1,779

-1.0% -25.1%
5,744 359

-17.8% -60.9%
5,357 30

-14.6% 145.5%
2,368 (1,082)

-35.7% -552.7%
6,705 1,473

4.7% 13.6%
1,965 459

-7.1% -18.6%
456 {134)

-15.7% 19.8%
40,866 2,884

-8.1% -44.1%
(3,185) (476)
$37,681 $2,408

-8.4% -55.8%

MONTHS 2001

Pre-tax

Income

(Loss)

From

-------- Continuing

Jotal Operations

$2,375
917

$18,452
6,985

12.9%
13.1%



personal and Printing
systems

Technology *

software

Global Financing
Enterprise Investments
TOTAL SEGMENTS
gliminations / other *

TOTAL IBM

6,243
2,954
5,954
1,672
540
41,189

(46) (3,264)

$41,143

172

32
727
450
443

1
3,264

$0

6,275
3,681
6,404
2,115
541
44,453
(3,310)
$41,143

* peclassified to conform with 2002 presentation.

L)

(66)

239
1,297

564

(167)

5,159
289
$5,448

.5%
3%
7%
9%
.6%
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v ) {numms) ' : 2001 2000 1999
(Kellogg Company is the world's leading producer of ready-to-eat cereal and ¢ hm ;;: 'Kdl"l' ing eﬁ“ﬂu () zsrls @7 1' ¢
leading producer of convenience foods, including cookies, crackers, toastel gl?mpe g ‘ 544 $ 134 Z;;g
pastries, cereal bars, frozen waffles, meat alternatives, pie crusts, and ice Latin Avericd 403 400 344
cream cones. Principat markets for these products include the United States 'E‘::r““‘ef operatmg 559'"‘9“"' {;g:;, }I‘J'}' gg;
and United Kingdom. “Consolidatod $ 349  § am3 § 3436
The Company is managed in two majer divisions — the United States and Effect “d“m“ : {128) (223) (145.2)
Intemational — with nternational further defineated into Europe, Latin America, Income taxes . $ 321§ 200 ¢ 184
Canad, Australa, and Asa. This, the Compeny's reportable operting segments | Wi P8Pl & $95M4  $21785  $22149
under SFAS Ne. 131 "Disclosures about Segments of an Enterprise and Related Surope @ 18010 1.1025 11573
Information™ consist of the United States, Europe, and Latin America. All ather Latin America 155 446 4143
geographic areas have beon combined under the quanfitative treshold guidelines | 6 Oove,PrE1Td SOBTERtS soae  gous B3
of SFAS No. 131 for puroses of the information presented below. Elimination entriss {7.868.1) (15287 (1.3750]
The measurement of operating segment results is generally consistent with “i:muhdatad' = $10.3586 $48860  $4.8087
. . . itions to fong-lived assets
the presentation of the ConsPIidated Statement of Earnmgs'and Balance United States $56012 $ 1354 § 4600
Sheet. Intercompany transactions between reportable operating segments Eorope “a n7 674
were insignificant in all periods presented. Latin America 17 387 474
. e — 2r9 All other cperating segments 108 4217 3.0
[miftions) o 7 2001 . zuoo R Comorats 25 1381 417
Notasles - . R . e Consolidsted $56970  § 476§ 6535
United States - - - - S65299 34057 4840141 -
Europe - . @ g 630 14634 . 15144 ta) Charges include restructuring charges in 2001, 2000. ang 1999, Refer to Note 3 for further
lmmopmm i SR - !hl:}mumlrdmﬂwdescribed' {21 pus extraordinary loss and comlative ffect of account
v . B miaipus e 1Nary 10ss and cxmul o -
mﬂ ting smems = 7“;5 nzg; 738('?} ing change in 2001, reported net of tax. In addition, disposition-related charges in 1993 are
" c P 33 53 35.954l7. m 984-2 - reported in samings bafore income taxes. Refer to Notes 1, Z, and 7 for further information,
onsal - A7 36,984.2
Pporsting m“ﬂ,dmg chamn ’ : : The Company's fargest customer, Wal-Mart Stores, Inc. and its affiliates,
and Keobler smcrtization sxpense {8} . accounted for approximately 11% of consolidated net sates during 2001,
&m:mates @ $ ﬁ: $ ggg $ 8(223? comprised principally of sales within the United States. Sales to any single
Latin America s 1611 1413 customer during 2000 and 1993 were fess than 10%.
All other oparating segments 1030 83.2 837 . L. X N
Corporate (1726} {155.4) {1887) - Supplemental geographic information is provided below for revenues from
Consolidated $12916 $10763  $1.0734 extemal customers and long -ived assets:
Charges {a} {33.3) (865) - {244.6) -
Kesbler amortization expense {90.4) — = Lo e 2000 1999
Dperati it ,167.9 ] 828.8 :
pering prof 3 S XE_ S w8, $1290  $40674  $0T41
Charges (s} ‘ : : &40 6528 . 6893
'E'ﬂ'ted‘States @ $ iﬁ’ $ zgg § 1;;’-2 Gther forsign eoumnes 21003 77345 22608
urope . :
Latin America (1 145 17 Consolidated - B ST 869842
All other operating segments 14 87 46 Long-lived assets
Corporate 27 145 18.0 United States $6,861.0 $15535  $15493
: United Kingdom 5266 5354 5523
ucm“’"daf"d - $ M3 8 %5 38 Other foreign countrios 108 11540 11103
spraciation and amortizstion -
United Statas @ $ 259 s s § Consofidated BAms B2 Kams
f;’;mmka g? ?;; ﬁg Supplemental product information is provided below for net sates from exter-)
All other operating segments na 408 357 nal customers:
Corporate 501 441 419 R ’ml 21099 .
Consolidated $ 4386 $ 2906 § 2880 D g -
intarest expanse 24819  $23040 | $74125
United States $ 57 s — ¢ 2 22635 4849 6634
Europe 29 47 93 13836 1,1885 9322
Latin America 28 g B i
All other operating segments 15 4 {1 Coreal - 24322 2.5:‘9.7 2,7084
Comporate 33845 132.3 1088 Convenience foods 2921 3076 61.7
Consolidated $ 515 $ 1375  $ 1e8° Consolidated $9,853.3 $6.9547  $6,9642
— /




>

[>

175

Note 6 Operating segments

Kellogg Company is the world’s leading producer of cereal and a leading producer of convenience foods, including cookies,
crackers, toaster pastries, cereal bars, frozen waffles, meat alternatives, pie crusts, and ice cream cones. Kellogg products
are manufactured in 19 countries and marketed in more than 160 countries around the world, Principal markets for these

products include the United States and United Kingdom.

Tahle of Contents

The Company 15 managed in two major divisions — the United States and International — with International further
delineated into Europe, Latin America, Canada, Australia, and Asia. This onganizational structure is the basis of the
operating segment data presented below. During 2001, the Company’s measyre of operating segment profitability was
defined as “operating profit exciuding restructuring charges and Keebler amortization expense,” with operating profit
determined in conformity with the presentation within the Consolidated Statement of Eamings. On January 1, 2002, the
Company adopted SFAS No. 142 (refer to Note 1). Under the provisions of this standard, substantially afl of the Company's
amortization expense was eliminated in periods subsequent to adoption. While this standard precludes restatement of prior-
period financial statements, management’s measure of operating segment profitability has been restated for all prior
periods to conform to the current-period presentation.

Quarter ended Quarter ended
{mifiions) . March 30, March 31,
(Results ae unaudited) 2002 2001
Net sales
United states $ 1,426.8 $ 826.4
Europe 3258 3304
Latin America 150.% 152.5
All other operating segments 158.7 162.4
Corporate -_— -_
Consolidated $ 2,061.8 $ 1,471.7
Segment operating profit
United states $ 242.1 $ 161.3
Europe 45.5 53.6
Latin America 37.2 386
All other operating segments 20.2 237
Corporate (17.9) (18.4)
Consolidated 3271 258.8
Amortization eliminated by SFAS No. 142 - (3.3)
Restructuring charges _ (48.3)
Operating profit as reported $ 3271 $ 207.2

http://ccbn.tenkwizard.comy/print.php?repo=tenk8&ipage=174097 1&num=8&doc= 18pg=zsjlz8bIztHOz83...
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(IAS No. 14, “Segment Reporting” (revised 1997))
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