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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 8-K/A
CURRENT REPORT

Pursuant to Section 13 OR 15(d) of
The Securities Exchange Act of 1934

Date of Report (Date of earliest event reported): August 29, 2007 (June 15, 2007)

AVERY DENNISON CORPORATION

(Exact name of registrant as specified in its charter)

Delaware 1-7685 95-1492269
(State or other jurisdiction (Commission (IRS Employer
of incorporation) File Number) Identification No.)

150 North Orange Grove Boulevard
Pasadena, California 91103

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code (626) 304-2000

(Former name or former address, if changed since last report.)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of the following
provisions (see General Instruction A.2. below):

o  Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)
o  Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)
0  Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

0  Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

This report amends Item 9.01 of the Current Report on Form 8-K filed by the Registrant on June 15, 2007.




Section 9 — Financial Statements and Exhibits

Item 9.01 Financial Statements and Exhibits.

(a)

(b)

©
(d)

Financial Statements of Businesses Acquired

The following historical financial statement information of Paxar Corporation is filed herewith on the pages listed below:
First Quarter Ended March 31, 2007 (unaudited)

Consolidated Statements of Income for the quarters ended March 31, 2007 and 2006

Consolidated Balance Sheets as of March 31, 2007 and December 31, 2006

Consolidated Statements of Cash Flows for the quarters ended March 31, 2007 and 2006
Notes to Consolidated Financial Statements

Fiscal Year Ended December 31, 2006

Report of Independent Registered Public Accounting Firm
Consolidated Statements of Income for the years ended December 31, 2006, 2005 and 2004
Consolidated Balance Sheets as of December 31, 2006 and 2005

Consolidated Statements of Cash Flows for the years ended December 31, 2006, 2005 and 2004
Notes to Consolidated Financial Statements

Pro Forma Financial Information

Unaudited Pro Forma Financial Statements of Avery Dennison Corporation as of and for the three months ended March 31, 2007, and for
the year ended December 30, 2006, a copy of which is attached as Exhibit 99.2 to this Current Report on Form 8-K/A.

Not applicable
Exhibits
23.1 Consent of Ernst & Young

99.2 Unaudited Pro Forma Consolidated Financial Statements

N Ul

18
19
20
21
22
23
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.

AVERY DENNISON CORPORATION

Date: August 29, 2007
By: /s/ Daniel R. O’Bryant
Name: Daniel R. O’Bryant
Title: Executive Vice President, Finance and Chief
Financial Officer
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EXHIBIT LIST
Exhibit No. Description
23.1 Consent of Ernst & Young
99.2 Unaudited Pro Forma Financial Statements
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Sales
Cost of sales

Gross profit
Selling, general and administrative expenses
Integration/restructuring and other costs
Merger-related costs

Operating income
Other income, net
Interest expense, net

Income before taxes
Taxes on income

Net income

Basic earnings per share
Diluted earnings per share

Weighted average shares outstanding:
Basic
Diluted

The accompanying notes are an integral part of the financial statements.

PAXAR CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
(in millions, except per share amounts)
(unaudited)

5

Three Months Ended
March 31,
2007 2006
$ 2151 $ 199.6
138.5 1254
76.6 74.2
67.5 63.4
1.8 3.0
1.5 —
5.8 7.8
0.4 0.4
0.5 1.2
5.7 7.0
1.6 1.8
$ 4.1 $ 5.2
$ 0.10 $ 0.13
$ 0.10 $ 013
41.3 40.7
42.2 41.5
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PAXAR CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(in millions, except share and per share amounts)

ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, net of allowances of $12.5 and $12.3 at March 31, 2007 and December 31, 2006, respectively
Inventories

Deferred income taxes

Other current assets

Total current assets

Property, plant and equipment, net
Goodwill and other intangible, net
Other assets

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Due to banks
Current maturities of long-term debt
Accounts payable and accrued liabilities
Accrued taxes on income
Total current liabilities

Long-term debt
Deferred income taxes
Other liabilities

Commitments and contingent liabilities

Shareholders’ equity:

Preferred stock, $0.01 par value, 5,000,000 shares authorized and none issued

Common stock, $0.10 par value, 200,000,000 shares authorized, 41,580,739 and 41,352,432 shares issued and
outstanding at March 31, 2007 and December 31, 2006, respectively

Paid-in capital

Retained earnings

Accumulated other comprehensive income
Total shareholders’ equity

Total liabilities and shareholders’ equity

The accompanying notes are an integral part of the financial statements.

6

March 31,
2007

(unaudited)

$ 347
143.0
122.1

12.9
20.4

333.1

183.8
235.4

16.9

$ 769.2

8.0
130.6
2.7

142.7

26.3
12.3
37.7

4.2
49.7
470.5
25.8

550.2

$ 769.2

December 31,
2006

$ 40.2
146.4
119.5

12.7
21.4

340.2

179.7
234.1
17.0

$ 771.0

8.0
134.8
13.4
157.5

35.4
12.1
21.5

4.1
45.0
472.7
22.7

544.5

$ 7710
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PAXAR CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)

(unaudited)
Three Months Ended
March 31,
2007 2006
OPERATING ACTIVITIES
Net income $ 4.1 $ 5.2
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 8.5 8.4
Stock-based compensation 1.7 1.2
Deferred income taxes (0.2) (0.5)
Gain on sale of property and equipment, net — (0.1)
Write-off of property and equipment 0.3 —
Changes in assets and liabilities, net of businesses acquired:
Accounts receivable 34 4.3)
Inventories (2.6) (10.2)
Other current assets (1.0) (1.9)
Accounts payable and accrued liabilities “4.3) 4.8
Accrued taxes on income (1.5) (1.6)
Other, net 2.1 0.7)
Net cash provided by operating activities 10.5 0.3
INVESTING ACTIVITIES
Purchases of property and equipment (10.6) (6.9)
Acquisitions, net of cash acquired — (3.3)
Proceeds from sale of property and equipment — 0.1
Other — —
Net cash used in investing activities (10.6) (10.1)
FINANCING ACTIVITIES
Net increase in short-term debt 0.2 0.1
Additions to long-term debt — 9.9
Reductions in long-term debt (9.0) —
Proceeds from common stock issued under employee stock option and stock purchase plans 3.1 3.5
Net cash (used in) provided by financing activities. (5.7) 13.5
Effect of exchange rate changes on cash flows 0.3 0.3
(Decrease) increase in cash and cash equivalents (5.5) 4.0
Cash and cash equivalents at beginning of year 40.2 48.2
Cash and cash equivalents at end of period $ 347 $ 522

The accompanying notes are an integral part of the financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(in millions, except per share data)

NOTE 1: GENERAL

The accompanying unaudited consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the
United States for interim financial statements and the instructions for Form 10-Q. In the opinion of management, all adjustments (which consist only of
normal recurring adjustments) necessary to present fairly the results of operations and financial condition for the interim periods presented have been made.

Certain reclassifications have been made to the prior periods’ consolidated financial statements and related note disclosures to conform to the presentation
used in the current period.

NOTE 2: MERGER AGREEMENT WITH AVERY DENNISON

On March 22, 2007, Paxar entered into an Agreement and Plan of Merger (“Merger Agreement”) among the Company, Avery Dennison Corporation
(“Avery”) and Alpha Acquisition Corporation (“Sub”), a wholly-owned subsidiary of Avery, pursuant to which it is proposed that Paxar will merge with and
into the Sub, with the Company continuing as the surviving corporation and as a wholly owned subsidiary of Avery (the “Merger”). Pursuant to the terms of
the Merger Agreement, each share of common stock, par value $0.10, of Paxar (other than shares owned by Avery, Sub or Paxar) will be converted into the
right to receive $30.50 in cash for a total value of approximately $1.34 billion. At the effective time and as a result of the Merger, each outstanding option to
purchase Paxar common stock, shares of Paxar restricted stock and Paxar performance share awards will be converted into weight-adjusted options to
purchase Avery common stock, shares of Avery restricted stock or Avery restricted stock units, respectively. The occurrence of certain circumstances could
cause the accelerated vesting of these different securities.

The Merger has been approved by the Company’s Board of Directors. If the Merger Agreement is terminated under certain circumstances specified in the
Merger Agreement: 1) the Company may be required to pay Avery a termination fee of $40.0, plus reasonable expenses incurred by Avery relating to the
Merger Agreement, up to an aggregate amount of $5.0 and 2) Avery may be required to pay the Company a termination fee of $50.0.

On April 20, 2007, the Federal Trade Commission and the Antitrust Division of the United States Department of Justice granted early termination of the
waiting period applicable to the proposed Merger under the Hart-Scott-Rodino Antitrust Improvements Act of 1976. Early termination of the waiting period
concludes the U.S. government’s pre-merger antitrust review of the Merger. The transaction remains subject to Paxar shareholder approval, as well as
regulatory approvals in several other countries. The parties believe that they will receive regulatory clearance outside the United States by the end of the
second quarter. Paxar expects to hold its shareholder meeting early this summer, and is preparing the requisite documentation. The parties expect to complete
the Merger immediately after receipt of all regulatory and shareholder approvals.

The Company has incurred a non-refundable investment banking fee of $1.0 in connection with the execution of the Merger Agreement, which has been
recorded in merger-related expenses as a component of operating income in the Company’s Condensed Consolidated Income Statements for the three months
ended March 31, 2007. At the effective time of the Merger, the Company will owe the investment banking firm additional fees of approximately $14.4.
Additionally, the Company incurred approximately $0.5 in legal fees in the first quarter of 2007 relating to the Merger, which have also been recorded as
merger-related expenses in the Company’s Condensed Consolidated Income Statements for the three months ended March 31, 2007.

Under the Merger Agreement, the Company has agreed that, prior to the effective time of the Merger, the Company will carry on business in the ordinary
and usual course and the Company will use
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commercially reasonable efforts to preserve the Company’s business organizations and maintain relations and goodwill with customers, suppliers,
distributors, agents, strategic partners, creditors, lessors, employees and business associates. Additionally, the Company has agreed, subject to certain
exceptions, to restrictive covenants which limit the Company’s ability to perform specified activities without Avery’s prior written consent.

NOTE 3: STOCK-BASED COMPENSATION

The Company has four types of stock-based compensation programs: stock options, performance awards, restricted stock and an employee stock purchase
plan (“ESPP”).

The following summarizes stock-based compensation expense recognized in the first quarter of 2007 and 2006:

Three months ended

March 31, March 31,

2007 2006
Stock options $ 0.6 $ 0.8
Performance awards 0.9 0.3
Restricted stock 0.2 0.1
Total stock-based compensation $ 1.7 $ 1.2

During the three months ended March 31, 2007, 0.2 shares have been issued upon exercise of options.

NOTE 4: RECENT ACCOUNTING PRONOUNCEMENTS

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 157”). SFAS 157 defines fair value, establishes a framework for
measuring fair value in accordance with GAAP, and expands disclosures about fair value measurements. The standard applies whenever other standards
require, or permit, assets or liabilities to be measured at fair value. This statement is effective for fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years. Early adoption is permitted. We are currently evaluating the requirements of SFAS 157 and have not yet determined the
impact on the consolidated financial statements.

In February 2007, the FASB issued Statement No. 159, The Fair Value Option for Financial Assets and Financial Liabilities — Including an Amendment
of FASB Statement No. 115 (“FASB 159”). This standard permits an entity to choose to measure many financial instruments and certain other items at fair
value. The fair value option permits a company to choose to measure eligible items at fair value at specified election dates. A company will report unrealized
gains and losses on items for which the fair value option has been elected in earnings after adoption. FASB 159 will be effective beginning in fiscal 2008. We
are currently evaluating the requirements of SFAS 159 and have not yet determined the impact on the consolidated financial statements.

NOTE 5: FINANCIAL INSTRUMENTS AND DERIVATIVES

The Company applies the provisions of SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended by SFAS No. 137,
“Accounting for Derivative Instruments and Hedging Activities-Deferral of the Effective Date of SFAS No. 133,” SFAS No. 138, “Accounting for Certain
Derivative Instruments and Certain Hedging Activities,” and SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging
Activities.” These statements outline the accounting treatment for all derivative activities and require that an entity recognize all derivative instruments as
either assets or liabilities on its balance sheet at their fair value. Gains and losses resulting from changes in the fair value of derivatives are recognized each
period in current or comprehensive earnings, depending on whether a derivative is designated as part of an effective hedge transaction and the resulting type

9
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of hedge transaction. Gains and losses on derivative instruments reported in comprehensive earnings will be reclassified to earnings in the period in which
earnings are affected by the hedged item.

The Company manages a foreign currency hedging program to hedge against fluctuations in foreign-currency-denominated trade liabilities by periodically
entering into forward foreign exchange contracts. The aggregate notional value of forward foreign exchange contracts the Company entered into amounted to
$13.8 and $31.1 for the three months ended March 31, 2007 and 2006, respectively.

The fair value of outstanding forward foreign exchange contracts at March 31, 2007 and December 31, 2006 for delivery of various currencies at various
future dates and the changes in fair value recorded in income during the three month periods ended March 31, 2007 and 2006 were not material. The notional
value of outstanding forward foreign exchange contracts at March 31, 2007 and December 31, 2006, was $1.7 and $10.9, respectively.

All financial instruments of the Company, with the exception of hedge instruments, are carried at cost, which approximates fair value.

NOTE 6: INVENTORIES, NET

Inventories are stated at the lower of cost or market value. The value of inventories determined using the last-in, first-out method was $9.5 and $9.7 as of
March 31, 2007 and December 31, 2006, respectively. The value of all other inventories determined using the first-in, first-out method was $112.6 and $109.8
as of March 31, 2007 and December 31, 2006, respectively.

The components of net inventories are as follows:

March 31, December 31,
2007 2006
Raw materials $ 663 $ 64.6
Work-in-process 9.4 9.1
Finished goods 64.2 64.2
139.9 137.9
Allowance for obsolescence (17.8) (18.4)
$ 1221 $ 119.5

NOTE 7: GOODWILL AND OTHER INTANGIBLE, NET

The Company applies the provisions of SFAS No. 141, “Business Combinations,” and SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS
No. 141 requires that all business combinations be accounted for using the purchase method of accounting and that certain intangible assets acquired in a
business combination be recognized as assets apart from goodwill. Under SFAS No. 142, goodwill is not amortized. Instead, the Company is required to test
goodwill for impairment at least annually using a fair value approach, at the reporting unit level. In addition, the Company evaluates goodwill for impairment
if an event occurs or circumstances change, which could result in the carrying value of a reporting unit exceeding its fair value. Factors the Company
considers important which could indicate impairment include the following: (1) significant under-performance relative to historical or projected future
operating results; (2) significant changes in the manner of the Company’s use of the acquired assets or the strategy for the Company’s overall business;
(3) significant negative industry or economic trends; (4) significant decline in the Company’s stock price for a sustained period; and (5) the Company’s
market capitalization relative to net book value.

10
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In accordance with SFAS No. 142, the Company completed its annual goodwill impairment assessment during the fourth quarter of 2006, and based on a
comparison of the implied fair values of its reporting units with their respective carrying amounts, including goodwill, the Company determined that no
impairment of goodwill existed at October 31, 2006, and there have been no indicators of impairment since that date. A subsequent determination that this
goodwill is impaired, however, could have a significant adverse impact on the Company’s results of operations or financial condition.

The changes in the carrying amounts of goodwill for the three months ended March 31, 2007 are as follows:

Global Global
Apparel Supply Chain
Solutions Solutions Total
Balance, January 1, 2007 $ 108.2 $ 1252 $ 2334
Acquisition adjustments 0.3 — 0.3
Translation adjustments 1.0 — 1.0
Balance, March 31, 2007 $ 109.5 $ 1252 $ 2347

Acquisition adjustments during the three months ended March 31, 2007 consisted of purchase price allocation related to acquisitions in 2006.

The Company’s other intangibles are as follows:

March 31, December 31,
2007 2006
Noncompete agreement $ 1.7 $ 1.7
Customer relationships 0.8 0.8
2.5 2.5
Accumulated amortization (1.8) (1.8)
$ 07 $ 07
NOTE 8: ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
A summary of accounts payable and accrued liabilities is as follows:
March 31, December 31,
2007 2006
Accounts payable $ 59.1 $ 62.4
Accrued payroll costs 19.1 20.9
Accrued restructuring costs 4.7 5.8
Trade programs 6.7 7.2
Advance service contracts 6.5 3.7
Accrued commissions 1.3 2.6
Accrued professional fees 1.8 3.3
Accrued interest 0.3 0.2
Other accrued liabilities 31.1 28.7
$ 130.6 $ 134.8

11
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NOTE 9: INVESTMENTS

Investments where the Company does not have significant influence and where the market value is not readily determinable are accounted for under the
cost method; where market value is readily determinable, they are accounted for in accordance with SFAS No. 115, “Accounting for Certain Investments in
Debt and Equity Securities”. Impairment losses on the Company’s investments are charged to income for other-than-temporary declines in fair value. In the
third quarter of 2006, the Company recognized a $5.0 impairment charge related to an other-than-temporary decline in fair value of its common stock
investment in International Imaging Materials, Inc. (“IMAK?”). Investments, which are included in other assets in the accompanying consolidated balance
sheets, approximated $14.8 and $14.5, as of March 31, 2007 and December 31, 2006, respectively, all of which represent the Company’s remaining

investment in IIMAK.

NOTE 10: LONG-TERM DEBT

A summary of long-term debt is as follows:

Revolving credit facility
Economic development revenue bonds due 2011 and 2019.
Other

Total debt
Less: Current maturities of long-term debt

Maturities of long-term debt are as follows:

Years ending December 31,

2007
2010
Thereafter

NOTE 11: SUPPLEMENTAL CASH FLOW INFORMATION

Cash paid for interest and income taxes is as follows:

Interest

Income taxes

12

March 31, December 31,
2007 2006

21.2 30.1

13.0 13.0

0.1 0.3

34.3 43.4
(8.0) (8.0)

$ 263 $ 354

8.0

21.2

5.1

$ 343

Three Months Ended
March 31,
2007 2006
$ 0.4 $ 1.0
$ 2.7 $ 3.4
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NOTE 12: COMPREHENSIVE INCOME

Comprehensive income for the periods presented below includes foreign currency translation items. There was no tax expense or tax benefit associated
with the foreign currency translation items since the Company considers undistributed earnings of foreign subsidiaries to be permanently invested.

Three Months Ended
March 31,
2007 2006
Net income $ 4.1 $ 5.2
Foreign currency translation adjustments 3.1 1.9
Comprehensive income $ 7.2 $ 7.1
NOTE 13: EARNINGS PER SHARE
The reconciliation of basic and diluted weighted average common shares outstanding is as follows:
Three Months Ended
March 31,
2007 2006
Weighted average common shares (basic) 41.3 40.7
Options and restricted stock awards 0.9 0.8
Adjusted weighted average common shares (diluted) 42.2 41.5

NOTE 14: SEGMENT INFORMATION

Effective January 1, 2007, the Company changed its operating segments. The Company believes that the retail and apparel environments increasingly
require a more global, product-oriented organization in order to remain competitive, and therefore, operations have been organized into two product-focused
segments consisting of the following:

Global Apparel Solutions — develops, manufactures and sells apparel identification products which include printed labels, woven labels, graphics tags,
apparel systems (control printers, hot stamp machines, inks, coated fabrics and roll-to-roll tags) and item level radio-frequency identification (“RFID”)
products to customers in the retail and apparel manufacturing industries.

Global Supply Chain Solutions — develops, manufactures and sells bar code, pricing solutions and case and pallet level radio-frequency identification
(“RFID”) products to customers in the retail and apparel manufacturing industries.

During the first three months of 2007, the Global Apparel Solutions segment contributed approximately 73% of the Company’s total sales, while the
Global Supply Chain Solutions segment contributed approximately 27% of the Company’s total sales.

13
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The Company has restated prior period segment information presented in the table below to conform to the current segment reporting structure:

March 31,
2007 2006
Sales to unaffiliated customers:
Global Apparel Solutions $ 156.8 $ 1418
Global Supply Chain Solutions 58.3 57.8
Total $ 2151 $ 199.6
Intersegment sales:
Global Apparel Solutions $ 378 $ 36.6
Global Supply Chain Solutions 4.3 3.7
Eliminations (42.1) (40.3)
Total $ — $ —
Operating Income (a):
Global Apparel Solutions (a) $ 7.4 $ 9.7
Global Supply Chain(a) 5.8 6.7
13.2 16.4
Corporate expenses (a) (7.4 (8.5)
Amortization of other intangible — (0.1)
Operating income 5.8 7.8
Other income, net 0.4 0.4
Interest expense, net (0.5) (1.2)
Income before taxes $ 5.7 $ 7.0

(a) Global Apparel Solutions and Global Supply Chain Solutions include integration/restructuring expenses of $1.5 and $0.3, respectively, for the three
months ended March 31, 2007. Corporate expenses include $1.5 of merger-related costs for the three months ended March 31, 2007. Global Apparel
Solutions and Corporate expenses include integration/restructuring expenses of $0.7 and $2.3, respectively, for the three months ended March 31, 2006.

Total assets:

Global Apparel Solutions $ 5335
Global Supply Chain Solutions 200.1
Corporate and consolidating 35.6

Total $ 769.2

14

$ 526.6
199.0
45.4

$ 771.0
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NOTE 15: INTEGRATION/RESTRUCTURING AND OTHER COSTS
2005 Restructuring Program

In October 2005, the Company announced that it would undertake realignment initiatives to restructure production capacity utilization, particularly in
response to the continued migration of apparel production outside of the United States (the “2005 Restructuring Program”). The plan was substantially
focused on transferring existing apparel identification manufacturing capacity from the Company’s U.S. operations primarily to facilities in Mexico, Central
America and Asia Pacific. In April 2007, in response to continued migration of apparel production outside of Mexico and to improve margins and lower costs,
the Company determined that changes in its manufacturing realignment plans will likely be required. The Company expects that a significant portion of its
manufacturing capacity in Mexico will be transferred to locations in Central America and Asia Pacific, or outsourced to third party suppliers.

The Company is also repositioning a portion of its legacy EMEA manufacturing activities to lower cost facilities in Eastern Europe, as part of the 2005
Restructuring Program. In addition, the plan includes the realignment and downsizing of the Company’s design and customer service organization in legacy
U.S. and Western European markets in response to the aforementioned production migration activities.

The 2005 Restructuring Program is expected to be substantially completed during 2007. The 2005 Restructuring Program contemplates significant
headcount reductions in the Company’s U.S. locations and, to a lesser extent, headcount reductions in Western Europe, as well as in Mexico where the
Company is now experiencing similar production migration trends. The Company expects to incur total pre-tax, non-recurring charges, upon completion, in
the range of $25 to $33, including approximately $5 to $8 of non-cash charges. During the three months ended March 31, 2007 and 2006, the Company
recognized charges of $1.6 and $3.0, respectively, in connection with the 2005 Restructuring Program. These charges were related to program management
services, severance and retention programs, asset impairment charges and other facility closure costs. In the aggregate, the Company has recognized charges
of approximately $20.3 in connection with the 2005 Restructuring Program, of which, approximately $16.9 represents cash costs.

Other Restructuring Initiatives

During the three months ended March 31, 2007, the Company initiated additional apparel restructuring and realignment activities to improve margins and
lower costs in two manufacturing locations in Europe, estimating total costs of approximately $1.2, primarily consisting of workforce reductions and facility
consolidation costs. These activities are expected to be completed by December 31, 2007. The Company recognized charges of $0.2 in connection with these
initiatives during the three months ended March 31, 2007, which related almost entirely to workforce reductions.

All integration/restructuring and other costs are identified on a separate line on the Company’s income statement as a component of operating income.

The following table presents the changes in accruals pertaining to the Company’s restructuring and related initiatives for the three months ended March 31,
2007:

Balance, Balance,
January 1, 2007 Expenses Payments March 31, 2007
Severance $ 4.3 $ 0.4 $ (0.6) $ 4.1
Other costs 1.5 1.2 (2.1) 0.6
$ 5.8 $ 1.6 $ (2.7 $ 47

In addition, during the three months ended March 31, 2007, the Company recorded asset impairment charges of $0.2 related to the 2005 Restructuring
Program.

NOTE 16: CONTINGENCIES

The Company has been named a potentially responsible party relating to contamination that occurred at certain super-fund sites. Management, including
internal counsel, currently believes that the ultimate resolution of such
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matters taken as a whole, and after considering such factors as 1) available levels of insurance coverage, 2) the Company’s proportionate share, in certain
cases, as a named potential responsible party, and 3) the dormant nature of certain matters, will not have a materially adverse effect upon our results of
operations or financial condition. It is possible that new information or future developments could require us to reassess our potential exposure related to
these environmental matters.

In the ordinary course of business, the Company and its subsidiaries are involved in certain disputes and litigation, none of which will, in the opinion of
management, have a material adverse effect on the Company’s financial condition or results of operations.
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NOTE 17: INCOME TAXES

We adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes, (FIN 48) on January 1, 2007. As a result of the
implementation of FIN 48, we recognized a $6.3 increase in the liability for uncertain tax positions, which was accounted for as a reduction of retained
earnings. The reserve for uncertain tax positions at March 31, 2007 was $16.6, of which $16.5 would affect the effective tax rate if recognized. While we
believe we have adequately provided for all tax positions, amounts asserted by taxing authorities could be greater than our accrued position. Accordingly,
additional provisions on federal and foreign tax-related matters could be recorded in the future as revised estimates are made or the underlying matters are
settled or otherwise resolved. We recognize interest accrued related to uncertain tax positions in tax expense. Penalties, if incurred, would also be recognized
as a component of tax expense. As of March 31, 2007, we had approximately $0.5 of interest accrued related to uncertain tax positions, which, net of the
federal tax benefit, is approximately $0.3.

The following table summarizes the tax years that are either currently under audit or remain open and subject to examination by the tax authorities in the
most significant jurisdictions in which the Company operates:

Jurisdiction Years

United States 2003-2006
Hong Kong 2001-2006
Italy 2001-2006
Germany 2001-2006
France 2003-2006

NOTE 18: SUBSEQUENT EVENT

On May 4, 2007, the Company acquired the remaining 49% interest in Paxar de Colombia, S.A. for $ 4.7. In connection with this transaction, the
Company will recognize goodwill of approximately $3.2.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of Paxar Corporation:

We have audited the accompanying consolidated balance sheets of Paxar Corporation and Subsidiaries (the “Company”) as of December 31, 2006 and
2005, and the related consolidated statements of income, shareholders’ equity and comprehensive income, and cash flows for each of the three years in the
period ended December 31, 2006. Our audits also included the financial statement schedule listed in the Index at Item 15(a)(2). These financial statements
and schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements and schedule
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of the Company at
December 31, 2006 and 2005, and the consolidated results of their operations and their cash flows for the each of the three years in the period ended
December 31, 2006, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement schedule for each
of the three years in the period ended December 31, 2006, when considered in relation to the basic financial statements taken as a whole, presents fairly in all
material respects, the information set forth therein.

As discussed in Note 2 to the consolidated financial statements, the Company adopted the provisions of the Financial Accounting Standards Board’s
Statement of Financial Accounting Standards No. 123(R) (revised 2004) “Share-Based Payment” effective January 1, 2006.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the effectiveness of the
Company’s internal control over financial reporting as of December 31, 2006, based on criteria established in Internal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 27, 2007 expressed an unqualified opinion
thereon.

/s/ Ernst & Young LLP

New York, New York
February 27, 2007
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Sales
Cost of sales
Gross profit
Selling, general and administrative expenses
Gain on lawsuit settlement
Integration/restructuring and other costs
Operating income
Other income (loss), net
Interest expense, net
Prepayment charges — debt retirement
Total interest expense
Income before taxes
Taxes on income
Net income

Basic earnings per share
Diluted earnings per share

Weighted average shares outstanding:
Basic
Diluted

PAXAR CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
For the years ended December 31, 2006, 2005 and 2004
(in millions, except per share amounts)

2006

$ 880.8
556.9
323.9
264.4
39.4

10.0

88.9

(3.5)

3.8

3.8

81.6

24.8

$ 568
$ 1.39
$ 136

41.0
41.8

The accompanying notes are an integral part of the financial statements.
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2005
$ 809.1
504.6

304.5
239.3

15.1

50.1
2.1
9.3
7.4

16.7
35.5
12.5
$ 230
$ 057
$ 056

40.3
41.3

2004
$ 8044
492.7
311.7
240.8

70.9
1.6
10.7

10.7
61.8
14.4
$ 474
$ 1.20
$ 117

39.6
40.6
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ASSETS
Current assets:
Cash and cash equivalents

PAXAR CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in millions, except share amounts)

Accounts receivable, net of allowances of $12.3 and $10.7 in 2006 and 2005, respectively

Inventories

Deferred income taxes

Other current assets
Total current assets

Property, plant and equipment, net
Goodwill and other intangible, net
Other assets

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:
Due to banks
Current maturities of long-term debt
Accounts payable and accrued liabilities
Accrued taxes on income
Total current liabilities
Long-term debt
Deferred income taxes
Other liabilities

Commitments and contingent liabilities (Note 16)

Shareholders’ equity:

Preferred stock, $0.01 par value, 5,000,000 shares authorized and none issued
Common stock, $0.10 par value, 200,000,000 shares authorized, 41,352,432 and 40,630,951 shares issued and
outstanding in 2006 and 2005, respectively

Paid-in capital

Retained earnings

Accumulated other comprehensive income
Total shareholders’ equity

Total liabilities and shareholders’ equity

The accompanying notes are an integral part of the financial statements.
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December 31,
2006

$ 40.2
146.4
119.5

12.7
21.4
340.2

179.7
234.1
17.0

$ 771.0

8.0
134.8
13.4
157.5
35.4
12.1
21.5

4.1

45.0

472.7

22.7

544.5

$ 771.0

December 31,
2005

$ 48.2
128.9

99.2

19.3

18.2

313.8

166.1
224.3
23.4

$ 727.6

118.8
17.8
139.6
97.7
15.9
19.5

4.1

26.2

415.9

8.7

454.9

$ 727.6
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PAXAR CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY AND COMPREHENSIVE INCOME

Balance, December 31, 2003
Comprehensive income:
Net income
Other comprehensive
income/(loss):
Translation adjustments
Unrealized gain on
derivatives, net of taxes
Post-employment benefit
obligation adjustments,
net of taxes
Comprehensive income

Shares issued — various plans
Balance, December 31, 2004
Comprehensive income:
Net income
Other comprehensive
income/(loss):
Translation adjustments
Unrealized gain on
derivatives, net of taxes
Post-employment benefit
obligation adjustments,
net of taxes
Comprehensive income

Shares issued — various plans,
including the tax benefit of stock
option exercises of $0.6

Purchase of common stock

Retirement of treasury stock

Stock compensation

Balance, December 31, 2005

Comprehensive income:

Net income
Other comprehensive
income/(loss):
Translation adjustments
Post-employment benefit
obligation adjustments,
net of taxes
Comprehensive income

Shares issued — various plans,
including the tax benefit of stock
option exercises of $2.8

Stock compensation

Balance, December 31, 2006

For the years ended December 31, 2006, 2005 and 2004
(in millions)

Common Stock Paid-In Treasury Retained

Shares Amount Capital Stock Earnings
39.1 $ 3.9 $ 10.3 $ — $ 3455
— — — — 47.4
0.5 0.1 4.4 — _
39.6 4.0 14.7 — 392.9
— — — — 23.0
1.3 0.1 16.6 — —
— — — (6.0) —
0.3) — (6.0) 6.0 —
— — 0.9 — —
40.6 4.1 26.2 — 415.9
— — — — 56.8
0.8 — 12.7 — —
— — 6.1 — —
41.4 $ 4.1 $ 45.0 $ — $ 4727

The accompanying notes are an integral part of the financial statements.
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Accumulated
Other
Comprehensive

Income (Loss
$ 17.6

11.8

0.1

(0.5)
29.0
(19.7)

(0.1)

(0.5)

14.3

(0.3)

$ 22.7

Comprehensive
Income
$ 47.4
11.8
0.1
(0.5)
$ 58.8
$ 23.0
(19.7)
(0.1)
(0.5)
$ 2.7
$ 56.8
14.3
(0.3)
$ 70.8
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PAXAR CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the years ended December 31, 2006, 2005 and 2004

(in millions)

2006

OPERATING ACTIVITIES
Net income $
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization

Stock-based compensation

Prepayment charges — debt retirement

Deferred income taxes

Impairment of investment

Gain on sale of property and equipment, net

Write-off of property and equipment
Changes in assets and liabilities, net of businesses acquired:

Accounts receivable

Inventories

Other current assets

Accounts payable and accrued liabilities

Accrued taxes on income

Other, net

Net cash provided by operating activities

INVESTING ACTIVITIES
Purchases of property, plant and equipment
Acquisitions, net of cash acquired
Proceeds from sale of property and equipment
Other, net

Net cash used in investing activities

FINANCING ACTIVITIES
Net (decrease)/increase in short-term debt
Additions to long-term debt
Repayments of long-term debt
Purchase of common stock
Proceeds from common stock issued under employee stock option and stock purchase plans
Net cash used in financing activities
Effect of exchange rate changes on cash flows
(Decrease)/increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year $

56.8

34.6
6.1

2.6
5.0
(0.4)
1.0

(15.9)
(19.9)
(2.8)
13.0
(1.7)
7.3

85.7

(44.7)
(4.6)
0.8

(48.5)

6.2

(62.6)

9.9

(46.5)

1.3

(8.0)

48.2

40.2

The accompanying notes are an integral part of the financial statements.
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2005

$ 230

32.7
0.9
7.4

(10.2)

(0.2)
4.7

6.0
4.2
(0.2)
0.3
6.5
(3.8)

71.3

(32.9)

(13.8)
0.6
0.3

(45.8)

(1.1)
84.5
(156.9)
(6.0)

16.1
(63.4)
(5.9)
(43.8)
92.0

$ 482

2004

47.4

32.4

6.7

(0.6)
2.3

(6.7)
(9.3)
2.2)
13.2
(0.6)
2.9

85.5

(38.7)

(0.7)
1.6
13

(36.5)

(0.3)
57.8
(85.0)

4.2

(23.3)

1.9

27.6

$

64.4

92.0
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(in millions, except headcount, share and per share data)

Note 1: Description of Business

Paxar Corporation (“Paxar” or the “Company”), incorporated in New York in 1946, is a global leader in providing innovative identification solutions to the
retail and apparel manufacturing industries, worldwide. These solutions include: 1) brand development, 2) information services and 3) supply chain logistics.

Paxar’s brand development solutions include offering creative design services to apparel customers and retailers to translate their branding concepts into
fashionable systems of apparel identification, including tickets, tags and labels that make a garment stand-out to consumers, as well as assist consumers with
their purchasing decisions. The Company’s comprehensive information services provide customers with exceptional control, visibility and access to
information concerning apparel identification activities, regardless of point-of-manufacture, worldwide. Paxar’s supply chain logistics offerings, which
include bar code and RFID (radio frequency identification) labels, bar code and RFID printers and labelers, as well as the design of integrated systems for
large in-store and warehouse applications, offer customers high-quality inventory control and distribution management capabilities.

The Company operates globally, with approximately 72% of its sales outside the United States. For the years ended December 31, 2006, 2005 and 2004,
the Company’s operations were organized into three geographic segments consisting of (1) operations principally in the U.S., Canada, and 8 countries in Latin
America (“Americas”); (2) operations in 18 countries in Europe, the Middle East and Africa (“EMEA”); and (3) operations in 11 countries in the Asia Pacific
region (“Asia Pacific”). The Company’s entire array of products and services were offered for sale across each of those geographic segments. As of December
31, 2006, the Company had 103 manufacturing facilities and sales offices located in 40 countries and employed approximately 12,100 people worldwide. In
addition, the Company sells its products through independent distributors in 31 countries in which it does not sell directly to the final customer.

On November 15, 2006, the Company announced a change in its operating segments reflecting the culmination of the business realignment announced in
October 2005. The Company’s operations will be organized into two product-focused segments consisting of 1) Global Apparel Solutions and 2) Global
Supply Chain Solutions. These changes will be effective for fiscal year 2007; the three segments discussed in Note 9 are presented in the way we internally
managed and monitored performance at the business group level in fiscal years 2006, 2005, and 2004.

Note 2: Summary of Significant Accounting Policies

Reclassifications

Certain reclassifications have been made to the prior years’ consolidated financial statements and related note disclosures to conform to the presentation
used in the current period.
Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its subsidiaries. All significant intercompany accounts and transactions
have been eliminated in consolidation.
Cash and Cash Equivalents

The Company considers all highly liquid instruments purchased with an original maturity of 90 days or less to be cash equivalents.

Allowance for Doubtful Accounts

Management makes judgments, based on an established aging policy, historical experience and future expectations, as to the collectibility of the
Company’s accounts receivable and establishes an allowance for doubtful accounts. The allowance for doubtful accounts is used to reduce gross trade
receivables to their estimated net realizable value. When evaluating the adequacy of the allowance for doubtful accounts, management specifically analyzes
customer-specific allowances, amounts based upon an aging schedule, historical bad debt experience, customer concentrations, customer creditworthiness and
current trends. The Company’s accounts receivable balances were $146.4, net of allowances of $12.3, and $128.9, net of allowances of $10.7, at
December 31, 2006 and 2005, respectively.
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Inventories

Inventories are stated at the lower of cost or market value and are categorized as raw materials, work-in-process or finished goods. The value of
inventories determined using the last-in, first-out method was $9.7 and $9.1 as of December 31, 2006 and 2005, respectively. The value of all other
inventories determined using the first-in, first-out method was $109.8 and $90.1 as of December 31, 2006 and 2005, respectively.

On an ongoing basis, the Company evaluates the composition of its inventories and the adequacy of its allowance for slow-turning and obsolete products.
Market value of aged inventory is determined based on historical sales trends, current market conditions, changes in customer demand and acceptance of the
Company’s products, and current sales negotiations for this type of inventory.

Property, Plant and Equipment

Property, plant and equipment are stated at cost and depreciated using the straight-line method over the estimated useful lives of the assets. Upon
retirement or disposition, the cost and accumulated depreciation are removed from the asset and accumulated depreciation accounts, and the net gain or loss is
reflected in income. Expenditures for maintenance and repairs are charged against income as incurred. Expenditures for improvements and renewals which
extend estimated useful lives are capitalized.

Financial Instruments and Derivatives

The Company applies the provisions of Statement of Financial Accounting Standards (“SFAS”) No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended by SFAS No. 137, “Accounting for Derivative Instruments and Hedging Activities-Deferral of the Effective Date of SFAS
No. 133,” SFAS No. 138, “Accounting for Certain Derivative Instruments and Certain Hedging Activities,” and SFAS No. 149, “Amendment of Statement
133 on Derivative Instruments and Hedging Activities.” These statements outline the accounting treatment for all derivative activities and require that an
entity recognize all derivative instruments as either assets or liabilities on its balance sheet at their fair value. Gains and losses resulting from changes in the
fair value of derivatives are recognized each period in current or comprehensive earnings, depending on whether a derivative is designated as part of an
effective hedge transaction and the resulting type of hedge transaction. Gains and losses on derivative instruments reported in comprehensive earnings will be
reclassified to earnings in the period in which earnings are affected by the hedged item.

The Company manages a foreign currency hedging program to hedge against fluctuations in foreign-currency-denominated trade liabilities by periodically
entering into forward foreign exchange contracts. The aggregate notional value of forward foreign exchange contracts the Company entered into amounted to
$112.0, $114.8 and $153.9 in 2006, 2005 and 2004, respectively.

The fair value of outstanding forward foreign exchange contracts at December 31, 2006 and 2005, for delivery of various currencies at various future dates
and the changes in fair value recognized in income in 2006, 2005 and 2004, were not material. The notional value of outstanding forward foreign exchange
contracts at December 31, 2006 and 2005, was $10.9 and $7.5, respectively.

All financial instruments of the Company, with the exception of hedge instruments, are carried at cost, which approximates fair value.

Goodwill and Other Intangible Assets

The Company applies the provisions of SFAS No. 141, “Business Combinations” (“SFAS 141”), and SFAS No. 142, “Goodwill and Other Intangible
Assets” (“SFAS 142”). SFAS 141 requires that all business combinations be accounted for using the purchase method of accounting and that certain
intangible assets acquired in a business combination be recognized as assets apart from goodwill. Under SFAS No. 142, goodwill is not amortized. Instead,
the Company is required to test goodwill for impairment at least annually, using a fair value approach, at the reporting unit level. In addition, the Company
evaluates goodwill for impairment if an event occurs or circumstances change, which could result in the carrying value of a reporting unit exceeding its fair
value. Factors the Company considers important, which could indicate impairment, include the following: (1) significant under-performance relative to
historical or projected future operating results; (2) significant changes in the manner of the Company’s use of the acquired assets or the strategy for the
Company’s overall business; (3) significant negative industry or economic trends; (4) significant decline in the Company’s stock price for a sustained period;
and (5) the Company’s market capitalization relative to net book value.
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Impairment of Long-Lived Assets

The Company periodically reviews its long-lived assets for impairment by comparing the carrying values of the assets with their estimated future
undiscounted cash flows. If it is determined that an impairment loss has occurred, the loss is recognized during that period. The impairment loss is calculated
as the difference between asset carrying values and fair value as determined by prices of similar items and other valuation techniques (discounted cash flow
analysis), giving consideration to recent operating performance and pricing trends. Asset impairment analysis related to certain fixed assets in connection with
the Company’s restructuring initiatives requires management’s best estimate of net realizable value, which includes an assessment of asset life and pricing
trends impacting those assets and, where appropriate, quoted market prices. Management’s analysis is, in part, sensitive to its estimates of salvage value for
certain assets as well as the continuing relevance of quoted market prices of assets and other factors of fair value. Changes in management’s estimates could
impact the amount of the Company’s impairment charges, as well as depreciation expense recorded on certain assets. Impairment charges related to long-lived
assets approximated $1.0, $4.7 and $2.3, respectively, in 2006, 2005 and 2004.

Investments

Investments where the Company does not have significant influence and where the market value is not readily determinable are accounted for under the
cost method; where market value is readily determinable, they are accounted for in accordance with SFAS No. 115, “Accounting for Certain Investments in
Debt and Equity Securities”. Impairment losses on the Company’s investments are charged to income for other-than-temporary declines in fair value. During
2006, the Company recognized a $5.0 impairment charge related to an other-than-temporary decline in fair value of its common stock investment in
International Imaging Materials, Inc. (“IMAK?™). The impairment charge was recorded in other income (loss), net, on the accompanying consolidated
statements of income. Investments, which are included in other assets in the accompanying consolidated balance sheets, approximated $14.5 and $18.3, as of
December 31, 2006 and December 31, 2005, respectively, all of which represent the Company’s remaining investment in IIMAK.

Deferred Financing Costs

Deferred financing costs are amortized over the terms of the related indebtedness. In the fourth quarter of 2005, approximately $0.4 of financing costs
were written-off in connection with the early repayment of the Company’s 6.74% Senior Notes (see Note 7).

Revenue Recognition

The Company recognizes revenue from product sales at the time of shipment and includes freight billed to customers. In addition, in accordance with Staff
Accounting Bulletin (“SAB”) No. 104, “Revenue Recognition, revised and updated,” the Company recognizes revenues from fixed price service contracts on
a pro-rata basis over the life of the contract as they are generally performed evenly over the contract period. Revenues derived from other service contracts are
recognized when the services are performed.

SAB No. 104 requires that four basic criteria be met before revenue can be recognized: (1) persuasive evidence of an arrangement exists; (2) delivery has
occurred or services have been rendered; (3) the fee is fixed or determinable; and (4) collectibility is reasonably assured. Determination of criteria (3) and
(4) are based on management’s judgments regarding the fixed nature of the fee charged for products delivered and services rendered and the collectibility of
those fees. Should changes in conditions cause management to determine that these criteria are not met for certain future transactions, revenue recognized for
a reporting period could be adversely affected.

Sales Returns and Allowances

Management must make estimates of potential future product returns, billing adjustments and allowances related to current period product revenues. In
establishing a provision for sales returns and allowances, management relies principally on the Company’s history of product return rates as well as customer
service billing adjustments and allowances, each of which is regularly analyzed. Management also considers (1) current economic trends, (2) changes in
customer demand for the Company’s products and (3) acceptance of the Company’s products in the marketplace when evaluating the adequacy of the
Company’s provision for sales returns and allowances. Historically, the Company has not experienced a significant change in its product return rates resulting
from these factors. For the years ended December 31, 2006, 2005 and 2004, the provision for sales returns and allowances accounted for as a reduction to
gross sales was not material.
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Research and Development

Research and development costs are expensed as incurred. The Company’s research and development expenses were approximately $7.8, $7.4 and $7.1 for
2006, 2005 and 2004, respectively.

Accounting for Income Taxes

The provision for income taxes is determined using the asset and liability method. As part of the process of preparing the consolidated financial
statements, management is required to estimate the income taxes in each jurisdiction in which the Company operates. This process involves estimating the
actual current tax liabilities, together with assessing temporary differences resulting from the differing treatment of items for tax and accounting purposes.
These differences result in deferred tax assets and liabilities, which are included in the consolidated balance sheet. Management must then assess the
likelihood that the deferred tax assets will be recovered, and to the extent that management believes that recovery is not more than likely, the Company must
establish a valuation allowance. If a valuation allowance is established or increased during any period, the Company must include this amount as an expense
within the tax provision in the consolidated statement of income. Significant management judgment is required in determining the Company’s provision for
income taxes, deferred tax assets and liabilities, and any valuation allowance recognized against net deferred assets. The valuation allowance is based on
management’s estimates of the taxable income in the jurisdictions in which the Company operates and the period over which the deferred tax assets will be
recoverable.

Deferred taxes are not provided on the portion of undistributed earnings of non-U.S. subsidiaries, which is considered to be permanently reinvested. In the
event that management changes its position on permanently reinvesting the undistributed earnings of its non-U.S. subsidiaries, circumstances change in future
periods, or there is a change in accounting principles generally accepted in the United States, the Company may need to establish an additional income tax
provision for the U.S. and other taxes arising from repatriation, which could materially impact its results of operations.

The American Jobs Creation Act of 2004 (the “AJCA”) created a temporary incentive for U.S. corporations to repatriate accumulated income earned
abroad by providing an 85% dividends received deduction for qualifying dividends received prior to December 31, 2005. During 2005, the Company’s Chief
Executive Officer and Chief Financial Officer, together with the Board of Directors, approved a domestic reinvestment plan as required by the AJCA to
repatriate $122.4 in foreign earnings. The Company recorded tax expense in 2005 of $4.8 related to these dividends received. The related earnings were
repatriated during the fourth quarter of 2005. With the subsequent filing of the Company’s 2005 U.S. federal corporate income tax return, it was determined
that foreign tax credits associated with the repatriation exceeded original estimates and a tax benefit of $1.0 was recorded in the third quarter of 2006.

Earnings per Share

Basic earnings per share is computed by dividing net income available to common stockholders by the weighted average number of common shares,
including redeemable common shares, outstanding during the year. Diluted earnings per share reflects the potential dilutive effect of additional common
shares that are issuable upon exercise of outstanding stock options.

Foreign Currency Translation

As of December 31, 2006 and 2005, accumulated other comprehensive income primarily consisted of cumulative foreign currency translation adjustments.
The net assets of the Company’s foreign operations are translated into U.S dollars using the exchange rates at each balance sheet date. Results of operations
are translated using the average exchange rate prevailing throughout the period. The U.S. dollar results that arise from such translations are included in
cumulative currency translation adjustments in accumulated other comprehensive income. At December 31, 2006 and December 31, 2005, the cumulative
foreign translation adjustment was $24.3 and $10.0, respectively. No incremental U.S income taxes are provided for these translation adjustments since the
Company considers undistributed earnings of foreign subsidiaries to be permanently invested. Gains and losses resulting from foreign currency transactions
are included in net income. Foreign currency transactions resulted in losses of $1.3, $0.1 and $0.2, respectively, for the years ended December 31, 2006, 2005
and 2004.
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Use of Estimates

The preparation of these consolidated financial statements in conformity with accounting principles generally accepted in the United States requires
management to use certain estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

Stock-Based Compensation

Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123R, “Share-Based Payment” (“SFAS 123R”), which
replaces SFAS 123, “Accounting for Stock-Based Compensation”, by eliminating the choice to account for employee stock options under Accounting
Principle Board Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB 25”). SFAS 123R requires that new, modified and unvested share-based
awards to employees, such as stock options and restricted stock, be recognized in the financial statements based on the estimated fair value of such awards at
date of grant and recognized as compensation expense over the vesting period. The fair value of each option award is estimated using the Black-Scholes
option pricing model taking into account certain key assumptions. The primary assumptions that the Company considered when determining the fair value of
each option award included 1) the expected term of awards granted, 2) the expected volatility of the Company’s stock price, 3) the risk-free interest rate
applied and 4) an estimate for expected forfeitures. The expected term of awards granted is based upon the historical exercise patterns of the participants in
the Company’s plans, and expected volatility is based on the historical volatility of the Company’s stock, commensurate with the expected term of the
respective awards. The risk-free rate for the expected term of the awards is based on the U.S. Treasury yield curve in effect at the time of grant. In addition,
the Company estimates forfeitures when recognizing compensation expense and will adjust estimated forfeitures over the requisite service period to the extent
actual forfeitures differ, or are expected to differ, from such estimates.

Pro Forma Information Under SFAS 123 for Periods Prior to 2006

Prior to January 1, 2006, employee stock options were accounted for under the intrinsic value method in accordance with Accounting Principles Board
Opinion No. 25. Compensation expense was generally not recorded in the financial statements. For the years ended December 31, 2005 and 2004, had the
Company accounted for all employee stock-based compensation based on the estimated grant date fair values, as defined by SFAS 123, the Company’s net
income and earnings per share would have been adjusted to the following pro forma amounts:

December 31, December 31,
2005 2004

Net income, as reported $ 23.0 $ 47 .4
Add: Stock-based employee compensation expense included in the determination of net income as reported, net of

related tax effects 0.6 0.1
Deduct: Stock-based employee compensation expense determined under fair value based method for all awards

granted, net of related tax effects (3.0) (3.8)
Pro forma net income $ 20.6 $ 43.7
Earnings per share:

Basic — as reported $ 0.57 $ 1.20

Basic — pro forma $ 0.51 $ 1.10

Diluted — as reported $ 0.56 $ 1.17

Diluted — pro forma $ 0.50 $ 1.08

Recent Accounting Pronouncements

Effective January 1, 2006, the Company adopted SFAS No. 151, “Inventory Costs — an amendment of ARB No. 43, Chapter 4” (“SFAS 151”). SFAS 151
amends the guidance in Accounting Research Bulletin (“ARB”) No. 43, Chapter 4, “Inventory Pricing” and requires that the items such as idle facility
expense, freight, handling costs and wasted material (spoilage) be recognized as current-period charges regardless of whether they meet the criterion of “so
abnormal” under Paragraph 5 of ARB No. 43, Chapter 4. In addition, SFAS 151 requires that allocation of fixed production overheads to the costs of
conversion be based on the normal capacity of the production facilities. The provisions of SFAS 151 are effective for inventory costs incurred during fiscal
years beginning January 1, 2006. The Company’s adoption of SFAS 151 did not have a material impact on the Company’s results of operations or financial
condition.
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In June 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No.109”
(“FIN 48”), which prescribes accounting for and disclosure of uncertainty in tax positions. This interpretation defines the criteria that must be met for the
benefits of a tax position to be recognized in the financial statements and the measurement of tax benefits recognized. The provisions of FIN 48 are effective
as of the beginning of the Company’s 2007 fiscal year, with the cumulative effect of the change in accounting principle recognized as an adjustment to
opening retained earnings. The Company is currently evaluating the impact of adopting FIN 48 on the consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 157”). SFAS 157 defines fair value, establishes a framework for
measuring fair value in accordance with GAAP, and expands disclosures about fair value measurements. The standard applies whenever other standards
require, or permit, assets or liabilities to be measured at fair value. This statement is effective for fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years. Early adoption is permitted. We are currently evaluating the requirements of SFAS 157 and have not yet determined the
impact on the consolidated financial statements.

In September 2006, the FASB issued SFAS 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of
FASB Statement No. 87, 88, 106, and 132(R)” (“SFAS 158”). SFAS 158 requires recognition of the funded status of a benefit plan in the statement of
financial position. SFAS 158 also requires the recognition in other comprehensive income of certain gains and losses that arise during the period but are
deferred under pension accounting rules, as well as modifies the timing of reporting, and adds certain disclosures. SFAS 158 provides recognition and
disclosure elements to be effective as of the first fiscal year ending after December 15, 2006 and measurement elements to be effective for the fiscal years
ending after December 15, 2008. The adoption of SFAS 158 did not have a material impact on the Company’s results of operations or financial condition.

Note 3: Inventories

The components of inventories are as follows:

At December 31, 2006 2005
Raw materials $ 646 $ 492
Work-in-process 9.1 9.3
Finished goods 64.2 57.8
137.9 116.3
Allowance for obsolescence (18.4) (17.1)
$ 1195 $ 99.2

If all inventories were reported on a first-in, first-out basis, inventories would be approximately $2.2 and $2.1 higher at December 31, 2006 and 2005,
respectively.
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Note 4: Property, Plant and Equipment

A summary of property, plant and equipment is as follows:

At December 31, 2006 2005
Machinery and equipment $ 3443 $ 313.0
Building and leasehold improvements 70.7 65.9
Land 6.0 5.3
421.0 384.2
Accumulated depreciation (241.3) (218.1)
$ 179.7 $ 166.1
Years
Estimated useful lives:
Buildings 10 to 50
Building and leasehold improvements 1 to 50
Machinery and equipment 1to 25

Depreciation expense was $34.1 in 2006, $32.4 in 2005 and $32.1 in 2004.

Note 5: Goodwill and Other Intangibles

In accordance with SFAS No. 142, the Company completed its annual goodwill impairment assessment during the fourth quarter of 2006, and based on a
comparison of the implied fair values of its reporting units with their respective carrying amounts, including goodwill, the Company determined that no
impairment of goodwill existed at October 31, 2006, and there have been no indicators of impairment since that date. A subsequent determination that this
goodwill is impaired, however, could have a significant adverse impact on the Company’s results of operations or financial condition.

The changes in the carrying amounts of goodwill for the years ended December 31, 2006, 2005 and 2004 are as follows:

Americas EMEA Asia Pacific Total
Balance, January 1, 2004 $ 117.0 $ 750 $ 205 $ 2125
Acquisitions 3.3 0.2 0.2 3.7
Translation adjustments — 3.6 — 3.6
Balance, December 31, 2004 120.3 78.8 20.7 219.8
Acquisitions 2.1 0.9 7.0 10.0
Translation adjustments — (5.9) — (5.9)
Balance, December 31, 2005 122.4 73.8 27.7 223.9
Acquisitions — 4.4 — 4.4
Translation adjustments — 5.1 — 5.1
Balance, December 31, 2006 $ 1224 $ 833 $ 277 $ 2334

On December 29, 2006, the Company acquired the business and manufacturing assets of Alternate Labels and Printing Limited, a manufacturer of printed,
woven labels and graphics tags, for a cash payment of $1.3. In connection with the acquisition, the Company recognized goodwill of $0.9 based on the
preliminary allocation of purchase price to the fair value of the net assets acquired.

On March 16, 2006, the Company acquired the business and assets of Adhipress S.A. (“Adhipress™), a supplier of price tickets and merchandising tags for
$3.3. Additional cash purchase consideration of up to $0.9 will be due if Adhipress achieves certain financial performance targets over a two-year period
commencing April 1, 2006. In connection with this acquisition, the Company recognized goodwill of $3.5, and other intangibles of $0.8 based on its
allocation of the purchase price to the acquired assets and liabilities. The consolidated statements of earnings reflect the results of operations for Adhipress
since the effective date of purchase.

During 2005, the Company acquired the business and manufacturing assets of EMCO Labels, a manufacturer and distributor of a wide range of handheld
and thermal labeling products, for $2.8. In connection with this acquisition, the Company recognized goodwill of $1.9 based on the allocation of purchase
price to the acquired assets and liabilities. In addition, during 2005, the Company acquired the remaining 50% interest of a joint venture in India for $10.5
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(“Paxar India”). Paxar India is a full service provider of apparel identification products, including woven, printed and bar code labels, and merchandising tags
for retailers and apparel customers manufacturing in India. In connection with this acquisition, the Company recognized goodwill of $7.0 based on its

allocation of purchase price to the fair value of net assets acquired.

The consolidated statements of earnings reflect the results of operation for each of Adhipress and Alternate Labels and Printing since their respective

effective date of purchase. The pro forma impact of these acquisitions was not significant.

The Company’s other intangible is as follows:

At December 31, 2006
Noncompete agreement $ 1.7
Customer Relationships 0.8
2.5
Accumulated amortization (1.8)
$ 0.7
Note 6: Accounts Payable and Accrued Liabilities
A summary of accounts payable and accrued liabilities is as follows:
At December 31, 2006
Accounts payable $ 624
Accrued payroll costs 20.9
Accrued restructuring costs 5.8
Trade programs 7.2
Advance service contracts 3.7
Accrued commissions 2.6
Accrued professional fees 3.3
Accrued interest 0.2
Other accrued liabilities 28.7
$ 1348
Note 7: Long-Term Debt
A summary of long-term debt is as follows:
At December 31, 2006
Revolving credit facility $ 301
Economic Development Revenue Bonds 13.0
Other 0.3
Total debt 43.4
Less: current maturities of long-term debt (8.0)
$ 354

Maturities of long-term debt are as follows:

Years ending December 31,

2007
2010
Thereafter

2005

1.7
(1.3)
$ 04

2005

$ 503
19.6

7.4

4.7

4.4

2.5

3.1

0.2

26.6

$ 118.8

2005
$ 841
13.0
0.6

97.7

$ 977

$ 80
30.3

5.1

$ 434

The Company had an unsecured ten-year, $150 Senior Note Agreement (the “Senior Notes”) due 2008 with institutional lenders, primarily insurance
companies. The Senior Notes had an interest rate of 6.74%, payable semi-annually. These notes were repaid in December 2005 with accrued interest of $3.2

and prepayment charges of $7.4.
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In November 2005, the Company replaced its existing three-year $50 revolving credit facility with a five-year $150 multi-currency Revolving Credit
Agreement (the “Credit Agreement”) with a group of five domestic and three international banks. Under the Credit Agreement, the Company pays a facility
fee determined by the ratio of debt to earnings before interest, taxes, depreciation and amortization (“EBITDA”). Borrowings under the Credit Agreement
bear interest at prime rate, negotiated rates, rates referenced to the London Interbank Offered Rate (“LIBOR”) or Euro LIBOR, at the Company’s option, with
applicable margins varying in accordance with the Company’s attainment of specified debt to EBITDA thresholds and are guaranteed by certain domestic
subsidiaries of the Company. The Company may increase the credit facility up to $250, subject to providing the participating banks adequate advance notice
and securing their approval. At December 31, 2006, the interest rate on outstanding borrowings under this Agreement had a weighted average interest rate of
5.45%.

Additionally, the Company must maintain an excess of consolidated total assets over total liabilities of not less than the sum of $350 plus 35% of
cumulative consolidated net income from October 1, 2005. The Company’s maximum allowable debt to EBITDA ratio, as defined, is 3.0 to 1 and minimum
allowable fixed charge coverage ratio, as defined, is 1.5 to 1. The Company is in compliance with all debt covenants. The Company discloses the details of
the compliance calculation to its banks and certain other lending institutions in a timely manner. In addition, under the Credit Agreement, the Company
cannot pay in excess of $50.0 in cash dividends during any 12-month period, and cannot pay in excess of $100.0 in cash dividends over its five-year term.

Average borrowings under the Credit Agreement during 2006 were $79.8 at an average interest rate of 5.09%. Average borrowings under the revolving
credit facility in 2005 and 2004 were $10.0 and $3.8 at average interest rates of 5.03%, and 2.10%, respectively. The borrowings outstanding under the Credit
Agreement at December 31, 2006 and 2005 were $30.1 and $84.1 respectively.

Facilities financed by economic development revenue bonds have been accounted for as plant and equipment and the related bonds are recorded as debt. In
connection with the 2005 Restructuring Program, one of the facilities financed by these bonds will be closed in 2007 and, accordingly, the amount related to
that facility is classified as a current maturity of long term debt. The balance of the bonds is recorded as long-term debt. The variable rate bonds for the years
ended December 31, 2006 and 2005 had weighted average interest rates of 3.46% and 2.5%, respectively. The rate on these bonds was 3.97% at
December 31, 2006.

Net interest expense was $3.8 in 2006, $9.3 in 2005 (excluding the impact of the $7.4 of prepayment charges), and $10.7 in 2004.

Note 8: Income Taxes

The components of the provision for income taxes are as follows:

At December 31, 2006 2005 2004
Federal
Current $ 8.6 $ (79 $ (2.8
Deferred 2.9 8.3 0.5
Foreign
Current 11.5 10.1 10.5
Deferred 0.9 1.9 6.1
State 0.9 0.1 0.1
$ 248 $ 125 $ 144
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The deferred tax assets and liabilities are as follows:

At December 31, 2006 2005 2004

Deferred tax assets:

Tax credit and tax loss carryforwards $ 257 $ 307 $ 179

Other accrued liabilities and allowances 0.9 34 7.6

Deferred compensation 6.3 3.6 3.4
Total gross deferred tax assets 329 37.7 28.9

Valuation allowance (20.2) (18.4) (13.9)
Net deferred tax assets 12.7 19.3 15.0

Deferred tax liabilities:

Depreciation and other property basis differences (6.4) 4.1) (7.9)

Other (5.7) (11.8) (13.9)
Net deferred tax assets/(liabilities) $ 0.6 $ 3.4 $ (6.8)

At December 31, 2006, the Company had foreign tax loss carryforwards of $81.0, which will be available to reduce future tax liabilities. Of the $81.0 of
foreign tax loss carryforwards, $67.9 have an indefinite life, and the remaining $13.1 begin to expire in 2007. A valuation allowance is established for those
deferred tax assets for which the Company believes that recovery is not more than likely. As of December 31, 2006, a valuation allowance of $20.2 existed
for certain tax credit and tax loss carryforwards.

The following tabulation sets forth the reconciliation of federal statutory income tax to the Company’s effective income tax rate:

At December 31, 2006 2005 2004
Federal statutory tax rate 35.0% 35.0% 35.0%
State income tax, net of federal income tax benefit 0.7 0.2 0.1
Foreign taxes at different rates (11.6) (18.9) 9.1)
Tax credit and tax loss carryforwards not benefited 5.9 1.2 1.0
Repatriation, net of foreign tax credits (1.2) 13.5 —
Accruals no longer required 2.1 — 3.1)
Impact of FAS 123 0.6 — —
Capital loss carryforward not benefited 2.1 — —
All other, net 1.0 4.3 (0.6)
30.4% 35.3% 23.3%

The Company reviewed the status of ongoing and completed tax examinations during 2006, 2005, and 2004, and reduced the income tax provisions in
2006 and 2004 by amounts determined to be in excess of requirements.

The American Jobs Creation Act of 2004 (the “AJCA”) created a temporary incentive for U.S. corporations to repatriate accumulated income earned
abroad by providing an 85% dividends received deduction for qualifying dividends received prior to December 31, 2005. During 2005, the Company’s Chief
Executive Officer and Chief Financial Officer, together with the Board of Directors, approved a domestic reinvestment plan as required by the AJCA to
repatriate $122.4 in foreign earnings. The Company recorded tax expense in 2005 of $4.8 related to these dividends received. The related earnings were
repatriated during the fourth quarter of 2005. With the subsequent filing of the Company’s 2005 U.S. federal corporate income tax return, it was determined
that foreign tax credits associated with the repatriation exceeded original estimates and a tax benefit of $1.0 was recorded in the third quarter of 2006. A
provision has not been established for undistributed foreign earnings of $180.6 not repatriated at December 31, 2006, as those earnings are considered
permanently reinvested in the foreign operations. At December 31, 2006 the estimated U.S. tax liability on the undistributed earnings was $31.2. Total
foreign-based pre-tax income was approximately $48.5, $55.0, and $65.4 for 2006, 2005 and 2004, respectively.
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Note 9: Segment Information
For the years ended December 31, 2006, 2005 and 2004, the Company’s operations were organized into three geographic segments consisting of:
(1) The Company’s operations principally in the U.S., Canada, 8 countries in Latin America (“Americas”);
(2) Operations in 18 countries in Europe, the Middle East and Africa (“EMEA”); and
(3) Operations in 11 countries in the Asia Pacific region (“Asia Pacific”)

Information regarding the operations of the Company in these segments is set forth below. The segments discussed herein are presented in the way we
internally managed and monitored performance at the business group level in fiscal years 2006, 2005, and 2004. Each of the segments develops, manufactures
and markets apparel identification products and bar code and pricing solutions products to customers primarily in the retail and apparel manufacturing
industries. On November 15, 2006, the Company announced a change in its operating segments reflecting the culmination of the business realignment
announced in October 2005. The Company’s operations will be organized into two product-focused segments consisting of 1) Global Apparel Solutions and
2) Global Supply Chain Solutions. These changes will be effective for fiscal year 2007.

Years ended December 31, 2006 2005 2004

Sales to unaffiliated customers:

Americas $ 332.7 $ 331.0 $ 355.2

EMEA 216.1 209.5 219.9

Asia Pacific 332.0 268.6 229.3
Total $ 880.8 $ 809.1 $ 804.4

Intersegment sales:

Americas $ 712 $ 672 $ 617
EMEA 59.0 46.9 49.7
Asia Pacific 39.7 27.9 20.7
Eliminations (169.9) (142.0) (132.1)

Total $ — $ — $ —

Operating Income (a):

Americas (b) $ 321 $ 216 $ 413
EMEA (b) 2.1 4.4 16.6
Asia Pacific (b) 48.8 45.2 38.6
83.0 71.2 96.5
Corporate expenses (b) (33.0) (20.8) (25.3)
Gain on lawsuit settlement 394 — —
Amortization of other intangible assets (0.5) (0.3) (0.3)
Operating income 88.9 50.1 70.9
Other income (loss), net(c) (3.5) 2.1 1.6
Interest expense, net(d) (3.8) (16.7) (10.7)
Income before taxes $ 816 $ 355 $ 618

(a) Certain reclassifications have been made to prior years’ operating income to conform to the presentation used in the current period.

(b) Americas, EMEA, Asia and Corporate expenses include integration/restructuring costs of $2.0, $4.9, $0.2 and $2.9, respectively, in 2006 and $8.6, $5.6,
$0.0 and $0.9, respectively, in 2005.

(c) Includes a $5.0 impairment charge in 2006 related to an other-than-temporary impairment in one of the Company’s long-term investments.

(d) Includes prepayment charges-debt retirement of $7.4 in 2005.
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2006 2005 2004
Depreciation and amortization:
Americas $ 118 $ 127 $ 140
EMEA 9.9 8.9 9.7
Asia Pacific 11.5 9.7 7.1
33.2 31.3 30.8
Corporate 1.4 1.4 1.6
Total $ 346 $ 327 $ 324
Capital expenditures:
Americas $ 108 $ 6.8 $ 7.1
EMEA 10.3 8.5 8.9
Asia Pacific 23.0 17.1 22.3
44.1 324 38.3
Corporate 0.6 0.5 0.4
Total $ 447 $ 329 $ 387
At December 31, 2006 2005
Long-lived assets:
Americas $ 1774 $ 1809
EMEA 138.3 124.5
Asia Pacific 91.8 80.3
407.5 385.7
Corporate 6.3 4.7
Total $ 4138 $ 3904
At December 31, 2006 2005
Total assets:
Americas $ 2739 $ 2725
EMEA 252.7 224.1
Asia Pacific 196.9 172.0
723.5 668.6
Corporate 47.5 59.0
Total $ 771.0 $ 727.6
The following table presents sales by product:
Years ended December 31, 2006 2005 2004
Apparel Identification Products $ 6225 $ 5624 $ 566.2
Bar Code and Pricing Solutions 258.3 246.7 238.2
Total $ 880.8 $ 809.1 $ 804.4

The Company derived sales in the United States of $246.0, or 27.9 % of total sales in 2006, $248.1, or 30.7% of total sales in 2005, and $271.2, or 33.7%
of total sales in 2004. In addition, long-lived assets in the United States as of December 31, 2006 and 2005 amounted to $148.4 and $157.3, respectively.

No one customer accounted for more than 10% of the Company’s revenues or accounts receivable in 2006, 2005, or 2004.
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Note 10: Supplemental Cash Flow Information

Cash paid for interest and income taxes is as follows:

Years ended December 31, 2006 2005 2004
Interest $ 3.8 $ 156 $ 107
Income taxes 22.5 12.5 9.3

For the year ended December 31, 2005, approximately $7.4 of charges were recorded and paid as interest in connection with the early retirement of the
6.74% Senior Notes (see Note 7).

Note 11: Stock-Based Compensation

The Company has various stock-based compensation plans, including two stock option plans, a long-term incentive plan, and an employee stock purchase
plan.

The 1990 Employee Stock Option Plan (the “1990 Plan”), the 1997 Incentive Stock Option Plan (the “1997 Plan”) and the 2000 Long-Term Performance
and Incentive Plan (the “2000 Plan”) provide for grants of incentive stock options, non-qualified stock options and stock appreciation rights, which may be
granted in tandem with non-qualified stock options. The 2000 Plan also permits awards of restricted stock and bonus stock and other similar stock-based
compensation arrangements. In addition, the shares previously authorized and available for issuance under the 1990 Plan and the 1997 Plan were made
available for issuance under the 2000 Plan and are no longer available for grant under the 1990 Plan and the 1997 Plan. The option price per share of
incentive stock options cannot be less than 100% of the market value at the date of grant.

In 2006, 2005 and 2004, the Company received proceeds of $8.4, $15.2 and $3.8, respectively, from 630,352, 1,281,000 and 514,000 common shares
issued upon the exercise of options granted to employees and directors.

As of December 31, 2006, 3,261,000 shares of common stock were reserved for issuance upon the exercise of options granted to key employees and
directors under the 1997 Plan and the 2000 Plan, and 2,037,000 shares of common stock were reserved for future grants under the 2000 Plan. In addition,
under the 1990 Plan, 29,000 shares of common stock were reserved for issuance upon the exercise of options granted to key employees and directors.
Generally, options vest over four years and are exercisable for ten years.

In December 2004, the FASB issued SFAS 123(R), “Share-Based Payment.” This standard amends SFAS No. 123, “Accounting for Stock-Based
Compensation”, and concludes that services received from employees in exchange for stock-based compensation result in a cost to the employer that must be
recognized in the financial statements. The cost of such awards is measured at fair value at the date of grant. The Company adopted SFAS No. 123(R)
effective January 1, 2006, and is applying the modified prospective method, whereby compensation cost will be recognized for the unvested portion of awards
granted prior to January 1, 2006, as well as for awards granted after adoption. Such costs are recognized in the Company’s financial statements over the
remaining vesting periods. Under this method, prior periods are not revised for comparative purposes. As a result of the adoption of this standard, the
Company recorded a pre-tax charge of $3.9 in 2006, or approximately $.07 per share. The related income tax benefit recognized in the statement of income
was approximately $0.7 for the year ended December 31, 2006.

The fair value of each stock option grant in 2006 was estimated on the date of grant using the Black-Scholes option-pricing model. The primary
assumptions that the Company considered when determining the fair value of each option award included 1) the expected term of awards granted, 2) the
expected volatility of the Company’s stock price, 3) the risk-free interest rate applied and 4) an estimate for expected forfeitures. The expected term of awards
granted is based upon the historical exercise patterns of the participants in the Company’s plans, and expected volatility is based on the historical volatility of
the Company’s stock, commensurate with the expected term of the respective awards. The risk-free rate for the expected term of the awards is based on the
U.S. Treasury yield curve in effect at the time of grant. The table below illustrates the aforementioned weighted average assumptions for 2006.
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The following summarizes the assumptions used in the Black-Scholes option-pricing model:

2006 2005 2004
Risk-free interest rate 4.6% 3.7% 3.5%
Expected years until exercise 4.9 5.0 6.0
Expected stock volatility 37.1% 43.3% 44.8%
Dividend yield 0.0 0.0 0.0
Weighted average fair value per share $7.96 $7.71 $6.90

The Company estimated forfeitures in the range of 7-9% based on historical experience, and will adjust estimated forfeitures over the requisite service
period to the extent actual forfeitures differ, or are expected to differ, from such estimates.

As of December 31, 2006, there was approximately $3.7 of unrecognized compensation cost related to non-vested stock options. Approximately $1.8 is
expected to be recognized in 2007, $1.2 in 2008 and $0.7 in 2009.

The following table summarizes information concerning outstanding and exercisable options by two ranges of exercise prices as of December 31, 2006:

Options Outstanding Options Exercisable
Weighted-average
Number outstanding remaining Weighted-average Number exercisable Weighted-average
Range of exercise prices as of 12/31/06 contractual life exercise price as of 12/31/06 exercise price
$7.37 - $12.89 0.7 3.6 $ 9.89 0.7 $ 9.89
$12.90 - $22.02 2.6 6.4 $ 16.32 1.6 $ 15.92
3.3 5.7 $ 14.68 2.3 $ 14.22

The weighted average remaining contractual life of stock options exercisable as of December 31, 2006 was 5 years.

The following is a summary of the stock option activity during the years ended December 31, 2006, 2005 and 2004:

2006 2005 2004

Weighted- Weighted- Weighted-

average average average

Shares exercise price Shares exercise price Shares exercise price

Outstanding at beginning of year 3.7 $ 14.43 43 $ 13.16 4.7 $ 1254
Granted 0.3 $ 20.23 0.7 $ 17.88 0.6 $ 14.56
Exercised (0.6) $ 13.66 (1.2) $ 11.89 (0.5) $ 852
Forfeited (0.1) $ 16.15 (0.1) $ 14.53 (0.5) $ 14.03
Outstanding at year-end 3.3 $ 14.68 3.7 $ 14.43 4.3 $ 13.16

The aggregate intrinsic value of stock options outstanding as of December 31, 2006 was approximately $27.7. The aggregate intrinsic value of stock
options exercisable as of December 31, 2006 was approximately $20.4 The total intrinsic value of options exercised during the years ended December 31,
2006, 2005 and 2004 was approximately $4.5, $10.7 and $2.9, respectively.
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Performance Awards

During 2006 and 2005, the Company granted certain key executives performance-based awards, which enable them to receive payment in shares of the
Company’s common stock, based on certain performance criteria, as defined in the plans. The Company is required to evaluate the probability of the
achievement of the performance criteria over the service period. In connection with these awards, the Company recognized compensation expense of $1.5 and
$0.3 in 2006 and 2005, respectively. Approximately $1.8 is expected to be recognized in 2007 and $1.2 is expected to be recognized in 2008. Compensation
expense for performance based awards is determined based on estimates of future performance of the Company. As such, to the extent actual results differ
from estimated results, unrecognized performance based compensation cost will be adjusted accordingly.

Restricted Stock

During 2005, the Company awarded its President and Chief Executive Officer 75,000 restricted shares of the Company’s common stock. The restrictions
on 25,000 shares lapse after three years, and the restrictions on the remaining 50,000 shares lapse after four years. The market value of the restricted shares
was approximately $1.3 at the date of the grant and is being charged to expense over the vesting period. In connection with this award, the Company
recognized compensation expense of $0.3 and $0.2 in 2006 and 2005, respectively. In addition, compensation expense related to certain other restricted shares
awarded approximated $0.4 during 2006. The total unamortized future compensation expense related to all restricted shares was approximately $1.3 as of
December 31, 2006. Approximately $0.6 is expected to be recognized in 2007, $0.5 in 2008, and $0.2 in 20009.

Employee Stock Purchase Plan

The Company maintains an employee stock purchase plan, which allows employees to purchase a certain amount of the Company’s common stock at a
discount to the market price. The discount to the market price was 15% for 2006 and 2005 and 20% for 2004. The Company may sell up to 1,819,000 shares
under this plan and, as of December 31, 2006, 436,958 shares were available for future purchases. The total number of shares and the average fair value of
shares issued under this plan were 71,842 and $20.21, 47,663 and $18.28, and 27,500 and $14.01 in 2006, 2005 and 2004, respectively. The Company
recognized compensation expense related to this plan of $0.2, $0.1 and $0.1 in 2006, 2005 and 2004, respectively.

Stock Repurchase Plan

The Company has a stock repurchase plan with an authorization from its Board of Directors to use up to $150 for the repurchase of its shares. The shares
may be purchased from time to time at prevailing prices in the open-market or by block purchases. The Company repurchased approximately 343,000 shares
in 2005 for an aggregate price of $6.0, an average of $17.47 per share. The Company did not repurchase any shares in 2006 or 2004. Since the inception of
the stock repurchase program, the Company has repurchased 12,636,000 of its shares for an aggregate price of $128.0, an average of $10.13 per share. The
Company immediately retired the repurchased shares. As of December 31, 2006, the Company had $22.0 available under its $150 stock repurchase program
authorization. The Company may continue to repurchase its shares under the existing authorization, depending on market conditions and cash availability.

Note 12: Earnings per Common Share

The reconciliation of basic and diluted weighted average common shares outstanding, in millions, is as follows:

Years ended December 31, 2006 2005 2004

Weighted average common shares (basic) 41.0 40.3 39.6
Options and restricted stock 0.8 1.0 1.0
Adjusted weighted average common shares (diluted) 41.8 41.3 40.6

In determining the dilutive effect of options, the number of shares resulting from the assumed exercise of the options is reduced by the number of shares
that could have been purchased by the Company with the proceeds from the exercise of such options.

Options to purchase 25,000 shares of common stock at December 31, 2005 were not included in the computation of diluted earnings per common share
because the effect of their inclusion would be antidilutive. There were no antidilutive options outstanding at December 31, 2006 and 2004.
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Note 13: Employee Savings Plan

The Company maintains a voluntary employee savings plan covering all eligible U.S. employees adopted pursuant to Section 401(k) of the Internal
Revenue Code. The Company’s contributions under the plan were $2.9, $2.7 and $2.9 in 2006, 2005 and 2004, respectively.
Note 14: Post-Employment Benefit Costs

The Company is obligated to provide post-employment benefits to certain former executives. Accordingly, the Company recognized $1.5, $0.9, and $0.6
of post-employment benefit costs in 2006, 2005 and 2004, respectively. The discount rate used to determine the post-employment benefit costs was 5.75% in
2006, 2005, and 2004. The post-employment benefit costs were included within selling, general and administrative expenses in the accompanying
consolidated statements of income for the years ended December 31, 2006, 2005 and 2004.

The unfunded projected benefit obligation and the unfunded accumulated benefit obligation were as follows:

At December 31, 2006 2005
Projected benefit obligation $ 123 $ 113
Accumulated benefit obligation $ 123 $ 107

The adoption of FAS 158 had no impact as the Company records the full liability under the plan.

Note 15: Gain on Settlement of Patent Litigation

On September 14, 2006, the Company settled a patent infringement lawsuit against Zebra Technologies Corporation (“Zebra”) in the U.S. District Court
for the Southern District of Ohio. The Company’s suit alleged violation of eight of its patents involving more than 50 Zebra products. The settlement, net of
legal and other costs, resulted in a gain of approximately $39.4 (with an after-tax impact of $24.3 on net income, or $.58 per diluted share) for the year ended
December 31, 2006, and is included as a separate component of operating income in the accompanying consolidated statements of income. In connection with
the settlement, approximately $1.7 of previously expensed and paid legal fees were reimbursed to the Company by counsel, and classified as a reduction in
selling, general and administrative expenses for the year ended December 31, 2006.

Note 16: Commitments and Contingencies
Total rental expense for all operating leases amounted to $13.0 in 2006, $11.6 in 2005 and $11.7 in 2004.

Minimum rental commitments for all non-cancelable operating leases are as follows:

Years ending December 31,

2007 $ 121
2008 8.9
2009 6.7
2010 5.6
2011 4.2
Thereafter 7.5

$ 450

The Company accrues severance expense for employees of its Italian subsidiaries, as required by Italian law. As of December 31, 2006 and 2005, the
amounts were $3.4 and $2.8, respectively, and were included in other noncurrent liabilities in the accompanying consolidated balance sheets.

The Company has entered into various short-term and long-term contracts for the purchase of raw materials, equipment and property maintenance services.
Commitments under these contracts are $8.4 in 2007 and $0.1 in 2008. Although the Company is primarily liable for payments on its purchase commitments,
management believes that the Company’s exposure to losses, if any, under these arrangements is not material.
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The Company had outstanding stand-by letters of credit of $17.1 at December 31, 2006.

The Company has been named a potentially responsible party relating to contamination that occurred at certain super-fund sites. Management, including
internal counsel, currently believes that the ultimate resolution of such matters taken as a whole, and after considering such factors as 1) available levels of
insurance coverage, 2) the Company’s proportionate share, in certain cases, as a named potential responsible party, and 3) the dormant nature of certain
matters, will not have a materially adverse effect upon its results of operations or financial condition. It is possible that new information or future
developments could require the Company to reassess its potential exposure related to these environmental matters.

In the ordinary course of business, the Company and its subsidiaries are involved in certain disputes and litigation, none of which will, in the opinion of
management, have a material adverse effect on the Company’s financial condition or results of operations.

Note 17: Integration/Restructuring and Other Costs

In October 2005, the Company announced that it would undertake realignment initiatives to restructure production capacity utilization, particularly in
response to the continued migration of apparel production outside of the United States (the “2005 Restructuring Program™). The current plan is substantially
focused on transferring existing apparel identification manufacturing capacity from the Company’s U.S. operations primarily to facilities in Mexico, Central
America and Asia Pacific. To a lesser extent, the Company is repositioning a portion of its EMEA manufacturing activities to lower cost facilities in Eastern
Europe. In addition, the plan includes the realignment of the Company’s design and customer service organization in response to the aforementioned
production migration activities. The 2005 Restructuring Program is expected to be substantially completed during 2007. The 2005 Restructuring Program
contemplates significant headcount reductions in the Company’s U.S. locations and, to a lesser extent, headcount reductions in Western Europe. The
Company expects to incur total pre-tax, non-recurring charges, upon completion, in the range of $25 to $33, including approximately $5 to $8 of non-cash
charges. During the years ended December 31, 2006 and 2005, the Company recognized charges of $10.0 and $8.7, respectively, in connection with the 2005
Restructuring Program. These charges were related to program management services, severance and retention programs, asset impairment charges and other
facility closure costs. In the aggregate, the Company has recognized charges of approximately $18.7 in connection with the 2005 Restructuring Program, of
which, approximately $15.5 represents cash costs.

In April 2005, the Company announced initiatives to improve margins and lower costs in its EMEA region, primarily relating to workforce reductions and
transportation costs. The initiative was undertaken in light of volume declines in Europe, primarily due to the migration of apparel manufacturing and
softening of the European economies, notably in the retail and apparel sectors. In the aggregate, during 2005, the Company recorded pre-tax charges of $4.8
in connection with these initiatives, which were completed at the end of 2005.

In January 2005, the Company announced the consolidation of one of its U.S. woven label manufacturing facilities as part of its continuing effort to
improve operating efficiency and costs. In 2005, the Company recorded pre-tax charges of $1.6 related to this activity which was completed at the end of
2005.

The Company did not incur any integration/restructuring charges in 2004.

All integration/restructuring and other costs are identified on a separate line on the Company’s income statement as a component of operating income.
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The following table presents the changes in accruals pertaining to the Company’s restructuring and related initiatives for the year ended December 31,
2006:

Beginning Ending Balance
Balance Restructuring December 31,
January 1, 2006 Expenses Payments 2006
Severance $ 5.0 $ 2.7 $ @349 $ 4.3
Other costs 2.4 6.9 (7.8) 1.5
$ 7.4 $ 9.6 $ (11.2) $ 5.8

In addition, during 2006, the Company recorded asset impairment charges of $0.4 related to the 2005 Restructuring Program.

Note 18: Related Party Transaction

The Company leases a manufacturing facility in Sayre, Pennsylvania, owned beneficially by the Company’s previous Chairman, and certain of his family
members and a trust. During 2004, the lease was extended through December 31, 2011, and amended to revise certain terms, including termination
provisions. In connection with the 2005 Restructuring Program, in the fourth quarter 2006, the Company ceased using this facility and recorded a charge of
approximately $0.7, representing the estimated fair value of the costs that the Company will continue to incur without economic benefit. The annual rental
expenses amounted $0.1 in 2006, 2005, and 2004.

Note 19: Condensed Quarterly Financial Data (Unaudited)

First Second Third Fourth

Quarter Quarter Quarter Quarter
2006
Sales $ 199.6 $ 2333 $ 2171 $ 2308
Gross profit 74.2 89.6 77.7 82.4
Operating income 7.8 20.0 49.6 11.5
Net income (loss) 5.2 14.6 27.5 9.5
Basic earnings (loss) per share 0.13 0.36 0.67 0.23
Diluted earnings (loss) per share 0.13 0.35 0.66 0.23
2005
Sales $ 187.2 $ 2145 $ 200.6 $ 206.8
Gross profit 70.7 83.8 73.5 76.5
Operating income 9.2 21.3 13.3 6.3
Net income 5.4 14.4 4.1 (0.8)
Basic earnings per share 0.14 0.36 0.10 (0.02)
Diluted earnings per share 0.13 0.35 0.10 (0.02)
2006

o The first, second, third and fourth quarters include integration/restructuring and other costs of $3.0, $1.6, $1.8 and $3.6, respectively, and charges
related to the impact of FAS 123(R) of $0.8, $0.9, $1.3, and $0.9, respectively.

. The third quarter includes a gain on lawsuit settlement of $39.4 and a $5.0 impairment charge related to one of the Company’s long-term
investments.

. The first, second, third and fourth quarters include integration/restructuring and other costs of $0.8, $1.8, $1.9 and $10.6, respectively.
. The third quarter includes $4.4 of taxes on repatriation of foreign earnings.

. The fourth quarter includes $7.4 of debt prepayment costs and $0.4 of taxes on repatriation of foreign earnings.
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Exhibit 23.1

Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in the Registration Statements on Form S-3 (File Nos. 333-38905, 333-64558, 333-103204 and 333-120239) and
Form S-8 (File Nos. 33-1132, 33-3645, 33-41238, 33-45376, 33-54411, 33-58921, 33-63979, 333-38707, 333-38709, 333-107370, 333-107371, 333-107372,
333-109814 and 333-143897) of Avery Dennison Corporation of our report dated February 27, 2007, with respect to the consolidated financial statements and
schedule of Paxar Corporation and Subsidiaries included in this Current Report (Form 8-K/A) dated August 29, 2007.

New York, New York
August 28, 2007



Exhibit 99.2

AVERY DENNISON CORPORATION
UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL STATEMENTS
INTRODUCTION

Avery Dennison Corporation (the “Company”) is a worldwide manufacturer of pressure-sensitive materials, office products and a variety of retail tag,
ticketing and branding systems. The Company’s end markets include consumer products and other retail items (including apparel), logistics and shipping,
industrial and durable goods, office products, transportation, and medical/health care.

On June 15, 2007, the Company completed the acquisition of Paxar Corporation, a New York corporation (“Paxar”), pursuant to the Agreement and Plan of
Merger dated as of March 22, 2007 (the “Merger Agreement”), by and among the Company, Alpha Acquisition Corp., a Delaware corporation and a wholly-
owned subsidiary of Avery Dennison (“Merger Sub”), and Paxar. Pursuant to the terms of the Merger Agreement, each share of common stock, par value
$0.10, of Paxar (other than shares owned by the Company, Merger Sub or Paxar) was converted into the right to receive $30.50 in cash, resulting in an
aggregate purchase price of approximately $1.3 billion. The other terms of the acquisition are set forth in the Merger Agreement, which was filed by the
Company on the Current Report on Form 8-K dated March 22, 2007.

The accompanying unaudited pro forma consolidated financial statements give effect to the Company’s acquisition of Paxar. The unaudited pro forma balance
sheet assumes that the Paxar acquisition and related transactions occurred on March 31, 2007. The unaudited pro forma statements of income for the year
ended December 30, 2006 and for the three months ended March 31, 2007 assume that the Paxar acquisition and related transactions occurred on January 1,
2006. The unaudited pro forma adjustments to reflect the purchase price allocation are based upon preliminary information, which may be revised as
additional information becomes available. Because of the timing of the acquisition completion (close to the end of the reporting period for the second quarter
of 2007), the allocation of the purchase price was preliminarily prepared based on information available as of the acquisition date and therefore, could be
materially impacted by certain adjustments on the finalization of the fair value assessments of assets acquired and liabilities assumed from Paxar. The
Company expects the finalization of such fair value assessment to be no later than the allowable period under Statement of Financial Accounting Standards
No. 141, “Business Combinations.” Such finalization is expected to be primarily based on management’s review process, which includes the review of third-
party valuations for acquired assets.

The notes to the unaudited pro forma consolidated financial statements provide a more detailed discussion of how such adjustments were derived and
presented in the pro forma financial statements. The accompanying unaudited pro forma consolidated financial statements have been compiled from historical
financial statements and other information as described herein, but do not purport to represent what the Company’s financial position or results of operations
actually would have been had the transactions occurred on the dates indicated herein, or project the Company’s performance for any future periods.

The accompanying unaudited pro forma consolidated financial statements should be read together with historical audited consolidated financial statements of
the Company included in its Annual Report on Form 10-K for the year ended December 30, 2006, the unaudited consolidated financial statements of the
Company included in its Quarterly Report on Form 10-Q for the three months ended March 31, 2007, and the audited and unaudited consolidated financial
statements of Paxar filed herewith. Certain adjustments in the accompanying unaudited pro forma consolidated financial statements are based on currently
available information and certain estimates and assumptions. Therefore, the actual adjustments may differ from the unaudited consolidated pro forma
adjustments. However, management believes that the assumptions provide a reasonable basis for presenting the significant effects of the transactions as
contemplated, and that the unaudited consolidated pro forma adjustments give appropriate effect to those assumptions and are properly applied in the
unaudited pro forma consolidated financial statements.




AVERY DENNISON CORPORATION

UNAUDITED PRO FORMA CONSOLIDATED STATEMENT OF INCOME

FOR THE THREE MONTHS ENDED MARCH 31, 2007

(In millions, except per share amounts)

Avery Pro Forma Pro Forma
Dennison Paxar Adjustments as Adjusted
Net sales $1,389.9 $215.1 $ (3.9)(a) $1,601.1
Cost of products sold 1,025.5 138.5 (3.0)(a) 1,162.5
1.5 (i)
Gross profit 364.4 76.6 2.4 438.6
Marketing, general and administrative expense 248.3 67.1 5.6 (j) 321.0
Interest expense 15.1 0.5 17.9 (k) 33.5
Other expense 2.1 3.3(2) — 5.4
Income from continuing operations before taxes 98.9 5.7 (25.9) 78.7
Taxes on income 19.7 1.6 (5.3)D) 16.0
Net income from continuing operations $ 792 $ 4.1 $(20.6) $ 627
Per share amounts:
Net income per common share from continuing operations $ 081 — $ 0.64
Net income per common share from continuing operations, assuming
dilution $ 0.80 — $ 0.63
Average shares outstanding:
Common shares 98.0 — 98.0
Common shares, assuming dilution 98.8 0.3 99.1
Common shares outstanding at period end 97.9 — 97.9

(1) Other expense includes $2.1 of restructuring costs.

(@) Other expense includes integration and restructuring and other costs of $1.8 and merger-related costs of $1.5.

See Notes to Unaudited Pro Forma Consolidated Financial Statements




AVERY DENNISON CORPORATION

UNAUDITED PRO FORMA CONSOLIDATED STATEMENT OF INCOME
YEAR ENDED DECEMBER 30, 2006

(In millions, except per share amounts)

Avery Pro Forma Pro Forma
Dennison Paxar Adjustments as Adjusted
Net sales $5,575.9 $880.8 $ (14.6)(a) $6,442.1
Cost of products sold 4,047.5 556.9 (12.4)(a) 4,597.9
5.9 (i)

Gross profit 1,528.4 323.9 8.1) 1,844.2
Marketing, general and administrative expense 1,011.1 267.9 22.6 (j) 1,301.6
Interest expense 55.5 3.8 71.6 (k) 130.9
Other expense (income), net 36.2(1) (29.4)(2) — 6.8
Income from continuing operations before taxes 425.6 81.6 (102.3) 404.9
Taxes on income 73.1 24.8 (19.4)(1D) 78.5
Net income from continuing operations $ 352.5 $ 56.8 $ (82.9) $ 3264
Per share amounts:
Net income per common share from continuing operations $ 353 — $ 327
Net income per common share from continuing operations, assuming

dilution $ 351 — $ 324
Average shares outstanding:

Common shares 99.8 — 99.8

Common shares, assuming dilution 100.4 0.2 100.6
Common shares outstanding at period end 98.3 — 98.3

(1) Other expense, net, includes restructuring costs, asset impairment and lease cancellation charges of $29.8, environmental remediation costs of $13,
legal accrual related to a patent lawsuit of $.4, miscellaneous taxes of $.4 related to a divestiture and charitable contribution of $10 to Avery Dennison
Foundation, partially offset by gain on sale of investment of ($10.5), gain on sale of assets of ($5.3) and gain from curtailment and settlement of a
pension obligation of ($1.6).

(2)  Other income, net, includes gain on a lawsuit settlement of ($39.4), partially offset by integration and restructuring charges and other costs of $10.

See Notes to Unaudited Pro Forma Consolidated Financial Statements




AVERY DENNISON CORPORATION

UNAUDITED PRO FORMA CONSOLIDATED BALANCE SHEET

AS OF MARCH 31, 2007
(In millions)

Avery Pro Forma Pro Forma
ASSETS Dennison Paxar Adjustments as Adjusted
Current assets:
Cash and cash equivalents $ 579 $ 34.7 $ — $ 926
Trade accounts receivable, net 912.0 143.0 (2.1)() 1,052.9
Inventories, net 494.6 122.1 6.2 (b) 622.9
Other current assets 212.4 33.3 7.4 (b) 253.1

Total current assets 1,676.9 333.1 11.5 2,021.5
Property, plant and equipment, net 1,311.6 183.8 65.6 (b) 1,561.0
Goodwill 718.8 234.7 (234.7)(c) 1,581.3

862.5 (b)
Other intangibles resulting from business acquisitions, net 93.4 0.7 (0.7)(c) 354.1
260.7 (b)
Other assets 529.1 16.9 (24.6)(d) 521.4
$4,329.8 $769.2 $ 940.3 $6,039.3
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Short-term and current portion of long-term debt $ 620.1 $ 94 $1,303.4 (e) $1,932.9
Accounts payable and other current liabilities 1,051.3 133.3 63.3 (f) 1,245.8
2.1)()

Total current liabilities 1,671.4 142.7 1,364.6 3,178.7
Long-term debt 501.6 26.3 — 527.9
Other long-term liabilities 436.5 50.0 113.3 (g) 599.8
Shareholders’ equity:

Common stock 124.1 4.2 (4.2)(c) 124.1

Capital in excess of par value 857.1 49.7 (49.7)(c) 879.2
22.1 (h)

Retained earnings 2,179.3 470.5 (470.5)(c) 2,169.8
(9:5)(d)

Accumulated other comprehensive (loss) income (29.0) 25.8 (25.8)(c) (29.0)

Cost of unallocated ESOP shares (5.7) — — (5.7)

Employee stock benefit trusts (551.6) — — (551.6)

Treasury stock at cost (853.9) — — (853.9)

Total shareholders’ equity 1,720.3 550.2 (537.6) 1,732.9

$4,329.8 $769.2 $ 940.3 $6,039.3

See Notes to Unaudited Pro Forma Consolidated Financial Statements




AVERY DENNISON CORPORATION

NOTES TO UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL STATEMENTS
Note 1. Basis of Presentation

The accompanying historical financial information is derived from the historical consolidated financial statements of Avery Dennison Corporation (the
“Company”) and Paxar Corporation (“Paxar”). The unaudited pro forma consolidated balance sheet as of March 31, 2007 has been prepared as if the Paxar
acquisition had taken place on March 31, 2007. The unaudited pro forma consolidated statements of income for the year ended December 30, 2006 and for
the three months ended March 31, 2007 assumes that the acquisition occurred on January 1, 2006.

Note 2. Purchase Price Allocation

The allocation of the purchase price to the assets acquired and liabilities assumed is preliminary and, therefore, subject to change. The allocation of the
purchase price was preliminarily prepared based on the information available as of the acquisition date and therefore, could be materially impacted by certain
adjustments on the finalization of the fair value assessments of assets acquired and liabilities assumed from Paxar.

The total purchase price for this transaction was approximately $1.33 billion for the outstanding shares of Paxar at June 15, 2007, including transaction costs
of approximately $14 million.

The following table summarizes the preliminary estimated fair values of the assets acquired and liabilities assumed as if the Paxar acquisition had taken place
on March 31, 2007.

(In millions)
Allocation of purchase price to the fair value of net assets acquired:

Cash and cash equivalents $ 347
Trade accounts receivable, net 140.9
Inventories, net 128.3
Other current assets 40.7
Property, plant and equipment 249.4
Intangible assets (Note 5) 260.7
Other assets 1.8

Total assets acquired $ 856.5
Short-term and current portion of long-term debt $ 9.4
Accounts payable and other current liabilities 166.4
Long-term debt 26.3
Other long-term liabilities 163.3
Paid-in-capital (Note 3 (h)) 22.1

Total liabilities assumed $ 3875

Fair value of net assets acquired $  469.0

Goodwill $ 8625




Note 3. Pro Forma Assumptions and Adjustments

The pro forma consolidated balance sheet and statements of income have been prepared to reflect the acquisition of Paxar by the Company. Pro forma
adjustments are made to reflect the following (all amounts in millions):

a) Elimination of intercompany accounts receivable and payable, intercompany sales and intercompany profit in inventory.

b) Preliminary fair value adjustments to assets, which include fair value adjustments to inventory of $6.2 (including the elimination of Paxar’s LIFO
inventory reserves); property, plant and equipment of $65.6; goodwill of $862.5; intangible assets of $260.7; and current deferred tax assets of $7.4.

¢) Elimination of Paxar’s goodwill, intangible assets and shareholders’ equity accounts.

d) Preliminary adjustments to other non-current assets, including acquisition-related asset impairment charges for software assets of the Company, as well as
certain investments of Paxar.

e) Issuance of commercial paper borrowings to fund the acquisition. Refer to Note 4, “Revolving Credit Facilities,” for further information.

f) Preliminary fair value adjustments to accounts payable and other current liabilities, including accrual of $26.5 for change-in-control provisions for certain
Paxar key executives as part of the acquisition agreement and transaction costs, which include costs of approximately $14 that was capitalized as part of
the purchase price.

g) Preliminary fair value adjustments to long-term liabilities, primarily due to preliminary adjustments to non-current deferred tax and income tax liabilities.
h) Preliminary fair value adjustments for stock options exchanged and performance share awards converted on the acquisition date totaling $22.1.

i) Additional depreciation resulting from preliminary fair value amounts allocated to property, plant and equipment over the preliminary estimated useful
lives of 10 years.

j) Amortization of preliminary fair value amounts allocated to amortizable intangible assets on a straight-line basis over the preliminary estimated useful
lives, which range from seven to twenty years. (See Note 5, “Intangible Assets,” for further details). Goodwill resulting from the acquisition is not
amortized in accordance with the provisions of Statement of Financial Accounting Standards 142, “Goodwill and Other Intangible Assets.”

k) Interest expense on the debt incurred to fund the acquisition. Assumes an average interest rate of 5.44 percent representing the borrowing rate of the
Company’s existing commercial paper program discussed in Note 4, “Revolving Credit Facilities.” The Company is currently in the process of obtaining
long-term financing arranged by several investment banks for a portion of the acquisition purchase price. When completed, the Company expects the
average interest rate for the debt incurred to fund the acquisition to approximate 6.5 percent, subject to changes in market conditions at issuance. The
effect on annual net income of a 1/8% variance in interest rates is estimated to be $1.6.

1) Adjustment to income tax provision was applied using the worldwide combined effective tax rates of both the Company and Paxar. The Company has
used an effective tax rate, rather than a statutory tax rate, to estimate tax expense in a manner consistent with other financial statement disclosures. An
effective tax rate considers adjustments for nontaxable income, non-deductible items, tax credits, and geographic income mix, and therefore results in a
more accurate estimate of tax expense compared to a statutory tax rate.

Note 4. Revolving Credit Facilities

On June 13, 2007, the Company entered into a bridge revolving credit facility (“Credit Facility”) with five domestic and foreign banks for a total commitment
of $1.35 billion, expiring June 11, 2008, for terms which are generally similar to existing credit facilities. Financing available under this agreement is
permitted to be used for working capital, commercial paper back-up and other general corporate purposes, including acquisitions.

The Credit Facility generally bears interest at an annual rate of, at the Company’s option, either (i) between LIBOR plus 0.205% and LIBOR plus 0.425%, or
(ii) the higher of (A) the prime rate plus between 0% and 0.50% or (B) the federal funds rate plus 0.50% plus between 0% and 0.50%, in each case depending
upon the Company’s utilization ratio and the rating of the Company’s long-term senior unsecured debt at the time of borrowing.

The fee for committed funds under the Credit Facility ranges from an annual rate of 0.045% to 0.075% depending on the rating of the Company’s long-term
senior unsecured debt. The Company expects the Credit Facility to back-up commercial paper issued to fund the acquisition described under Item 2.01
Completion of Acquisition or Disposition of Assets on the Company’s Current Report on Form 8-K filed on June 15, 2007, and for other general corporate
uses. The Credit Facility is subject to customary financial covenants, including a leverage ratio and an interest coverage ratio.




Note 5. Intangible Assets

The preliminary components of the intangible assets resulting from the acquisition and their related amortizable lives are as follows:

Estimated Estimated
Value Amortization Life
Customer relationships $ 1765 Range from 7 to 20 years
Amortizable trade names and trademark 26.5 15 years
Non-amortizable trade names and trademark 30.0 Indefinite life
Technology — core and developed 24.1 8 years
Service contracts 3.6 15 years
Total Intangibles $ 260.7
Note 6. Pro Forma Earnings Per Share
The following table reflects the pro forma earnings per share data for the periods presented:
Three Months Ended Year Ended
March 31, December 30,
(In millions, except per share amounts) 2007 2006
Numerator:
Pro forma net income $62.7 $326.4
Denominator:
Denominator for basic EPS
Weighted average shares outstanding 98.0 99.8
Effect of dilutive stock options for both the Company and Paxar 1.1 .8
Denominator for diluted EPS 99.1 100.6
Pro forma net income per common share:
Basic $ .64 $ 3.27
Diluted $ .63 $ 3.24

Certain employee stock options, performance share awards, restricted stock units and shares of restricted stock for both the Company and Paxar were not
included in the computation of net income per common share, assuming dilution, because they would not have had a dilutive effect. Employee stock options,
performance share awards, restricted units and shares of restricted stock excluded from the computation was 2.9 million for the three months ended March 31,
2007 and 4.6 million for the year ended December 30, 2006.



