Coca-Cola Co Annual Report -- 1986
America's Corporate Foundation; 1986; ProQuest Historical Annual Reports

pg.0_ 1

“THE Coca-Cora CompPaNy ANNUAL REPORT Iggg

SSIC

Trade-mark (®)

(r.ulvn:,ark@

LA

(

F e e i”
/")
N 7

—~—y
~ - - .‘ "
L4
"
“ \

RTINS TN
/

“When Coca-Cola is a part of your life,
you can’t beat the feeling.”
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The Coca-Cola Company is the worldwide soft drink leader, as well as one of the
world’s leading producers and distributors of filmed entertainment and the leading
U.S. marketer of orange juice and juice products.

Page 10

Placing a strategic emphasis on accelerating unit sales growth of the
Company’s sugar colas, the North America Soft Drink Business Sector
recorded impressive sales volume and share gains.

Page 15

Acting on its commitment to increase international per capita
consumption of soft drinks, the International Soft Drink Business
Sector produced its second consecutive year of double-digit sales
volume growtb.

Page 20  Through the production, acquisition and distribution of motion pictures
and television programming, the Entertainment Business Sector
enbanced its position as a leading force in the worldwide filmed enter-
tainment industry.

Page 26 The Foods Business Sector aggressively marketed its products in a

difficult industry environment, achieving sales volume and share gains
and setting the stage for future growtb.

over the world.

Cover: The leadership of the Coca-Cola
trademark reached new heights in 1986.
A new U.S. advertising campaign,
“When Coca-Cola is a part of your life,
you can't beat the feeling captures

the essence of the special role that
Coca-Cola plays in people’s lives all
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Financiar HiGHLIGHTS The Coca-Cola|Comipany

(In millions except per share data)

Year Ended December 31, 1986 1985 % Change
Net operating revenues $8,668.6 $7,212.1 20.2%
Operating income™ $1,145.0 $§ 9846 16.3%
Income from continuing operations

before income taxes* * $1,511.3 $1,063.4 42.1%
Income from continuing operations™* $ 9343 $ 677.6 37.9%
Net income** $ 9343 $ 7223 29.4%
Income per share from continuing operations** $ 242 § 1.72 40.7%
Net income per share** $ 242 § 184 31.5%
Dividends per share $ 1.04 $ 99 51%
Shareholders’ equity at year-end $3,515.0 $2,979.1 18.0%
Income from continuing operations

to net operating revenues 10.8% 9.4%
Income from continuing operations to

average shareholders’ equity 28.8% 23.5%
Book value per share $ 9.13 $ 7.72
Closing market price per share $ 37.75 $ 28.17
Ratio of market to book value 4.1 3.6

*In 1986, operating income was reduced by provisions for disinvestment and restructured operations aggregating $180 million.
** 1986 operating results included the provisions described above and the $375 million pretax gain on sale of stock by Coca-Cola Enterprises Inc.

Net Operating Revenues Income From Income Per Share From Closing Market Price
(8 Billions) Continuing Operations Continuing Operations (3) Per Share* (3)
(8 Millions)
9.0 950 2.50 40.00
7.2 760 2.00 32.00

5.4 / 570 )/ 1.50 24.00

3.6 )HK 380 //‘ 1.00 16.00
v / N
1.8 190 .50 8.00
| 76 ‘81 ‘86 '76 ‘81 ‘86 7 ‘81 '86 76 '81 ‘86
} *Adjusted for a three-for-ome
stock split in June 1986
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. To OUR SHAREHOLDERS

v

Roberto C. Goizueta,
Chairman of the
Board of Directors
and Chief Executive
Officer (right), and

| DonaldR. Keough,
President and Chief
Operating Officer.

The Coca-Cola Company celebrated the
Centennial of Coca-Cola in 1986 by achiev-
ing record market shares, sales volumes,
returns and profits, while augmenting the
Company’s substantial portfolio of opportu-
nities for growth in the future.

In 1986, the combination of the return
on equity reached and the per share earnings
growth achieved was the best since 1936. For
the year, return on average shareholders’
equity from continuing operations increased
5.3 points to 28.8 percent. Earnings per share
from continuing operations increased 41 per-
cent to $2.42, and have grown at an average
annual rate of 16 percent since 1981

Our strong operating performance in
1986 was enhanced by approximately 35 cents
per share as the net result of a pretax gain of
$375 million resulting from the sale of stock
by Coca-Cola Enterprises Inc. (CCE) and
one-time accounting provisions of $180 mil-
lion taken against earnings. These provisions
are related to the restructuring of our U.S. soft
drink business and our decision to complete
the disinvestment from South Africa.

Excellent performances from each of our
four business sectors combined with favorable
currency translation rates to generate a 16 percent
increase in operating income to $1.145 billion
(after the one-time provisions of $180 million).

Total return on your investment—stock
price appreciation plus dividends —was 38 per-
cent in 1986, following a 40 percent return in
1985. Since 1981, the Company’s average com-
pounded annual total return on shareholder
investment has been 30 percent.

CAPITALIZING ON OPPORTUNITIES

Our 100 years of prosperity, supported by
several significant strategic actions in recent
years, have created a rich portfolio of oppor-
tunities for The Coca-Cola Company. This
portfolio includes our four business sectors

. and their leadership positions, our innovative

use of business structures and the resulting
equity investments, and our financial resources.

The goal of exploiting these opportuni-
ties to increase shareholder value always will
be challenging. However, by building on our
strong foundation and investing for tomor-
row’s growth, we are confident that we will
successfully meet the challenges ahead.

Each of our four business sectors is
operating according to a well-defined plan.
Each is moving forward in line with a broad
strategy to capitalize on its superior position-
ing and expertise, while drawing from com-
plementary corporate resources that bind the
sectors into a single, powerful enterprise.
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FLExING OPERATIONAL STRENGTH

North America Soft Drink Business
Sector  Our soft drink business in North
America developed tremendous momentum
in 1986. Strong volume growth and reduced
marketing spending resulted in significantly
improved operating results, although operat-
ing income was reduced by the one-time
accounting provisions previously noted.

Led by the excellent performance of the
products of our Coca-Cola megabrand, the
g 7 captured a record share of more
than 39 percent of the US. soft drink industry.
The 7 percent sales volume gain of our US.
soft drinks accounted for more than 60 percent
of the growth of the total US. soft drink mar-
ket, which grew § percent in unit case volume.

In 1986, the combined volume of Coke,
caffeine-free Coke, Coca-Cola classic and
cherry Coke increased § percent, a result of
the effort begun in 1985 to revitalize our sugar
colas. This volume gain represented more than
three-fourths of the growth of the entire sugar

cola category. While our sugareola volume

grew § percent, all competing sugar colas com-
bined had volume growth of only 1 percent.
Additionally, volume for diet Coke increased

14 percent, continuing the remarkable growth
of the world’s premier one-calorie soft drink and
the third largest-selling soft drink of any kind in
the United States.

Our overall strategy is to continue to
build on our strengths in product superiority,
distribution, marketing and customer service,
and to take advantage of new opportunities as
they arise.

International Soft Drink Business Sector
The key to volume growth and profitability in
our international markets is growth in per
capita soft drink consumption. The potential
appears limitless, and the Coca-Cola system is
aggressively implementing programs designed
to increase soft drink availability, affordability

and acceptability around the world.

Our international soft drink business
experienced its most successful year in 1986.
International sales volume grew by 12 percent
in 1986, the strongest increase in seven years.
Aided by a weakening dollar, international
operating income, even after the one-time
accounting provision, increased in excess of
overall corporate performance. In 1986, oper-
ating income for the sector alone exceeded total
operating income for the entire Cor 4
four years ago.

In most of our international markets,
our objective is to increase the consumption
of soft drinks as a share of total beverage con-
sumption. The double-digit volume gain of
each of the last two years illustrates clearly that
we are building a very positive growth trend.

Entertainment Business Sector  The
Coca-Cola Company has firmly established
itself as one of the world’s leading producers
and distributors of filmed entertainment. In
each of the four full years we have been in the
entertainment industry, that segment of our
business has achieved more than a 30 percent
gam in operatmg income. In addition, the
Company, through Coca-Cola Television, is
one of the world’s leading programming sup-

 pliers to the television industry.

Despite the success of The Karate Kid
Part II and Stand By Me, we were not satisfied
with the performance of Columbia Pictures’
feature films in 1986. Accordingly, we took
significant steps forward, including a change
in leadership at the Columbia motion pictures
studio. We believe these steps will produce
better products, which will result in better
earnings in the years ahead.

As new technologies are developed and
new markets emerge for filmed entertainment,

Company is prepared for whatever direc-
tion the consumer takes the mdustry We are
equipped with the programming, production
capabilities, distribution systems, flexibility

3




and financial resources to continue as this
industry’s innovative leader.

Foods Business Sector  Our foods busi-
ness is anchored by Minute Maid orange juice,
the leading product in the total orange juice
market. Severe fluctuations in orange juice
prices slowed earnings growth in 1986. But as
orange juice costs stabilize, we are confident
we will again generate strong growth in oper-
ating income.

The sector launched two new products,
which in one year became leaders in their
respective categories: Minute Maid Fruit
Juicee frozen snacks and Bacardi frozen con-
centrated tropical fruit mixers. Additional
new product successes are anticipated in 1987,

DevELOPING INNOVATIVE BUSINESS STRUCTURES

Theqis continuing to leverage its
operating achievements through the innova-
tive use of new business structures.

The most visible and significant example
of these structures in 1986 was our creation of
Coca-Cola Enterprises (CCE), the world’s
largest soft drink bottling and the
producer and distributor of 38 percent of the
total US. bottle/can volume for_
products. Via a successful public offering,
CCE sold 71.4 million shares of its common
stock last November and raised approximately
$1.12 billion in equity.

Through CCE, we also achieved a
permanent, independent ownership structure
for a significant portion of the US. Coca-Cola
bottling system. By owning 49 percent of
CCE's outstanding common stock, The
Coca-Cola _rnaintains a significant
interest in the increasing value of the bottling
industry, while CCE has established its own
capital structure as a freestanding*

The Coca-Cola -forme E
to maximize the Company’s volume growth

potential and financial returns. In partnership
with CCE, we will continue to guide the stra-

LETTER TO SHAREHOLDERS

tegic direction of our US. bottling system to
increase distribution and marketing efficiencies.

We extended our structural innovations
internationally by forming a joint venture with
Cadbury Schweppes. Coca-Cola & Schweppes
Beverages Limited, a new hat is the
leading marketer of soft drinks in Great Britain,
is handling bortling, canning and distribution of
both companies’ products throughout that
important market.

In the entertainment arena, there is no
better example of the use of innovative busi-
ness structures than Tri-Star Pictures, Inc.,
which we helped establish just four years ago
and took public in 1985. The Coca-Cola
Fcontinues to own 30 percent of

r1-Star, which is a significant presence in
filmed entertainment, as well as a strong con-
tributor to our entertainment profits.

Using FiINnaNcIAL LEVERAGE

Our financial resources, including a large cash
flow, strong balance sheet and debt capacity,
provide another important element in our port-
folio of opportunities.

In late 1986, we announced the increase
in our internal target net debt-to-capital ratio
to 35 percent, providing more than $1 billion
in additional financing capacity. Reflecting
our confidence in the underlying strengths of
this _we also launched a program to
repurchase up to 10 million shares of our
common stock. And, to enhance further the
growth prospects and long-term returns of the
Company’s existing businesses, we plan to ‘
gradually reduce over time the dividend pay- ;
out ratio to 40 percent. Dividends will be
increased appropriately, but at a lesser rate :

than our annual earnings growth.
DivipenD INcrEASE AND BOARD MATTERS

For 25 consecutive years, your Board of

Directors has approved dividend increases. At |
I

T4
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its February 1987 meeting, the Board increased
the quarterly dividend to 28 cents per share,
equivalent to an annual dividend of $1.12

per share.

At a special meeting last June, share-
holders voted to split the Company’s stock
three-for-one. Since 1981, the value of our
Company’s stock has quadrupled. The split
placed the stock price in a range attractive to
both individual and institutional investors.

In accordance with —bylaws,

a distinguished member of our Board, Joseph
W. Jones, did not stand for re-election in 1986
after six years on the Board. During his more
than 50 years with the Coca-Cola system and
in close association with the late Robert W.
Woodruff, Mr. Jones provided much wisdom
to our enterprise. We are grateful for his
many contributions.

At the 94th Annual Meeting of Share-
holders last April, shareholders elected as a new
Director Peter V. Ueberroth, Commissioner
of Major League Baseball. We welcome
Mr. Ueberroth to the Board. The
will benefit from his considerable experience.

Succeeping THrougH Our Work ETHic

ThisF is indeed blessed with talented
men and women who give their time, their
minds and their hearts to the business. They
put into their work that extra effort, spirit,
enthusiasm and high morale which keep this
the leader and sustain its traditional
igh level of prosperity. Employees at The
Coca—ColaF make excellence a way
of life. This will continue to be part of our
work ethic in the increasingly demanding and
complex future.
All of our associates at The Coca-Cola

join us in thanking our Board of

irectors for its wise advice and counsel. We
also thank you, our shareholders, for your sup-
port, and take this opportunity to express our

LooxinG 10 THE FUTURE

The potential of our enviable portfolio of
opportunities makes the future prospects of
The Coca-Cola indeed bright.

Our “Strategy for the 1980s” has pro-
duced record sales, earnings and returns. Last
year's results confirm our management’s belief
that for planning to be successful, it must be
opportunistic, and for a strategy to be effec-
tive, it needs to be flexible. We look to the
future, secure in our vision. We are assured of
our abilities to quickly seize opportunities as
they arise and to minimize the negative
impact of adverse events that may occur out-
side our control. We are confident in the
effectiveness of our strategies and are commit-

ted to the long-term growth of the value of
The Coca-Colaﬁ

Roberto C. Goizueta
Chairman, Board of Directors,
and Chief Executive Officer

Donald R. Keough
President and
Chief Operating Officer

February 19, 1987

pride in being employed by this great-




— -

' OpPERATIONS REVIEW

- Soft Drink Business Sectors

' North America Soft Drink

Business Sector

- International Soft Drink

' Business Sector

|
|
|
|
|
|

The Coca-Cola Company increased
its worldwide soft drink volume 10
percent in 1986, and extended its
worldwide market share 1 point to
43 percent.

Operating income of the two
soft drink business sectors grew 20 per-
cent in 1986, to $1.017 billion. This
growth resulted from strong volume
gains both in North America and inter-
nationally, favorable exchange rate
comparisons and a diminution in 1986
of the heavy 1985 marketing invest-
ments in North America.

Operating results from the two
soft drink business sectors increased
strongly in 1986, but were moderated by

The North America Soft Drink Busi-
ness Sector outperformed the overall
soft drink industry and its primary
competitor as it strengthened its lead-
ership in every major soft drink seg-
ment in 1986. The outstanding market-
ing achievements included several firsts
in the United States: Company soft drink
products represented five of the top
10-selling soft drinks; Coca-Cola classic

claimed the position of the best-selling
soft drink product; Sprite became the
best-selling lemon-lime soft drink; and
caffeine-free diet Coke became the best-
selling caffeine-free cola. Meanwhile,
diet Coke, the third best-selling soft
drink of any kind in the United States,
further tightened its leadership grip of
the one-calorie segment.

The excellent performance of
sugar colas in 1986 helped drive an
overall 7 percent volume increase for
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one-time accounting provisions of $180
million taken against earnings. These
provisions are related to the restruc-
turing of the USS. soft drink business and
the decision to complete the Company’s
disinvestment from South Africa.

Soft drink operations accounted
for 74 percent of the total operating
income generated by The Coca-Cola
Company’s four business sectors.

the sector that contributed to strong
operating results, although operating
income was reduced by the one-time
accounting provisions noted above.
Looking ahead, the sector will
continue its emphasis on a superior
product line and excellent marketing
programs for all distribution channels.

i
L

Net Operating Revenues

(8 Millions)
16,000
|
94‘ 800
\
13,600
2,400
|
1,200
1984-1986

Operating Income

(8 Millions)
1,025
| 820
|
i‘ 615
;
| 410
|
| 205
|
1984-1986

Aggressive marketing and economic
improvement in key markets led the
International Soft Drink Business
Sector to its most successful year ever
and its second successive year of
double-digit volume growth. More
than 60 percent of the Company’s
total soft drink volume originated
from international markets in 1986.

The sector benefited from a
weakening dollar and achieved
operating income growth (after the
one-time accounting provision) sig-
nificantly stronger than the operating
income growth for the Company as
awhole.

The sector is poised for contin-
ued volume growth and increased
profitability. The sector’s strategy is
to increase the international per capita
consumption of Company soft drinks
by increasing their availability, afford-
ability and acceptability.
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OprerATIONS REVIEW

‘\ Entertainment Business Sector
|

227

| Foods Business Sector

The Entertainment Business Sector
generated operating income growth
in excess of 30 percent for the fourth
consecutive full year that it has been a
part of The Coca-Cola Company. As
one of the world's largest television pro-
gramming suppliers, the sector gained
strength in 1986 through the acquisi-
tion of Merv Griffin Enterprises, a
major producer of first-run syndica-
tion programming.

Wheel of Fortune

The Foods Business Sector achieved
strong volume and share gains in the
face of unfavorable industry condi-
tions that limited growth. With a
significant portion of the sector’s busi-
ness affected by the severe fluctuations
in prices of orange solids, the sector
took steps to ensure future growth.

Minute MaiQ ;

T AR
- mozm‘

The sector expects to extend its
profitability through the decade by
capitalizing on opportunities in televi-
sion syndication, theatrical distribu-
tion, home video, pay television and
other developing filmed entertain-
ment distribution channels.

Stand By Me

L VARIET

Two new products launched in 1986
became leaders in their respective
categories during the year: Minute
Maid Fruit Juicee frozen snacks and
Bacardi frozen concentrated tropical
fruit mixers.

Minute
. Maid

ORANGE NATURAI
o Lemonade
CHERRY
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RALPH MACCHIO
PAT MORITA

Net Operating Revenues

(8 Millions)
1,375
| 1,100
825
550
275
1984-1986

Short Circuit

Operating Income

(8 Millions)
250
200
150
100
| 5O
1984-1986

The sector is continuing to
develop successful new products that
leverage the strengths of both the Min-
ute Maid and Hi-C trademarks.

Net Operating Revenues
($ Millions)

1984-1986

1,350
l | 1,080
|
\
|

810

540

270

Operating Income
(8 Millions)

125
| 100
75
50
25

1984-1986
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SofFT DrRiINK BusiNEss SEcTORS._
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A

Led by Coca-Cola
classic, the number
one soft drink in the
United States, the
Company increased
its share within the
important U.S. food
store segment.

To celebrate the 100th birthday of
Coca-Cola, more than 12,500 members of
the Coca-Cola family gathered last May in
Atlanta. The Centennial was a most special
event. It served to build the enthusiasm of
the worldwide bottlers of Coca-Cola, who
returned to their respective markets reassured
of the Company’s commitment to the soft
drink business and to the Coca-Cola system’s
worldwide momentum. Re-energized, the
Company and bottlers from around the world
embarked on a second century as the global
soft drink industry leader.

10

Y 4 “'"Aige’
- f“ ‘ : 0
e T A

NorTH AMERICA SOFT DRINK
BusiNEss SEcTOR

The year 1986 was one of exceptional marketing
achievement by the North America Soft Drink
Business Sector. The sector’s performance out-
paced the industry’s strong growth in the United
States and Canada by achievinga 7 percent
increase in syrup and concentrate shipments. By
any measure, the Company expanded its leader-
ship position.

For the first time, five of the Company’s soft
drink products were among the top 10-selling
soft drinks in the United States. The Com-
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pany’s products in the top 10 are Coca-Cola
classic, diet Coke, Sprite, Coke and cherry
Coke. Coca-Cola classic achieved the position
of the best-selling U.S. soft drink product in
1986. For the first time, Sprite became the
best-selling U.S. lemon-lime soft drink. And,
caffeine-free diet Coke surpassed its category
competitors in both the sugar and one-calorie
cola segments and became the best-selling
caffeine-free eola. All this occurred in one
sensational year in the United States alone.

Together with the nation’s preeminent
soft drink bottler system, Coca-Cola USA,
the sector’s largest operating unit, delivered on
its commitments to achieve volume growth in
excess of industry rates and share improve-
ments in growth markets.

Volume Advancement As a result of out-
standing volume growth and reduced market-

- ing expenses, Coca-Cola USA's operating

results increased sharply, but operating income
decreased as a result of one-time accounting
provisions related to the restructuring of the
US. soft drink business. Operating results were
aided by the reduction of marketing expendi-
tures below the 1985 level, which was extraordi-
narily high due to new product introductions.
The division'’s return on assets improved signif-
icantly due to strong operating results.
Coca-Cola USAs 7 percent sales volume
gain accounted for more than 60 percent of the
growth of the USS. soft drink market. The rest
of the US. soft drink market grew 3 percent
in volume. Coca-Cola USA’s volume increase
boosted the division's share of the soft drink
market to an all-time high of more than 39 per-
cent, or 9 share points larger than the share of
the Company’s primary US. competitor, as
Coca-Cola USA widened its leadership margin.
The volume growth was generated primar-

| ily in the industry’s largest category, cola soft

drinks, where the Coca-Cola system has

. focusedits efforts. TheCompany achieved strong
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results in both sugar and one-calorie colas, which
together account for two-thirds of all soft
drink industry sales in the United States. The
division's sugar/¢ola volume gain of 5 percent
represents more than three-fourths of the growth
of the entire sugaricola category, which had a
volume growth of 3 percent.

In all distribution channels, Coca-Cola
USA outgrew the overall industry. In food stores,
which represent 36 percent of the Company’s
U.S. volume, aggressive activities in all aspects
of the marketing mix paid off. Coca-Cola USA
achieved its highest market share and its largest
share lead versus its primary U.S. competitor in
recent history. The Company’s products also
led the food store E6lasegment, and the posi-
tive sales trends for colas are accelerating.

In fountain and vending, the two segments
in which Coca-Cola USA's leadership position
is strongest, the Company also increased mar-
ket share. The division’s fountain share rose to
59 percent as a result of the decisions by sev-
eral major food service accounts to serve
Company products to their customers, cou-
pled with the excellent performance of exist-
ing accounts. Fountain represents 30 percent
of the Company’s U.S. volume.

Increased placements of vending ma-
chines and average sales per machine raised
Coca-Cola USAs share of the vending segment
to 49 percent. Vending and other bottle/can
segments account for 34 percent of the Com-
pany’s US. volume. The division also devel-
oped an innovative vending machine featuring
dollar bill changers and new graphics.

Coca-Cola Trademark With an outstanding
soft drink product line, Coca-Cola USA

v

Reflecting the
unified commit-
ment of the giobal
Coca-Cola system,
12,500 members
of the Coca-Cola
family from 125
nations gathered i
in Atlanta last May
to celebrate the
Centennial of “
Coca-Cola. 1
{
|
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With a superior
taste that appeals to
a broad spectrum of
soft drink consumers,
diet Coke generated
volume growth of

14 percentin the
United States, further
strengthening its
number three posi-
tionamong U.S.

soft drinks.

v

Innovative new
vending machines
with dollar bill
validators, new
graphics and curved,
illuminated panels
will strengthen the
Company's multi-
channel distribution
system.

| megabrand, the family of seven soft drinks bearing |

~_ SOFT DRINK BUSINESS SECTORS

enhanced not only its market leadership and
financial results, but also the unequalled image
of its trademarks. The trademark Coca-Cola
achieved record-high scores in brand awareness,
image and preference ratings. The Coca-Cola

the Coca-Cola name, proved its strategic effec-
tiveness in 1986. In every major market segment
and distribution channel, the Coca-Cola mega-

12

brand outsold all products bearing the primary |
trademark of the leading competitor.

Retail case sales of Coca-Cola classic,
Coke, cherry Coke and caffeine-free Coke
increased an impressive 6 percent, while the
main U.S. competitor’s unit sales for sugar |
colas were essentially flat.

Coca-Cola classic, the Company’s

' flagship product with the original formula for

Coca-Cola, steadily improved its leadership
position. Its 100-year heritage, unmatched
image and loyalty continue to provide
Coca-Cola classic with major growth oppor-
tunities. It is the driving force behind the

| Company’s momentum in sugar colas.

The new taste of Coke, introduced in

: April 1985, is positioned directly against the

primary competitive €olas The volume and
market share of Coke stabilized over the
course of the year. Coke, one of the 10 top-
selling soft drinks in the United States, made

| an important contribution to Coca-Cola

USA's overall sugar @ola'strength in 1986.
Leading-edge, youth-focused television
advertising with the theme, “Catch the wave.
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Coke] created a national sensation among
young consumers in 1986. The top-rated
advertising campaign introduced to American
audiences Max Headroom, a humorous,
computer-enhanced, video talking head.

Cherry Coke, in its first full year of dis-
tribution, maintained its strong leadership of
the flavored ¢ola category it created in 1985.
Cherry Coke appeals especially to youth and
consumers seeking a change of pace soft drink.

One-Calorie Soft Drinks As the nation’s
leading one-calorie soft drink and the best-
selling diet product of any kind in the world,
diet Coke celebrated its fourth anniversary
with phenomenal volume growth of 14 per-
cent. Diet Coke is perfectly positioned to take
advantage of virtually all emerging trends in
American consumer marketing, such as the
maturing of the baby-boom generation. It
appeals not only to dieters, but to mainstream
soft drink consumers with its outstanding
taste, name and imagery. The Company plans
to take diet Coke to the fullest extent of its
incredible growth potential.

Extending the marketing power of diet
Coke, caffeine-free diet Coke achieved volume
growth of 10 percent in 1986. Together the
two products attained a substantial 9 percent

share of the overall US. soft drink industry.

‘ Adding still more potential in one-calorie
colas, diet cherry Coke was introduced to 69
percent of the country, with national distribu-
tion planned for 1987. With their unique cola
tastes, TAB and caffeine-free TAB maintained
a loyal following consisting mainly of women
18 to 30 years old.

Citrus Soft Drinks In the citrus-flavored
soft drink category, though faced with extremely

|

Diet cherry Coke
was introduced in
response to con-
sumer demand for

a one-calorie soft
drink with all the
taste attributes of
cherry Coke, the
nation’s best-selling
fruit-flavored cola.

? {\J%Lbd iet
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heavy competitive investment, Coca-Cola USA |
maintained a strong position and set the stage ‘
for future advancement. The Company cen-
tered its efforts on two excellent trademarks,
Sprite and Minute Maid, and on the two largest |
citrus flavor segments, lemon-lime and orange.

For the first time, Sprite rose to the top
position in the lemon-lime category in 1986.
For the third straight year, both Sprite and
diet Sprite gained share of the category.

Minute Maid Orange Soda, Minute
Maid Lemon-Lime Soda and their diet versions
were introduced in 1986 in markets covering
more than 58 percent of the US. population.
With a unique combination of added fruit
juices, vitamin enrichment and the highly
regarded Minute Maid brand name, these prod-
ucts provide excellent growth potential. Minute
Maid Orange Soda is already the number one
orange soft drink in many U.S. markets.

In fulfilling its commitment to satisfy
changing consumer tastes, Coca-Cola USA is
continuing to explore possible new soft drink

| product options, and to improve such region-
| ally strong brands as Fresca and Mello Yello.

Restructuring Coca-Cola USA furthered

| its siX-year commitment to strengthening the

| bottler system by facilitating ownership changes
' of bottling companies that account for more than |

50 percent of the system's bottle/can volume.
The Company’s most far-reaching

<

Capturing the atten-
tion of America’s
youth, video celeb-
rity Max Headroom
added to the strong
popularity of “Catch
the wave” advertis-
ing for Coke.




Minute Maid Sodas

\ established a strong
presence within the
emerging juice-
containing soft drink
segment in 1986.

>

Sprite became the
leading lemon-lime
soft drink in the
United States for the
first time in 1986.

transaction was the formation of Coca-Cola

Enterprises Inc. (CCE), accomplished through
the transfer to CCE of the operating assets of
substantially all previously owned bottling
companies in the United States. CCE then
acquired bottling operations previously owned
by the Lupton family and BCI Holdings Corpo-
ration, and had an initial public offering of
71.4 million shares or 51 percent of its stock.

CCE is the largest bottling gompanyin
the world, operating in parts of 31 states and
the District of Columbia. CCE’s bottling terri-
tories reach 90 million people, or 38 percent
of the US. population, and its sales represent
the same percentage of the soft drink volume
of products from The Coca-Cola Comipany:

Canada In soft drink operations in Canada,
the (@6mipany|strongly improved its operating
income and return on assets. Coca-Cola Ltd.,
the Canadian operating unit, achieved an 11
percent volume increase, outgrowing the over-
all Canadian soft drink industry. Coca-Cola
Ltd. attained a record-high overall market share
of 46 percent, outgrowing its primary competi-
tor in the important food store segment.
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The new taste of Coke performed
particularly well in Canada, accounting for
44 percent of the Company’s sugar colamnit
sales. Coke, Coca-Cola classic, cherry Coke
and caffeine-free Coke boosted sugar cpla
volume 6 percent. Diet Coke continued to
grow dramatically in Canada, reaching an 8
percent share of the overall soft drink market.

Future Growth After three straight years
of volume growth well ahead of the industry, the
North America Soft Drink Business Sector has
developed strong momentum and fully expects
to continue and improve this pattern. The sec-
tor’s exceptional 8 percent growth in Coca-Cola
branded products attests to the overwhelming
power of the Coca-Cola megabrand. Superior
brand image and taste attributes of the Company’s
citrus soft drinks promise similar growth.

Market research indicates that in the next
decade the strongest North American soft
drink growth will come from teenagers and
“baby boomers” ages 30-49, many of whom
are diet soft drink consumers. Through its
multi-product leadership in sugar and one-
calorie soft drinks, its multi-channel market-
ing programs and its preeminent bottler and
fountain distribution systems, The Coca-Cola
@omipanyiis positioned better than any other soft
drink ¢omipanyito capitalize on these trends.

_ NOW MORE THAN EVER IT'S

) A
i
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operating income Increase.

INTERNATIONAL SOFT DRINK
Business SEcTOrR

At no time in the last 15 years has the Company
been more pleased with its current interna-
tional performance or more optimistic about
the future of its international businesses.

The International Soft Drink Business
Sector reported impressive 12 percent volume
growth for 1986, the second consecutive year of
double-digit increases. The sector accounted
for more than 60 percent of the Company’s
worldwide soft drink sales. With excellent
volume growth, margin improvements and
favorable exchange rate comparisons, the
operating income increase for the sector was
greater than the Company’s consolidated

This success reflects the Company’s
commitment to capitalizing on the tremendous
potential of international soft drink markets.
International per capita consumption of soft
drinks has grown rapidly in recent years, yet it
is still well below the consumption levels of
the United States. As the leading force in the
international soft drink market, the Company
will continue to expand its business by effec-
tively marketing products against not only
competing soft drinks, but all beverages.

Global Business Strategy To realize its
international potential, the Company has adopted
a global strategy that focuses the energies of the
Coca-Cola system toward increasing soft drink
availability, affordability and acceptability.
This strategy involves the tapping of financial
and technological strengths in addressing

15 B

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

<

Efforts to increase
the international per
capita consumption
of Company soft \
drinks have been
enhanced through |
the deployment in
Thailand of new
open coolers, which |
increased the avail-
ability of Company
products there.

|




Especially popular
| with young con-
sumers, Fanta, the
world’s third best-
selling soft drink
brand, gained 21
percent in volume
| inltaly.

marketing opportunities. By fully engaging
this strategy, the Coca-Cola system is
equipped with distribution capabilities and
pricing flexibility. This formula has a proven
success record for increasing the worldwide
consumption of Company soft drink products.

Geographic Results Focused marketing
activities and the improved economies of sev-
eral important soft drink markets helped gen-
erate the sector’s 12 percent volume increase.

With strong gains in most key markets,
the Latin America group achieved 15 percent
volume growth. Along with favorable price
increases, this produced a 54 percent increase
In operating income.

Attractive price levels in an environment
of increasing consumer purchasing power
helped the Company score volume increases
of 52 percent in Brazil and 31 percent in

- 16
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Argentina, respectively the Company’s third-
and sixth-largest soft drink markets by volume.
In Colombia, heavy promotions helped drive
7 percent volume growth despite one of the
most severe rainy seasons in a decade.

In Mexico, the Company’s second-largest
market by volume, retail price increases hin-
dered comparisons with the strong volume
growth of 1985. These price increases, however,
established the basis for future increases in profit
growth. The Company used its sponsorship of
the world’s most popular sporting event, the
World Cup soccer competition, held in Mexico,
as an effective promotional vehicle in that coun-
try and many other international markets.

The Europe and Africa group reported a
20 percent gain in operating income after
one-time accounting provisions related to the
Company’s disinvestment from South Africa.
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The Europe and Africa group had a 10 per-
cent volume increase.

In Germany, 8 percent volume growth
was driven by the introduction of cherry Coke
and promotions for Coca-Cola featuring tennis
star Boris Becker. Volume gains were also spurred
by the introductions of new formulations of
Coca-Cola light with NutraSweet and Fanta
flavors with vitamin C.

In Italy, increased advertising for Coke
and newly introduced diet Coke combined
with an effective promotional program for
Fanta to produce a 17 percent volume gain. As
one of the Company’s premier growth markets
for the past decade, Italy has reported double-
digit volume increases in six of the last 10 years.

Great Britain used aggressive pricing
activity to help generate 15 percent volume
growth, while retail case sales rose more than
20 percent. In France, volume increased 14
percent, supported by the continued growth
of Coca-Cola and caffeine-free Coca-Cola.

Despite the political unrest in South
Africa, where the Company sold its remaining
bottling and canning assets and made arrange-
ments for complete disinvestment of its opera-
tions, volume grew 13 percent.

In the Pacific group, operating income
increased 41 percent on volume growth of 9
percent. Operating income in Japan increased
significantly, reflecting favorable exchange
rates, while poor summer weather weakened
volume performance. However, Georgia
Coffee unit case volume increased 25 percent,

./

Cherry Coka Cata.
Dohinter specks |

leading the growth of non-carbonated soft

drinks, which are extremely popular in Japan.

Growth for the Pacific group was
led by the Philippines, where volume gained
15 percent despite the market’s political vola-
tility. In Korea, the Company sponsored the
1986 Asian Games 1n Seoul and finalized
arrangements for its sponsorship of the 1988
Olympic Summer Games there.

Thailand, a growing market for Company

4

Cherry Coke was
introduced in sev-
eral international
markets, including
Germany, where

8 percent in 1986.

overall volume grew ‘

A

Sprite achieved

39 percent volume
growth in Argentina,
the Company'’s sixth-
largest soft drink
market by volume.
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Led by Coca-Cola,
volume for Company
soft drink products
grew 15 percent in
the Philippines.

soft drinks, reported a 5 percent volume gain.
Volume growth was aided by increased avail-
ability achieved through the widespread place-
ment of new mini-coolers.

Australia experienced a 37 percent volume
increase that resulted primarily from a change in
concentrate shipping patterns. Retail case sales
growth of 11 percent more accurately reflects
the market’s outstanding success. Special pro-
motions associated with the America’s Cup
sailing competition in Australia were initiated
to spark further sales increases.

Multi-Brand Development The interna-

|

An improved econ-
omy and attractive
soft drink prices
helped generate

52 percent volume
growth in Brazil,
where advertising
promotes Coca-Cola
as a complement

to food.
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tional strength of the Coca-Cola megabrand
grew substantially in 1986. Product Coca-Cola
further enhanced its position as the world's best-
selling branded beverage, growing 12 percent in
1986 outside the United States and Canada and
representing 68 percent of the Company’s inter-
national soft drink sales.

Diet Coke was introduced in several
additional markets in 1986, including Italy,
Taiwan, Indonesia and Turkey. Now available
in 70 markets worldwide, diet Coke volume
grew 27 percent in 1986. The Company will
continue to increase the number of markets in
which diet Coke is the second best-selling cola,
complementing the leadership of Coca-Cola.

Major market introductions for cherry
Coke in 1986 included Great Britain, Singapore,
Germany, Korea and Hong Kong, making the
product available in 33 markets worldwide. In
international markets where it is available,
cherry Coke accounted for more than one-
fourth of 1986 sugar|cola growth.

Sprite achieved 7 percent volume growth
and is the best-selling lemon-lime soft drink
internationally as well as in the United States.
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Backed with considerable promotional supporrt,
Sprite enjoyed particularly strong results in Iraly,
Germany, Brazil and Argentina. Sprite also
replaced a major competitor as the lemon-lime
product distributed by Coca-Cola bottlers in
Singapore and Malaysia.

Fanta, the world’s third best-selling soft
drink brand, reported its second consecutive
year of strong growth internationally with a
12 percent volume increase. Featuring a vari-
ety of flavors and formulas, Fanta provides the
Company with flexibility in meeting the
diverse demands in international markets for
fruit-flavored soft drinks. In Germany, France
and Turkey, new formulas for Fanta helped
generate volume increases.

System Enbancements The Company took
several steps during the year to strengthen the
world’s foremost soft drink distribution system.
A stronger, more assertive bottling system is
important to executing the Company’s plans for
future international growth.

Major production and distribution efficien-
cies were achieved as a result of the consolidation
in Germany of several small bottling companies
into larger groups.

In Great Britain, Coca-Cola & Schweppes
Beverages Limited, a joint bottling venture

with Cadbury Schweppes plc, was formed to
greatly increase the Company’s marketing and
distribution capabilities.

Coca-Cola & Schweppes Beverages
Limited, which began operation in early 1987,
provides an exciting opportunity for both
parent companies to drive soft drink volume
in Great Britain, an important market.

In Egypt, an independent bottler has
been licensed to market Company soft drinks
in packages and flavors not offered by the
government-owned bottler.

In Brazil, the Company’s operations in
Porto Alegre were sold to a neighboring bot-
tler with demonstrated, growth-oriented mar-
keting ability. In Puerto Rico, the Company’s
distribution operations were sold to Bacardi
International. The Company will continue to
engage in new activities to bolster the strength
and effectiveness of the world’s most powerful
bottling system.

Future Potential The Company will con-
tinue to create and capitalize on opportunities
to increase the availability, affordability and
acceptability of its products to consumers
worldwide. As the successes of recent years
indicate, The Coca-Cola Company has accel-
erated its efforts to tap the immense potential
of the international soft drink market. This
commitment, guided by an effective global
marketing strategy, will forge substantial
growth well into the future.

A

Coca-Cola bottlers
in Singapore and
Malaysia success-
fully introduced
Sprite during 1986.

<

Marketing efforts
for diet Coke and
other Company
products have been
strengthened in Great
Britain through a new
joint bottling ven-
ture with Cadbury
Schweppes pic.
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A

The longest-running
comedy on NBC,
Embassy's The Facts
of Life, entered the
highly profitable
syndication market
in 1986.

In 1986, the Entertainment Business Sector
earned $235 million in operating income, an
increase of 46 percent over 1985. The sector
continued its record of substantial financial
and organizational growth achieved since its
creation in 1982. The enhanced and more
effective industry presence achieved in 1986 is
an advantage that will be exploited in the
years ahead.

The year's success is primarily the result
of continued progress in the areas of produc-
tion, distribution and acquisition of television
programming. A major producer of virtually
all forms of filmed entertainment, the sector
distributes its product through a variety of
channels, including television syndication,
theatrical distribution, home video and pay
television.

20

The strategies underlying the sector’s
operations remain: to increase profitability
without significantly increasing capital risk;
to acquire and produce more filmed entertain-
ment product; to maximize the efficient use of
distribution systems; to increase participation
in worldwide ancillary markets; and to enter
new industry segments through acquisitions.

Coca-Cola Television Television continued
to be the major foundation for the sector’s
earnings. To strengthen its leadership, the
sector created near the end of the year a new
unit, Coca-Cola Television, to encompass the
sector’s existing television production and
distribution entities: Embassy Communica-
tions, Columbia Pictures Television and Merv
Griffin Enterprises.

The formation of Coca-Cola Television

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.




Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

and the restructuring of these entities into
three new units will result in efficiencies enabling
the sector to manage its assets and pursue mar-
ket opportunities more aggressively. The new
units are Columbia/Embassy Television (which
comprises Columbia Pictures Television and
Embassy Communications), Coca-Cola
Telecommunications and Merv Griffin
Enterprises. The sector’s products are in demand
and, with additional programming in develop-
ment, the Company will continue its leadership
in this profitable business.

Network Production Embassy has been
exceptionally successful in producing half-
hour comedy television shows, currently the
US. industry’s most popular format. Who’
The Boss?, in its third year on ABC, main-
tained the high audience ratings it captured in
1985. The Facts of Life continued as the longest-
running comedy currently on NBC, while
227 completed its second season on NBC
with strong ratings.

During the year, the Entertainment
Business Sector recovered virtually all of the
investment it made in Embassy in 1985 by
converting receivables to cash and by selling
Embassy Pictures and Embassy Home Enter-
tainment, two entities whose operations were

SEngy < SEUPNRE
not consistent with the sector’s strategy.
Columbia Pictures Television also
enjoyed success during the 1986-87 television
season, with several new series appearing on
the networks in prime time. Designing Women
on CBS was among the highest rated of the
season’s new shows. The other new programs
included The New Mike Hammer on CBS and
Starman on ABC.
Columbia Pictures Television's Days of
Our Lives and TheYoung and the Restless were
the highest-rated daytime dramas on NBC
and CBS, respectively. Columbia’s The Real
Ghostbusters, a Saturday morning animated
series, earned strong ratings on ABC.
Television Syndication Coca-Cola
Television is an industry leader in the impor-
tant business of syndicating television pro-
gramming. From its library of thousands of
hours of programs, it has more than 65 hours
of programming in off-network syndication.
This library of programming that previ-
ously appeared on the networks is one of the
sector’s most valuable assets. The Company’s
policy is not to sell its filmed entertainment
products outright, but to license them for
limited time periods. Successful shows are
turned into earnings when programs are syn-
dicated, thus the Company continues to
derive profits from old programs long after
their original network run.

21
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Embassy’s Who's
The Boss? achieved
even higher ratings
than it had in its
previous two suc-
cessful years on ABC.

<

Columbia Pictures
Television's Design-
ing Women created
a strong viewer hase
during its network
debut year on CBS.



The acquisition of
Merv Griffin Enter-
prises in 1986
brought the Company
Wheel of Fortune,

the nation’s top-rated
syndicated program.

. 4

Columbia Pictures
Television's The
Real Ghostbusters
has translated the
popularity of Ghost-
busters into a suc-
cessful animated
television program
and achieved strong
ratings on ABC.

_____  _ ENTERTAINMENT BUSINESS SECTOR_ _

| The Facts of Life and Silver Spoons, two
t popular Embassy half-hour comedies, made
extremely profitable syndication debuts.
The Jeffersons and Diff rent Strokes are among
the many Embassy programs that maintained
their popularity in syndication.

Charlies Angels, Hart to Hart and

Barney Miller are among the dozens of

Columbia Pictures Television shows in off-
network syndication. During the year,
Coca-Cola Television acquired total owner-
ship of Barney Miller, which has been one
of the most successful television shows in
syndication. Coca-Cola Television also
acquired distribution rights to a variety

of programs, including Hardcastle and
McCormick and Riptide.

First-Run Syndication In addition to
licensing reruns of shows, Coca-Cola Television
produces programs in a variety of formats for
independent and network-affiliated stations.
Examples of this activity, known as first-run
syndication, are Wheel of Fortune and Jeopardy!,
produced by the sector’s newest television
operation, Merv Griffin Enterprises. These
game shows are respectively the number one-
and two-rated syndicated shows in the nation.
Since Merv Griffin Enterprises was acquired in
May 1986, it has generated consistent and
substantial earnings.

Columbia Pictures Television has intro-
duced two originally produced, first-run syndica-
tion shows that were revived from series in its
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Embassy's Silver
Spoons made a suc-
cessful syndication
debut in 1986, while
completing its eighth
season on NBC.

- 8! : .
library. What's Happening Now!! is a highly
successful situation comedy in first-run syndi-
cation and The New Gidget, a program popular
with a new generation of viewers was developed
from an old concept. Several other Columbia
programs, including The New Monkees, are in
production, and Embassy is producing new epi-
sodes of Silver Spoons for first-run syndication.

Production of programming for distribu-
tion to pay television services and on video-
cassette also began last year.

Columbia Pictures Television continued
to develop its expertise in the growing field of
barter, the trading of programming for adver-
tising time. In 1986, programs were bartered
through COLEX,, a joint venture with LBS
Communications Inc., and other barter
arrangements. In early 1987, Coca-Cola
Telecommunications and Gulf + Western
Entertainment Group reached an agreement
in principle to form a joint venture to sell

>

The Company's
successful partici-
pation in first-run
syndication was
strengthened with
the acquisition of
Merv Griffin Enter-
prises, which pro-
duces Jeopardy!,
the number two-
rated syndicated pro-
gram in the nation.

national barter advertising.

Columbia Pictures Columbia Pictures, the
sector’s feature film division, reported earn-
ings below expectations and prior-year results
despite strong contributions from such films
as The Karate Kid Part II and Stand By Me.
New strategies to produce films on lower
production budgets and to increase emphasis
on the international marketplace have been
adopted under new leadership put in place at
Columbia Pictures during the year.

Columbia Pictures will be making films
with the tastes and preferences of international

Columbia Pictures’
Stand By Me,
released in 1986,
drew praise from
audiences and
critics alike.
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The|/Company maxi-
mized the appeal of
Columbia Pictures’
1986 film The Karate
Kid Part Il by releas-
ing it simultaneously
in the United States
and several interna-
tional markets.

>

RCA/Columbia
Pictures Home
Video released some
165 titles into the
growing video-
cassette market

in 1986.

markets more clearly in mind. This should not
only improve worldwide theatrical results, but
also improve the performance in international
home video and pay television distribution.
Also in 1986, the sector acquired 100
percent ownership of The Walter Reade
Organization, Inc., which has 11 theatre screens
in the important New York City market.
Columbia Pictures International Columbia

——— 94

ENTERTAINMENT BUSINESS SECTOR

Pictures International benefited from the
release of The Karate Kid Part II, which per-
formed strongly around the world and broke
box-office records in a number of countries.
Labyrinth, a Tri-Star Pictures film distributed
by Columbia Pictures International, opened
mid-year to enthusiastic audiences in Japan
and was successfully released in several other
countries at the end of the year.

Columbia Pictures International Televi-
sion also prospered. Favorite series among
international television viewers included
Crazy Like a Fox, Benson and Stingray. Several
new programs, The New Mike Hammer, Star-
man and Designing Women, performed well in
overseas markets.

Home Video and Pay/Cable The RCA/
Columbia Pictures Home Video and RCA/
Columbia Pictures International Video joint
ventures are engaged in marketing and distribu-
ting videocassettes and videodiscs. During the
year, the two joint ventures offered a wide
variety of successful theatrical titles, music
videos and children’s programming.

The sector benefits from the joint
ventures in two ways. First, it holds a 50 per-
cent equity interest in each. Additionally, the
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sector licenses entertainment product to the
ventures. In 1986, RCA/Columbia Pictures
Home Video released approximately 165
titles, including such best sellers as The Karate
Kid Part II, White Nights, Whitney Houston—
#1 Video Hits and Beanie and Cecil.

Columbia Pictures’ pay television opera-
tions continued to generate significant earn-
ings through licensing agreements with Home
Box Office that are effective through 1990. In
1986, cable viewers enjoyed such films as
Ghostbusters, Agnes of God and Starman.

Tri-Star Pictures, Inc. In less than five
years, Tri-Star Pictures, Inc., of which The
Coca-Cola Company owns 30 percent, has
become a major studio. In 1986, Tri-Star
Pictures released several successful motion
pictures, including Short Circuit, About Last
Night, Notbing in Common and Peggy Sue
Got Married.

In 1986, Tri-Star created a television
production and distribution unit. Late in the
year, Tri-Star acquired the theatre operations
of Loews Theatre Management Corp., the
operator of about 300 theatre screens. Through
its interest in Tri-Star Pictures, The Coca-Cola
Company has the opportunity to participate in
the asset-intensive theatre business without
making investments. The Company’s invest-
ment in Tri-Star is the best example of its strat-
egy of generating growth without incurring

major capital risk.

Looking Forward The sector will be facing

new challenges through the 1990s. To implement |

its strategies and meet the demands of the
marketplace, the sector will need to change
and expand its operations. But the sector will
rely on its proven strengths: adaptability,

strong market presence and innovation. These |

strengths should continue to secure the sec-
tor’s place as an entertainment industry leader.

<

Nothing in Common
helped anchor
Tri-Star Pictures’
successful 1986
film line-up, which
also included Short
Circuit and Peggy
Sue Got Married.

4

Tri-Star Pictures’
critically acclaimed
Peggy Sue Got
Married was hon-
ored as the film that
closed the New York
Film Festival.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



‘ | 4
Capitalizing on
| growing consumer
desire for conve-
‘ nience, Minute
| Maid chilled orange
| juice generated
20 percent volume
growth in 1986.

In 1986, the Foods Business Sector main-
tained its ranking as America’s leading mar-
keter of juices and juice-based drinks while
continuing to expand into new distribution
and product areas. These moves, in line with
the sector’s long-range strategy, provide the
groundwork for significant growth in 1987
and beyond.

Operating profits in 1986 increased
2 percent to $120 million, affected by price
declines in the orange juice market and heavy
investments in new products. The sector’s long-
term results remained strong over the last 10 years
with a 12 percent average compounded growth
rate in operating profits. Despite a difficult mar-
ket environment, the sector maintained operat-
ing margin levels and increased volume and
market share in most product categories.
Successes included the impressive volume

26
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growth of Minute Maid chilled orange juice, |
the ongoing growth of aseptically packaged |
juice and fruit drink products under the Minute |
Maid and Hi-C brands, the rapid expansion of |
the sector’s Canadian business and the positive |
performance of two new products: Minute
Maid Fruit Juicee frozen snacks and Bacardi
frozen concentrated tropical fruit mixers.
Orange Juice Leadership The sector con-
tinued to benefit from the high level of con-
sumer interest in fruit juices and juice-based
products. The orange juice category experi-
enced renewed volume growth, as a world-
wide increase in the supply of orange solids
brought retail prices down from record highs
to near 1981 levels. However, the lower price
levels resulted in lower revenues despite
increased volume. Toward the end of 1986,

| prices stabilized, a condition that should
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increase both revenues and profits from the
sector’s primary business.

In 1986, Minute Maid chilled orange
juice showed dramatic volume growth, post-
ing a 20 percent increase over 1985 levels. This
reflected a steady consumer trend toward the
convenience of chilled juice, as for the first time
consumers purchased more chilled orange juice
than frozen concentrate in 1986.

Coca-Cola Foods took steps to improve
the quality and taste of Minute Maid chilled
orange juice and increase its presence in the
segment. Technological improvements brought
the taste of chilled Minute Maid orange juice
even closer to that of fresh-squeezed juice and
new protective packaging helped lock in its vita-
min C benefits. New advertising stressed the im-
proved nutritional qualities. These steps will help

increase the sector’s share of the growing segment.

Minute Maid frozen concentrated
orange juice volume increased 6 percent over
1985 levels, as the sector's combined orange
juice products continued to lead the market
with more than a 21 percent share.

At the end of 1986, Coca-Cola Foods
introduced in selected markets Minute Maid
Calcium Fortified orange juice, the first 100
percent pure orange juice fortified with calcium.

Aseptic Packaging Hi-C fruit drinks, the
sector’s second major product line, reached a
market share of 30 percent in 1986, driven

>

A volume increase
of 6 percent over
1985 for Minute
Maid frozen con-
centrated orange
juice enabled the
Company’s orange
juice products to
lead the market with
a 21 percent share.

once again by the growth of the aseptic pack-
aging category. Volume for Hi-C in the Drink
Box, Minute Maid in the Box and other asep-
tically packaged products grew 22 percent, as
the sector continued to fulfill its objective of
growing faster than the category average.

The Company pioneered aseptic, single-
serve packages in the United States several
years ago, and has seen the Drink Box turn

around the fruit drink category. The Company

i e
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Now in its second
year of national
distribution, Minute
Maid country style
orange juice reflects
the Company's
strategy to increase
its presence in the
growing chilled
orange juice segment.
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The|Company made
significant invest-
ments in 1986 in
food service, a
distribution avenue
for citrus and coffee
products expected
to become an
increasingly impor-
tant profit contributor.

is confident that the strong aseptic growth
will continue for some time.

Working to make that a reality,
Coca-Cola Foods introduced three new asep-
tically packaged products in 1986: Minute
Maid pineapple juice, Minute Maid concord
punch and Minute Maid tropical punch.

During the first quarter of 1987, the
sector expanded to national distribution
another new product, Hi-C 100, a 100 per-
cent juice blend enhanced with natural
flavors. Hi-C 100 appeals to children’s tastes
while answering parents’ desire for higher
juice content. It is available in orange, grape,
apple and fruit punch flavors. Television
advertising for Hi-C 100 follows the “Hi-C
Kids” theme, which has proven successful for
regular Hi-C fruit drinks.

The sector maintained its leadership in
refreshment beverages as well. Minute Maid
lemonade and punch products reached a mar-
ket share of 35 percent.

28

FOODS BUSINESS SECTOR

Coffee and Water Volume for the sector’s
Maryland Club and Butter-Nut brands
declined, although market share increased
slightly. High coffee prices, however, created
an excellent opportunity for a new, high-yield
coffee, Custom Roast, introduced under the
Maryland Club and Butter-Nut brands in
1986. Custom Roast performed well above
expectations, accounting for 11 percent of the
coffee unit’s 1986 retail sales.

Belmont Springs Water Co., Inc., which
markets bottled spring water in the greater
Boston area, continued to grow steadily, increas-
ing volume 18 percent over 1985.

Gmgrapbi( Expansi()n ‘Two years ago, the
sector began an aggressive expansion program
in Canada, investing in new production facilities
and marketing programs. This year, results were |
evident as Coca-Cola Foods Canada’s operating
income increased more than 200 percent over
results from the previous year.

Today, Minute Maid frozen concen-
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trated orange juice is the number one frozen
orange juice in Canada. Overall, the Canadian
business is expected to continue its strong
growth, as additional, existing products from
Coca-Cola Foods’ US. product line are intro-
duced in Canada.

Food Service The sector plans to capital-
ize on the US. food service market’s growth
potential. Coca-Cola Foods markets Minute
Maid frozen juices and beverages to food
service operators and distributors and also
offers a uniquely tailored line of citrus and
coffee products including a new specialty

>

Hi-C fruit drinks
achieved a 30 per-
cent market share in
1986, driven by the
continued popularity
of aseptic packaging.
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coffee line called Huggins Gourmet.

In 1986, Coca-Cola Foods invested in
people and systems to make food service a
more important contributor to the sector’s
overall profitability. With these systems in
place, the Company anticipates that operating
profits for food service will grow at a faster
rate than retail profits in the coming year.

New Products The sector’s strategy in
new product development resulted in two
successful new products: Minute Maid Fruit
Juicee frozen snacks and Bacardi frozen con-
centrated tropical fruit mixers.

Minute Maid Fruit Juicee frozen snacks,
which are unique, juice-based snacks in
tetrahedron-shaped squeeze packs, were intro-
duced nationally in early 1986 as the first
products resulting from the December 1985
acquisition of Nutri-Foods Int'l. Minute Maid
Fruit Juicee allowed expansion of the Minute
Maid brand name into a new product area
and the use of established juice technology
and frozen product distribution systems to
successfully establish and market a high-
quality product in a growing market segment.
By the end of last summer, the Minute Maid
Fruit Juicee variety pack was the number one
frozen fruit bar item in the country.

|

<

Minute Maid in

the Box helped the
Company’s aseptic-
ally packaged
products continue to
grow faster than the
aseptic category
average, witha22 |
percent volume
increase in 1986.




v

The Company’s
Bacardi frozen
concentrated tropi-
cal fruit mixers
exceeded sales
projections in their
first year of national
distribution.

g PITIER : ; N
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Bacardi frozen concentrated tropical fruit
mixers, produced and marketed by Coca-Cola
Foods under an agreement with Bacardi and
Company Limited and Bacardi Imports, also
complemented the strength of Coca-Cola
Foods. Combining the technical expertise of
Coca-Cola Foods and the brand name recog-
nition of Bacardi, the Company created essen-
tially a new branded product category: high
quality, frozen concentrated fruit mixers that
can be prepared with or without alcohol.

During their first year in national distri-
bution, Bacardi frozen concentrated tropical
fruit mixers far exceeded original sales projec-
tions. Plans are now underway to continue
this exceptional growth through expansion into

BACARDI

FOODS BUSINESS SECTOR

inuteMaid.
B FRUIT PUNCH

CH
YoPnAAﬂ(-l

GRAPEB

|

Launched nationally
in 1986, Minute Maid
Fruit Juicee frozen
snacks were among
the summer's most
popular products.

Minute Maid
ORANGE

CHERRY

food service and Canadian markets in 1987.

Late in 1986, the federal Food and Drug
Administration approved the use of aspartame
in frozen and chilled fruit juices and beverages.
The sector responded quickly by introducing
Minute Maid Light 'n Juicy low-calorie fruit
beverages. The new products, which should
be available nationwide in the spring of 1987,
are sweetened with NutraSweet and contain
14 calories or less per serving. Minute Maid
Light 'n Juicy beverages are being marketed in
both frozen concentrated and chilled forms,
and in four flavors: orange, lemonade, grape
and punch. Made with real fruit juices, they
are designed to appeal to consumers who
want great-tasting, low-calorie juice products.

1987 and Beyond By year-end, the Foods
Business Sector had put in place substantially
all the elements necessary to grow faster than
the foods industry average over the next sev-
eral years. Performance will be enhanced by
the new products established in 1986 and early
1987, as well as additional products and technol-
ogy under development. With a more stable
supply of orange solids and projections for con-
tinued expansion in Coca-Cola Foods' major
product categories, healthy growth levels can be
anticipated in revenues and profits.
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Return on
Shareholders’

Equity(%)

(Income from Continuing
ations to Average

Sharebolders' Equity)

30

24
18
12

6

1984-1986

FinanciAL REVIEW INCORPORATING MANAGEMENT'S

DiscussioN AND ANALYSIS

Business Objectives and Strategy

Management’s primary objective is to increase
shareholder value. To accomplish this objective,
The Coca-Cola d subsidiaries (the
mpany”) h vwa comprehensxve
busmess strategy that emphasues improving
volume and margins, maximizing long-term
cash flow by increasing investments in areas
offering attractive returns, divesting low

return assets and maintaining appropriate
financial policies.

OPERATIONS

The Fpemes in three markets:

soft drinks, entertainment and foods, each of
which is consumer oriented and offers attractive
rates of returns. In each market, the Company
focuses on maximizing unit volume growt ,
exercising effective asset management and in-
creasing utilization of its distribution systems.

Soft Drinks: A principal goal for the Soft

Drink Business Sectors is to increase unit vol-
ume at rates in excess of the respective mdus-
try rates. In the United States, the € ‘
seeks to achieve this goal by expan
product line, strengthening its bottler system
and continuing its aggressive marketing pro-
grams. In 1986, Coca-Cola Enterprises Inc.
(Enterprises), formerly a wholly owned sub-
sidiary of the C&f ;i}y ompleted an initial
public offering of ST percent of its stock.
Enterprises comprises substantially all the
Company’s historically owned US. bottling
operations, bottling operations acquired from
the John T. Lupton family and BCI Holdings

Corporation and other recently acquired
bottling companies. This new, freestanding
Coca-Cola bottling roduces and
distributes approximMrcem of the
total bottle/can volume for Company products
in the United States. R —

Outside the United States, the
focuses on product availability, aﬂ‘or(m
and acceptability to increase international per
capita soft drink consumption, which was
16 percent of the U.S. rate in 1986. Increased
product availability is achieved through ex-
panding fountain and vending penetration and
implementation of the bottler restructuring
program overseas. Tactical pricing and larger
package sizes improve product affordability,
while marketing emphasizes the acceptability
of soft drinks as the beverage for all occasions,
at all times of day.

Entertainment: Key goals of the Enter-
tainment Business Sector are to leverage its
motion picture and television distribution
systems and to increase its library of filmed
entertainment products. The ar-
ticipates in several equity and m
arrangements that reduce the amount of inter-
nal funding needed to finance its motion pic-
tures, thereby moderating the financial risk of
film production. The WIS approxi-
mately 30 percent of tures, Inc.,
and is the sole distributor of its motion pictures.
Over the past two years, the m:ms
significantly increased its sup ision
programming through the strategic acquisitions
of Embassy Communications and Affiliates
and Tandem Productions in 1985 and January
Enterprises, Inc. (doing business as Merv
Griffin Enterprises) in 1986. In addition, these
acquisitions greatly expand the products avail-
able for future syndication.
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Foods: Following a strategy of product
and package segmentation, the Foods Business
Sector increases unit volume by adding new
products into its existing distribution systems.
In 1986, th m successfully launched
Minute Maid
are unique, juice-based snacks in tetrahedron-
shaped squeeze packs and Bacardi frozen con-
centrated tropical fruit mixers. These strategic
actions will enable the foods sector to increase
the utilization of its distribution and produc-
tion systems.

FinanciAL

Management of Resources: A key element
of the Company’s strategy is to concentrate its
resources in consumer markets offering strate-
gic fit, attractive returns and high growth
potential. Management seeks solid investments
that strategically enhance existing operations
and offer long-term cash returns that exceed the
Company's weighted average cost of capital. For
investments with risk characteristics similar to
the soft drink industry, that cost of capital is
estimated by management to be approximately
12 percent after taxes.

The Company’s emphasis on profitable
growth is reflected in its level of investment
spending. In 1986, the Company’s capital
investment was approximately $373 million
excluding fixed assets of purchased companies.
This investment was allocated as follows: soft
drink sectors— 55 percent; entertainment
sector—4 percent; foods sector—16 percent;
corporate—25 percent. The soft drink sectors
invested primarily in fountain sales equip-
ment, foreign bottling line improvements
and construction of an office building for
Coca-Cola USA. Expenditures in the foods

ruit Juicee frozen snacks, which

sector consisted primarily of investments in
citrus processm g and dispensing equipment.

shares of its common stock in 1986, 15 million
shares in 1985 and 18.4 million shares in 1984.
A share repurchase program is currently in
progress under which an additional 7.4 mil-
lion shares have been approved for repurchase
in early 1987. These repurchases were initiated
after management determined that for the
near term the Company’s available cash and
debt capacity would exceed the funds required
to support operations and anticipated invest-
ments. Management plans to consider future
share repurchases as appropriate business and
cash flow circumstances arise.

Capital Structure: One of the Company’s
financial goals is to maintain a strong financial
position while utilizing prudent amounts of
long-term debt. In 1986, the Company
announced that its target net et-to—total—
capital ratio is 35 percent. At December 31,
1986, total debt, net of temporary investments
and excess cash and current marketable securi-
ties, represented 14.2 percent of total capital.
The revised target debt-to-capital ratio results
in increased borrowing capacity of approxi-
mately $1.3 billion, of which approximately
$300 million is being used in the share repur-
hase program prevxously mentioned. The

y envisions using such borrowmg
cap cnty pnncnpa.lly to fund attractive invest-
ment opportunities. These financing policies
are aimed at reducing the weighted average
cost of capital and increasing the total return
to shareholders.
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FinanciaL ReEViEW INCORPORATING MAANAGEMENT'S

DiscussioN AND ANALYSIS

Dividends: With approval from the Board
of Directors, management plans to increase
the percentage of earnings reinvested in the
business by raising dividends annually at a rate
lower than the prior year’s growth in earnings
per share, thus decreasing over time the divi-
dend payout ratio to a targeted ratio of 40
percent. The annual dividend was §1.04 per
share, $0.99 per share and $0.92 per share in
1986, 1985 and 1984, respectively. At its Feb-
ruary 1987 meeting, the Board of Directors
increased the quarterly dividend per share to
$0.28, equivalent to a full year dividend of
$1.12 in 1987 This is the 25th consecutive
year in which the Board of Directors has
approved dividend increases.

The aforementioned actions are illustra-
tive of management’s efforts to enhance the
value of the shareholders investment in The
Coca-Cola Comp

UL.AIL ]

—NaiS

Management’s Discussion and Analysis

LinEs oF BusiNEss

The EEE
of business:
The Soft Drink Business Sectors manu-
facture and sell soft drink syrups and concen-
trates to independent bottling and canning
operatlons and approved wholesalers. The
Co ralso owns and operates some bot-
t mg and canning operations, principally -
outside the United States, which represent
approximately 7 percent of international
volume of syrup and concentrate. In 1986,
Coca-Cola Enterprises Inc., formerly a wholly
owned bottling subsidiary operating in the
United States, sold unissued common stock
through an initial public offering representing

foperates three major lines

51 percent of total outstanding shares. Prior
years’ information has been restated to present
the related investment under the equity method.
For additional information, see Note 3 on
page 48.

The Entertainment Business Sector is
engaged in the production and distribution of
motion pictures, television programming and
other entertainment related activities.

The Foods Business Sector’s principal
business is processing and marketing a variety
of fruit juices and fruit drink products. The
sector also sells juice-based frozen desserts,
coffee, tea and bottled water.

In 1985, the ( sold Presto Prod-
ucts Incorporated a and ler/Flexible Prod-
ucts, Inc., manufacturers of plastic products. The
operating results for these companies have been
reported as discontinued operations.

OpERATING REsuLTs

Soft Drinks: Revenues for the Soft Drink
Business Sectors increased in 1986 primarily
because of unit volume increases of 10 percent
and because of the effects of more favorable
foreign exchange rates. The resurgence of
sugar ¢ roducts was reflected by combined
unit v e increases of 10 percent. Approxi-
mately 63 percent of soft drink sales volume is
generated outside the United States. In 1986,
revenues and operating income benefited
from higher foreign exchange rates. As exchange
rates increase, local currency revenues and oper-
ating income translate into a greater number of
US. dollars. Operating income in 1986 was
reduced by $180 million representing provisions
for disinvestment and restructured operations as
described on page 36.

In 1985, increases in soft drink revenues
were due principally to volume increases of 10
percent, partially offset by lower foreign exchange
rates and lower sweetener prices. Volume increased
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sxgmﬁcandy for diet Coke and Sprite. In 1985, the
1 introduced a new taste for Coca-Cola;
anew product Coca-Cola classic, with the origi-
nal formula; and cherry Coke. Combined volume

cola products exceeded volume for
Coca-Cola dg 1984 by 8 percent. In 1985,
operating income was adversely affected by lower
foreign exchange rates and increased marketing
expenditures incurred to seed firmly the products
of megabrand Coca-Cola in the United States
and Canada.

Entertainment: Increases in revenues and
operating income for the Entertainment Busi-
ness Sector in 1986 were due principally to
syndicated television programming including
the initial syndications of The Facts of Life and
Silver Spoons and the acquisition of January
Enterprises, Inc., which produces the highly
successful game shows Wheel of Fortune and
Jeapardy! Successful motion picture releases
included The Karate Kid Part II and Stand By Me.

In 1985, the increases in revenues and
operating income for the entertainment sector
resulted primarily from television syndication,
including the initial syndication of Carson$
Comedy Classics and the acquisitions of Embassy
Communications and Affiliates and Tandem
Productions. Successful motion picture releases
during 1985 included St. Elmos Fire and Jagged
Edge. Profits were also derived from the distribu-
tion of Tri-Star Pictures, Inc.’s releases, particu-
larly Rambo: First Blood Part I,

Foods: Citrus processing and marketing is
the dominant business in the Foods Business
Sector. In 1986, revenues remained even with
1985 due to lower industry pricing, partially
offset by volume gains. Operating income
benefited from volume gains in the chilled and
frozen concentrated orange juice categories
and lower orange juice costs, partially offset
by higher marketing and other operating
expenses related to new product introductions.
Revenues and operating income increased in the

The Coca-Cola :mmnd Subsidiaries

other divisions of the foods sector in relation to
general volume increases.

In 1985, revenues in the citrus business
increased, but operating income was adversely
affected by increased trade deals and consumer
promotions in response to intense industry
competition.

SELLING, ADMINISTRATIVE AND
(GENERAL EXPENSES

Selling expenses, including media advertising,
were $2.02 billion in 1986, $1.79 billion in
1985 and $1.54 billion in 1984. Expenditures
for media advertising, excluding amounts capi-
talized as film production costs, were §649
million in 1986, $605 million in 1985 and
$513 million in 1984. An additional $129
million, $118 million and $ 108 million of
media spending were capitalized in 1986, 1985
and 1984, respectively, in film costs in accor-
dance with film industry accounting standards.
The 1986 increase in media advertising expense
was due primarily to increased exchange rates
which increased the U.S. dollar amount of
reported foreign expenses. The 1985 increase
in media advertising expense was due to
increased marketing and promotional expendi-
tures, some of which related to the introduc-
tions of Coke with changed taste components
and Coca-Cola classic and the national rollout
of cherry Coke.

Administrative and general expenses
increased 17.8 percent in 1986, compared to
14.2 percent in 1985, primarily because of
expansion of the business and corporate activi-
ties including the Company’s Centennial cele-
bration and increases in employment related
expenses. Such expenses, as a percentage of
net operating revenues, remained relatively
stable at about 8 percent for the three years
ended December 31, 1986.

Total Selling
(8 Millions)
W Selling Expenses Other
Tban Media Advertising
B Media Advertising
2,025
1,620
1,215
810
405
1984-1986
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FinanciaL REVIEW INCORPORATING MANAGEMENT'S

DiscussioN AND ANALYSIS

Provisions ForR DISINVESTMENT AND
ResTRUCTURED OPERATIONS

In 1986, the ecorded provisions

of $180 million against earnings. These provi-
sions include a charge of $45 million related to
the previously announced decision to disinvest
from South Africa. The remaining $135 mil-
lion relates principally to the revaluation of
certain assets and the estimated cost of closing
various production facilities as a result of
changes in the conduct of the Company’s US.
soft drink business. These charges represent
primarily non-cash items and are not expected
to significantly impact future operations.
These provisions reduced net income by
approximately $128 million and earnings per
share by 33 cents in 1986.

INTEREST INCOME AND EXPENSE

Interest income decreased by $16 million in
1986 and increased by $19 million in 1985. The
decrease in 1986 resulted from lower interest
rates and lower average invested balances than
in 1985. The increase in 1985 resulted from
higher average invested balances.

Increases in interest expense of $17 mil-
lion in 1986 and $43 million in 1985 were due
to increases in average total debt. The increases
in debt were related to acquisitions and share

repurchase programs.

OTHER INcoME AND DEDUCTIONS

The decrease in other income (net) in 1986
reflects nonrecurring gains in the prior year
versus lower exchange gains and increased
other deductions in the current year.

The increase in other income (net) in
1985 was due to gains resulting from changes
in exchange rates and the sales of certain
equity investments in various partially owned
bottling operations. Gains on the sales of capi-
tal stock of various bottling companies totaled
approximately $67 million.

Coca-Cora ENTERPRISES INC.

Coca-Cola Enterprises Inc. (Enterprises) was

formed by th:‘-.n 1986, comprising
soft drink bottling operations historically
owned by the d other Coca-Cola
bottling operations acquired by the -
and Enterprises in 1986. (See Note 3 to con-
solidated financial statements.) Acquisitions
by Enterprises were funded with borrowings
under a credit agreement with a syndicate of
banks. The qs not a party to the
credit agreement and has not guaranteed any
indebtedness thereunder.

On November 21, 1986, Enterprises
sold 71.4 million shares of its common stock

in an initial public offering which reduced the
Company’s ownership interest to 49 percent.

The q’ecorded a pretax gain of
approximately $375 million as a result of this
transaction. This gain increased net income
by approximately $262 million and earnings
per share by 68 cents in 1986. In accordance
with its reduced ownership interest, the
as commenced reporting its investment

in Enterprises under the equity method of
accounting; prior periods have been restated
for consistency of presentation.

Enterprises is the largest bottler of
the Company’s soft drink products. Syrup/
concentrate sales to Enterprises were $380
million in 1986, $262 million in 1985 and
$192 million in 1984. These sales represent
approximately 6.4 percent, 5.4 percent and
4.3 percent of soft drink net operating
revenues for those respective years and 4.4
percent, 3.6 percent and 2.9 percent of con-
solidated net operating revenues for the same
periods. Such sales and the related percentages
to net operating revenues are expected to be
hlgher in future years because of the acquisi-
tions of significant Company bottling opera-
tions by Enterprises in September 1986.

36
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entévedirio new bomlecantiieini90 which
contam ﬂClelC pncmg provrslons that allow

Standard contracts with most other bottlers
in the United States for Coca-Cola syrup/
concentrate provide for formula pricing. Stan-
dard contracts with bottlers in the United
States for non Coca-Cola syrup/ centrate

Standard contracts with bottlers outside the
United States for concentrate and beverage
base for all soft drink products generally do
not contam restrxctrons In October 1986, the

conct to raise prices to Enterprises on
Coca-Cola trademark beverages, which at
current operating levels will increase the
Company’s net operating revenues and gross
profit by approximately $10 million on an
annual basis. In conjunction with price
increases under the new contract, the { 5}‘ m-

mwﬂl generally increase its participation in
cooperative marketing arrangements. Such
increased participation is expected to exceed
$6 million in 1987.

In January 1987, Enterprises switched
almost exclusnvely to the purchase of concen-

gross proﬁt ma'on conosnssins sl
Enterprises and other bottlers in the United
States was approxxmately 63 percent Coopera—

for the benefit of Enterprises were appnoxr- '
mately $81 million in 1986, which represents
21 percent of related operating revenues. Coop-
erative advertising expenditures for the benefit
of other bottlers in the United States were
approximately $153 million, which represents
19 percent of related operating revenues.

Liquipity AND CaPiTAL RESOURCES

At December 31, 1986, cash and marketable
securities totaled $888 million, an increase of
$19 million over the prior year. The increase
resulted primarily from cash provided by oper-
ations totaling $1 billion.

The increase in prepaid expenses and
other assets in 1986 reflects the acursmon
costs of The Coca-Cola Bottling i . y
of Southern Florida, Inc. (Miami CC
Coca-Cola bottling companies affiliated with
Mr. Crawford Rainwater, Jr. (Rainwater Bot-
tlers), which are reported as temporary invest-
ments based on management’s intention to
dispose of the Company’s ownership interests.
At December 31, 1986, the increase in invest-
ments was due primarily to the increase in
carrying value of Coca-Cola Enterprises Inc.
resulting from the gain recognized from its
sale of common stock in an initial public
offering. Noncurrent entertainment obligations
increased $83 million in 1986, primarily asa
result of acquisitions of various television series.

In 1986, the increase in short-term debt
is related principally to the acquisitions of
Rainwater Bottlers and Miami CCBC, which
management anticipates selling in the near
future, and the share repurchase program.
The increase in long-term debt is principally
due to a Euroyen debt issue partially offset by
a $100 million debt issue redeemed three years
early in October 1986. At December 31, 1986,
the Euroyen debt issue had a US. dollar equiv-
alent of approximately §189 million, of which
approximately $110 million has been designated
asa hedge against the Company’s net invest-
ment in Coca-Cola (Japan) Compan yLid.

The Company’s totz casl and" market-
able securities was $869 million at December
31, 1985, an increase of $83 million over 1984.

Net Cash Provided

by Operations

(8 Millions)

1,025
820
615
410
205
1984-1986
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Debt to Capital(%)

(Net of Temporary
Investments and Excess Cash
and Marketable Securities)

25

15
10
5

1984-1986

FinanciaL REViEw INCORPORATING MANAGEMENT'S

DiscussioN AND ANALYSIS

This increase was due principally to cash pro-
vided by operations totaling $ 1 billion and the
sale of certain entertainment contract rights,
as described in Note 15.

Major uses of cash continue to be divi-
dends, capital expenditures, the repurchase of
common stock and acquisitions.

At December 31, 1985, investments
amounted to $788 million, an increase of
$235 million over 1984. This increase was due
primarily to the acquisitions of Nutri-Foods
Intl., Inc., which was temporarily accounted
for under the equity method, and Embassy
Home Entertainment, a temporary invest-
ment which was sold in 1986. Entertainment
obligations increased $95 million in 198,
primarily as a result of the acquisitions of
Embassy Communications and Affiliates and
Tandem Productions.

In 1985, the npan issued $ 100 million
in long-term debt. Also in 1985, loans and notes
payable dccreased more than $ 100 million.

The C W maintains cash and cur-
rent marketable securities substantially in
excess of minimum operating requirements.
The percentage of total debt, net of tempo-
rary investments and cash and current mar-
ketable securities in excess of minimum
operating needs, to total capital was as follows:

December 31, 1986: 14.2% (net of an
estimated $620 million of cash and current
marketable securities in excess of minimum
operating requirements and $ 536 million of
temporary acquisitions);

December 31, 1985: 18.1% (net of an
estimated $630 million of cash and current
marketable securities in excess of minimum
operatmg rcqunrements)

Comp: ,‘mamta.ms credit lines at
various financial institutions. At December 31,
1986, the unused portion of these credit lines
was $288 million.

Capital expenditures in 1986, 1985 and
1984 were $455 million, $456 million and $335
million, respectively, and related principally to
building construction, capacity expansion,
purchase of fixed assets for improved efficiency
and fixed assets of purchased companies.

INTERNATIONAL OPERATIONS

In 1986, the G announced that it
would disinves outh Africa and dis-
posed of its interests in the soft drink bottling
and canning operations in that country. A
provision for disinvestment of $45 million was
charged against operations during the fourth
quarter.

The Company distributes its products in
more than 155 countries and uses approximately
40 functional currencies. The US. dollar is used
as the functional currency in countries consid-
ered to have hyperinflationary economies, such
as Brazil and Mexico.

Approximately 63 percent of total oper-
ating income is generated outside the United
States. Management estimates that the aver-
age annual exchange rates of selected key for-
eign hard currencies versus the US. dollar
strengthened by an average of 27 percent in
1986 and weakened by an average of 9 percent
in 1985.

Percentage increases (decreases) in aver-
age exchange rates for several of the selected
foreign hard currencies are as follows:

1986 1985 1984
Germany 34 % (3)% (11)%
Japan 41 % 1 % ()%
United Kingdom 13 % 2% | (12)%
Australia D% | (20)% 2)%
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Exchange effects, i.e., gains and (losses)
on foreign currency transactions and transla-
tion of balance sheet accounts in hyperinfla-
tionary countries, were $17 million in 1986,
$27 million in 1985 and $(18) million in 1984.
Such amounts are included in other income
(net of other deductions) in the consolidated
statements of income.

In general, the Company
into forward exchange CONracts to hedge its
net investment in foreign operanons The
Company does, however, engage in various
hcdgmg activities to minimize potential losses
on cash flows denominated in foreign curren-
cies and to offset foreign exchange movements
on firm commitments and certain other trans-
actions where potential for loss exists.

Impact oF Tax RerorMm AND PrOPOSED
AccounTING CHANGES

Net income and cash flow were reduced by
approximately $12 million in 1986 due to the
Umted States Tax Reform Act of 1986. The

-Ompany expects the overall effect of the tax
law ¢ anges to be favorable in future years
when lower tax rates become effective. Such
effects, however, are not expected to be mate-
rial to operating results and cash flow.

The Financial Accounting Standards
Board is proposing changes in the accounting
for income taxes. The C 7 does not
anticipate material effects on its operating
results if the changes are adopted as proposed.

IMpacT OF INFLATION AND CHANGING PRICES

Although inflation has slowed in the United
States in recent years, it is still a factor in
many of the Company s markcts around the
world and the [Company

ways to cope wnth its unpact Foreign cur-
rency exchange rates tend to reflect over time

The Coca-Cola Wﬂd Subsidiaries

the difference in relative inflation rates. The
Company's financial statements, prepared in
accordance with generally accepted account-
ing principles, reflect the historical cost rather
than the current or replacement cost of assets
required to maintain productive capability.
Income from continuing operations deter-
mined under the specific price changes
method (current cost) would be less than
reported in the primary financial statements.
During periods of inflation, monetary
assets, such as cash and accounts receivable,
lose purchasing power while monetary liabili-
ties, such as accounts payable and debt gain

purchasmg power. The Co
fited from its net monetaryuﬁ"éf) 1ty position in
recent years resulting in net purchasing power
gains. These gains do not represent an increase
in funds available for distribution to sharehold-

ers and do not necessarily xmply that i mcurrmg

te for inc g costs and to generate sufficient
cash flow to maintain its productive capability.

ADDITIONAL INFORMATION

For additional information concerning the
Company’s operations, cash flow, liquidity and
capital sources, this analysis should be read in
conjunction with the Letter to Shareholders
and the information on pages 42 through 55
of this Annual Report. Additional informa-
tion concerning operations in different indus-
tries and geographic areas is presented on
pages 53 and 54.
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SeLecTED FinanciaL Data

(In millions except per share data)

Year Ended December 31, 1986 1985 1984
SumMARY OF OPERATIONS (a,b) Net operating revenues $8,669 $7,212 $6,593
Cost of goods and services 4,645 3,860 3,557
Gross profit 4,024 3.352 3,036
Selling, administrative and general expenses 2,699 2,368 2,046
Provisions for disinvestment and
restructured operations 180 = =
Operating income 1,145 984 990
Interest income 134 151 131
Interest expense 186 168 126
Other income (deductions)—net 43 96 36
Gain on sale of stock by Coca-Cola Enterprises Inc. 375 - -
Income from continuing operations
before income taxes 1,511 1,063 1,031
Income taxes 577 385 409
Income from continuing operations $ 934 $ 678 $ 622
Net income $ 934 $ 722 $ 629
Per SHARE DaTA () Income from continuing operations $ 2.42 $ 1.72 $ 157
Net income 2.42 1.84 1.59
Dividends 1.04 99 .92
Year-END PosiTioN Cash and marketable securities § 888 $ 869 $ 786
Property, plant and equipment—net 1,764 1,631 1,413
Total assets 8,373 6,772 5,840
Long-term debt 1,011 867 719
Total debt 1,736 1,288 1,330
Shareholders’ equity 3,515 2,979 2,778
Total capital (d) 5,251 4,267 4,108
FinancaiaL RaTios Income from continuing operations
to net operating revenues 10.8% 9.4% 9.4%
Income from continuing operations
to average shareholders’ equity 28.8% 23.5% 21.8%
Total debr to total capital 33.1% 30.2% 32.4%
Dividend payout 43.1% 53.7% 58.0%
OrHER DaTa Average shares outstanding (c) 387 393 396
Capital expenditures $ 455 $ 456 $ 335
Depreciation 167 143 131
Market price per share at December 31 (¢) 37.75 28.17 20.79

Notes: (a) As a result of the November 1986 initial public offering of common stock by Coca-Cola Enterprises Inc., the Company's ownersbip interest bas been reduced to approximately 49 percent and
is reported under the equity metbod. Prior years' information bas been restated to conform to the current year's presentation. This change bas no effect on previously reported et income or net

income per sbare.
Operating Income
(8 Millions)
1,150
L/
/ 920
> ’/ 690
V2
460
230
76 ‘81 '86

Net Income
($ Millions)

76

/’

81

760

570

380

190

950

»
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Tie Coca-Cola Company and Subsidiaries
1983 1982 1981 1980 1979 1978 1977 1976
$6,154 $5,437 $5,048 $4,841 $4,065 $3,591 $2,911 $2,615
3,393 2,978 2,813 2,725 2,205 1,954 1,624 1,466
2,761 2,459 2,235 2,116 1,860 1,637 1,287 1,149
1,824 1,634 1,503 1,428 1,213 1,029 754 667
937 825 732 688 647 608 533 482
86 110 85 56 46 41 32 31
73 74 37 34 10 7 6 6
23 27 5 - 10 4 4 7
973 888 775 710 693 638 563 514
420 394 343 316 307 287 253 236
$ 553 $ 494 $ 432 $ 394 § 386 § 351 $ 310 $ 278
$ 559 $ 512 $ 482 $ 422 § 420 § 375 $ 331 $ 294
$ 1.35 $ 1.27 $ L7 $ 1.06 $ 1.04 $ 95 $ .84 -§ T3
1:37 1,32 1.30 1.14 1.13 1.01 .89 .79
.89 .83 77 72 .65 .58 S 44
$ 614 $ 262 $ 344 $ 235 $ 153 325 $ 351 $ 364
1,375 1,363 1,239 1,124 1,062 915 760 623
5,141 4,821 3,427 3,205 2,777 2,489 2,190 1,999
506 458 132 121 22 15 15 11
612 79 227 213 130 69 57 52
2,921 2,779 2,271 2,075 1,919 1,740 1,578 1,434
3,533 3,358 2,498 2,288 2,049 1,809 1,635 1,486
9.0% 9.1% 8.6% 8.1% 9.5% 9.8% 10.6% 10.6%
19.4% 19.6% 19.9% 19.7% 21.1% 21.2% 20.6% 20.3%
17.3% 17.2% 9.1% 9.3% 6.3% 3.8% 3.5% 3.5%
65.3% 62.8% 59.5% 63.2% 57.6% 57.4% 57.5% 55.7%
408 390 372 372 372 372 369 369
$ 349 $ 347 $ 295 $ 259 $ 334 $ 259 $ 231 $ 156
122 115 103 97 86 69 61 52
17.83 17.33 11.58 11.13 11.50 14.63 12.42 13.17
(®) In 1982, the € y adopted Statement of Financial Accounting Standards No. 52, “Foreign Currency Translation Also, in June 1982, the ired Columbia Pictures Industries,
Inc., in a purchase transaction. (c) Adpusted for a three-for-one stock split in 1986 and a two-for-ome stock split in 1977. (d) Inchudes sbarebolders' debt.
Income Per Share From Return on '
Continuing Operations (3) Shareholders’ Equity (%)
2.50 / 30
2.00 / 24
1 s
| 4/ 1.50 18
k‘/ 1.00 12
A
) .50 6
| '76 81 '86 '76 81 '86
|

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.




(In thousands except share data)

CoNSOLIDATED BALANCE SHEETS

December 31, 1986 1985
ASSETS (Restated)
CURRENT Cash $ 625,899 | $ 499,624
Marketable securities, at cost (approximates market) 261,785 369,491
887,684 869,115
Trade accounts receivable, less allowances of
$32,008 in 1986 and $17,025 in 1985 1,081,597 827,451
Inventories and film costs 932,619 884,445
Prepaid expenses and other assets 837,512 221,006
ToraL CURRENT ASSETS 3,739,412 2,802,017
InvesTMmENTS, FiLm CosTs Investments in affiliates
AND OTHER ASSETS Coca-Cola Enterprises Inc.* 709,287 402,678
Other 387,155 384,898
Film costs 777,590 536,112
Receivables and other assets 337,213 444436
2,211,245 1,768,124
ProperTY, PLANT AND EQuipbMEnT  Land 137,233 127,565
Buildings and improvements 765,482 674,131
Machinery and equipment 1,565,305 1,405,835
Containers 321,938 317,752
2,789,958 2,525,283
Less allowances for depreciation 1,026,230 893,846
1,763,728 1,631,437
GoopwiLL AND OTHER
INTANGIBLE ASSETS 659,053 570,032
$8,373,438 | $6,771,610

* At December 31, 1986, the|Company

beld 68,600,000 shares with a market price per share of $14.25.
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The Coca-Cola _ﬂd Subsidiaries

December 31, 1986 1985
LiABILITIES AND SHAREHOLDERS EqQuiTy (Restated)
CURRENT Accounts payable and accrued expenses $1,332,714 | 81,056,415
Loans and notes payable 701,866 391,421
Current maturities of long-term debt 23212 29,578
Entertainment obligations 257,333 215,249
Accrued taxes— including income taxes 439,689 243,182
ToraL CURRENT LIABILITIES 2,754,814 1,935,845
ENTERTAINMENT OBLIGATIONS 354,054 270,676
LonG-TERM DEBT 1,011,185 866,756
DererreD INcoME Taxes 381,559 285,180
DEeFERRED ENTERTAINMENT REVENUE 356,847 434,096
SHAREHOLDERS EQuiTy Common stock, $1 par value—
Authorized: 700,000,000 shares in 1986 and
540,000,000 shares in 1985;
Issued: 414,491,897 shares in 1986 and
413,098,698 shares in 1985 414,492 69,227
Capital surplus 299,345 602,617
Reinvested earnings 3,624,046 3,092,255
Foreign currency translation adjustment (118,087) (181,440)
4,219,796 3,582,659
Less treasury stock, at cost (29,481,220 shares
in 1986; 27,117,093 shares in 1985) 704,817 603,602
3,514,979 2,979,057
$8,373,438 | $6,771,610

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF INCOME

(In thousands except per share data)

Year Ended December 31, 1986 1985 1984
(Restated) (Restated)

NEeT OPERATING REVENUES $8,668,556 $7,212,093 $6,592,743
Cost of goods and services 4,644,235 3,859,612 3,556,518
Gross ProFiT 4,024,321 3,352,481 3,036,225
Selling, administrative and general expenses 2,699,293 2,367,853 2,046,244
Provisions for disinvestment and

restructured operations 180,000 - =
OpPERATING INCOME 1,145,028 984,628 989,981
Interest income 134,184 150,683 131,480
Interest expense 185,769 168,462 125,646
Other income (deductions) —net 42,837 96,597 35,469
Gain on sale of stock by

Coca-Cola Enterprises Inc. 375,000 - -
Income From ConTINUING OPERATIONS

Berore IncoME Taxes 1,511,280 1,063,446 1,031,284
Income taxes 576,933 385,880 409,526
Income From CoNTINUING OPERATIONS 934,347 677,566 621,758
Income from discontinued operations

(net of applicable income taxes of $7,870

in 1985 and $6,144 in 1984) - 9,000 7,060
Gain on disposal of discontinued operations

(net of applicable income taxes of $20,252

in 1985) - 35,733 —
NEeT INCOME $ 934,347 | $ 722,299 | $ 628,818
PER SHARE

Continuing operations $ 242 | § 1.72 | § 1.57

Discontinued operations - 12 .02

Net income $ 242 | §$ 184 | § 1.59
AVERAGE SHARES QUTSTANDING 386,831 393,354 396,630

See Notes to Consolidated Financial Statements.

...
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS EqQuiTy
(In thousands except per share data)

Number of Shares

The Cocs-Cola -andSubstdiaries

Amount

Three Years Ended
December 31, 1986

Balance January 1, 1984
Sales to employees
exercising stock options
and appreciation rights
Tax benefit from sale of
option shares by employees - - -
Translation adjustments (net
of income taxes of $2,950) - - -
Stock issued under Restricted
Stock Award Plan -
Treasury stock purchased - 18,414 -
Net income - - =
Dividends (per share—$.92) — - -

Common
Stock

Common
Stock

Treasury

Stock
409,962

903 $ 68,704

948 - 158

Capital
Surnplus

$500,031

10,931

2,557

Reinvested
Earnings

$2,494,215

628,818
(364,138)

Foreign
Currency
Translation

$(130,640)

(104,171)

Treasury
Stock

$ (11,559

(335,659)

Balance December 31, 1984 411,792 19,317
Sales to:employees
exercising stock options
and appreciation rights
Tax benefit from sale of
option shares by employees - - -
Translation adjustments (net
of income taxes of $841) - - -
Treasury stock issued in con-
nection with an acquisition : =
Stock issued under Restricted
Stock Award Plan -
Treasury stock purchased — 15,000 -
Net income 1 ; - — -
Dividends (per share—$.99) - - -

1,025 (123) 171

(7,077) =

532,186

13,647

3,492

46,653

6,639

2,758,895

722,299
(388,939)

(234,811)

(347,213)

1,552

121,989

(379,930)

Balance December 31, 1985 413,099 27,117 69,227
Change in par value of
common stock - —
Sales to employees
exercising stock options
and appreciation rights
Tax benefit from sale of
option shares by employees - - o
Translation adjustments (net
of income taxes of $5,681) - - -
Treasury stock issued in con- '
nection with an acquisition -
Stock issued under Restricted
Stock Award Plan 210 -
Treasury stock purchased - 2,879 -
Net income - = =
Dividends (per share—$1.04) - - =

343,872

1,183 (30) 1,183

(485) =

602,617

(343,872)

26,771

5,907

Balance December 31, 1986 414,492 29,481 $414,492

$299,345

3,092,255

934,347
(402,556)

(181,440)

(603,602)

539

8,717

(110,471)

$3,624,046

$(118,087)

$(704,817)

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CHANGES
IN FINANCIAL POSITION (in thousands)

The Coca-Cola QOMpYand Subsidiarcs

Year Ended December 31, 1986 1985 1984
(Restated) (Restated)
OPERATIONS Income from continuing operations $ 934,347 $ 677,566 $ 621,758
Depreciation 166,829 143,226 131,179
Amortization
Goodwill 17,942 15,991 15,410
Noncurrent film costs 244,886 138,965 136,714
Deferred income taxes 94,524 87,562 82,544
Gain on sale of stock by
Coca-Cola Enterprises Inc. (375,000) - -
Provisions for disinvestment and
restructured operations 180,000 - —
Other 4,106 13,930 9,120
Discontinued operations i 53,573 15,222
Working capital provided by operations 1,267,634 1,130,813 1,011,947
Decrease in working capital 41,308 41,074 37,878
Net additions to noncurrent film costs (292,655) (155,405) (225,764)
Cash provided by operations 1,016,287 1,016,482 824,061
Increase (decrease) in deferred entertainment revenue (77,249) 434,096 -
Decrease (increase) in investments and other assets 173,529 23,701 (350,663)
Additions to property, plant and equipment (372,623) (441,631) (298,072)
Disposals of property, plant and equipment 167,417 28,563 72,069
Increase (decrease) in noncurrent entertainment
obligations 83,378 32,378 (50,895)
Temporary investments and other (494,805) 27,022 (23,613)
Net cash invested in operations (443,104) (329,967) (651,174)
Net cash available from operations 495,934 1,120,611 172,887
FINANCING ACTIVITIES Increase (decrease) in loans and notes payable
and current maturities of long-term debt 303,741 (189,471) 499 416
Increase in long-term debt 253,831 182,821 332,491
Decrease in long-term debt (122,125) (29,578) (119,594)
Common stock issued (includes treasury) 51,249 194,190 32,460
Repurchase of common stock (110,471) (379,930) (335,659)
Cash provided by (used for) financing activities 376,225 (221,968) 409,114
ACQUISITIONS AND Acquisitions of purchased companies
DiscONTINUED Net working capital (53,325) (127,255) 34,287
OPERATIONS Property, plant and equipment—net (81,833) (14,799) (37,029)
Other assets, net of other liabilities (181,158) (321,792) -
Goodwill (134,718) (20,000) (43,025)
Discontinued operations
Net working capital - 29,209 -
Net long-term assets (including property,
plant and equipment) - 27,771 -
Resources used for acquisitions and
discontinued operations (451,034) (426,866) (45,767)
DivipeEnDs (402,556) (388,939) (364,138)
CasH AND CURRENT Net increase during the year 18,569 82,838 172,096
MARKETABLE SECURITIES Balance at beginning of year 869,115 786,277 614,181
Balance at end ofyear $ 887,684 $§ 869,115 $ 786,277

See Notes to Comsolidated Financial Statements.
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NortEes 1o CONSOLIDATED FINANCIAL STATEMENTS

1. AccounTinG PoLicres. Thc ma]or accountmg pohcncs and

! accounts and transactions are elunumed in consoli-
dation. CCFC, a wholly owned finance subsidiary, initiated
operations in 1984 and is accounted for under the equity method.
CCFCs operations for 1986, 1985 and 1984 were not significant
to the consolidated financial statements.

Inventories and Fibm Costs: Inventories are valued at the
lower of cost or market method. In general, inventories are
valued on the basis of average cost or first-in, first-out (FIFO)
methods. However, certain soft drink and citrus inventories are
valued on the last-in, first-out (LIFO) method. The excess of
current costs over LIFO stated values amounted to approxi-
mately $23 million and $32 million at December 31, 1986 and
1985, respectively.

Film costs include film production, print, prerelease and
otheradvertisingoostsexpectcdtobcneﬁtﬁlturc periods,
accrued profit participations and capitalized interest. The indi-
vidual film forecast method is used to amortize these costs based
on the revenues recognized in proportion to management’s
estimate of ultimate revenues to be received. Based on the Com-
pany’s estimate of revenues as of December 31, 1986, approxi-
mately 75 percent of unamortized film costs are expected to be
amortized over the next three years.

The costs of feature and television films are classified as
current assets to the extent such costs are expected to be recov-
ered through the respective primary markets; remaining costs
relating to film production are classified as noncurrent.

Revenues from theatrical exhibition of feature films are
recognized on the dates of exhibition. Revenues from television
licensing agreements are recognized when films are available for
telecasting. Cash collected in advance of the time of availability
is recorded as deferred entertainment revenue. Motion picture
revenues are derived from the following markets: domestic and
foreign theater, home video, pay television, network television
and independent broadcast television. The Company’s average
revenue recognition cycle for motion pictures is approximately
seven years.

The Coca-Cola Company and Subsidiaric

Property, Plant and Equipment: Property, plant and equip-
ment is stated at cost, less allowance for depreciation, except that
foreign subsidiaries carry bottles and shells in service at amounts
(less than cost) that generally correspond with dcposnt prices
obtained from customers. Depreciation expense is determined
principally by the straight-line method. The annual rates of
depreciation are 2 percent to 10 percent for buildings and improve-
ments and 7 percent to 34 percent for machinery and equip-
ment. Available investment tax credits have been accounted for

Capitalized Interest: Interest capitalized as part of the cost of
acquisition, construction or production of major assets (includ-
ing film costs) was $22 million, $34 million and $26 million in
1986, 1985 and 1984, respectively.

Goodwill and Otber Intangible Assets: Goodwill and other
intangible assets are stated on the basis of cost and, if acquired
subsequent to October 31, 1970, are being amortized, princi-
pally on a straight-line basis, over the estimated future periods to
be benefited (not exceeding 40 years). Accumulated amortiza-
tion amounted to $63 million and $65 million at December 31,

1986 and 1985, respectively.

2. InvenTories AND Fim Costs consist of the following
(in thousands):

December 31, 1986 1985
Finished goods $316,194 $300,475
Work in process 16,722 17,374
Raw materials and supplies 397,308 355,627
Film costs (includes in

process costs of $62,524

in 1986 and $51,901 in 1985) 202,395 210,969
$932,619 $884 445

Noncurrent film costs
Complctcd $585,142 $411,110
In process 192,448 125,002
$777,590 $536,112
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NortEes 10 CONSOLIDATED FINANCIAL STATEMENTS

3. INvesTMENTS IN AND ADVANCES To AFFILIATED COMPANIES.
On September 12, 1986, the_transferred the operating
assets of substantially all previously owned and recently acquired
bottling companies in the United States to Coca-Cola Enterprises
Inc. (Enterprises), a wholly owned subsidiary. In connection with
these transactions, Enterprises assumed approximately $233 million
of debt incurred by the in conjunction with certain of
the acquisitions. In additiMember 1986, Enterprises acquired
the Coca-Cola bottling companies controlled by John T. Lupton
and his family and the soft drink bottling operations of BCI
Holdings Corporation (the successor to The Beatrice Companies,
Inc.) and the remaining interest in The Detroit Bottling?
Inc. for an aggregate cost of approximately $2.25 billion; t
acquisitions were funded with borrowings under a credit agree-

ment entered into by Enterprises with a syndicate of banks. The
is not a party to the credit agreement and has not
guaranteed any of the borrowings thereunder.

On November 21, 1986, Enterprises sold 71.4 million shares
of its unissued common stock for net proceeds of approximately
$1.12 billion. This transaction reduced the Company’s ownership
interest to 49 percent and resulted in a pretax gain of $375 million.
Consistent with its reduced ownership interest, the“
has commenced reporting its investment in Enterprises under the
equity method of accounting. The consolidated financial state-
ments have been restated to reflect Enterprises under the equity
method of accounting for all periods presented. The restate-
ment had no effect on shareholders’ equity, income from con-
tinuing operations, net income or related per share amounts.

A summary of financial information for Enterprises and other principal equity investee companies (none of which is individu-

ally significant) is as follows (in thousands):

Coca-Cola Enterprises Inc. Other Equity Investees
December 31, 1986 1985 1984 1986 1985 1984
Current assets $ 422,626 | § 205,005 $555,941 $382,986
Noncurrent assets 3,388,393 574,503 389,762 368,074
Total assets $3,811,019 | $ 779,508 $945,703 $751,060
Current liabilities $ 522,587 | § 136,624 $341,765 $212,758
Noncurrent liabilities 1,840,908 240,206 222,878 199,105
Total liabilities $2,363,495 |8 376,830 $564,643 $411,863
Net assets $1,447,524 | $ 402,678 $381,060 $339,197
-nvcstments and advances $ 709,287 | § 402,678 $186,655 $149,695
Year ended December 31,
Net operating revenues $1,951,008 | $1,271,959 | $872,279 $783,933 $864,997 $518,626
Cost of goods and services 1,137,720 755,709 513,032 501,576 594,057 340,031
Gross profit $ 813,288 | § 516,250 $359,247 $282,357 $270,940 $178,595
Income before taxes $ 84770 |$ 63,628 $ 46,488 $100,190 $ 79,380 $ 34,668
Net income $ 27,792 | § 35907 § 24819 $ 91,444 $ 75485 $ 25,499
-quityineamings $§ 28,161 |§ 35907 | $ 24819 | $ 46,508 $ 41,132 | § 12,431
The had an investment of approximately $40 December 31, 1986, and $197 million at December 31, 1985. Net

million and $45 million in CCFC, a wholly owned unconsoli-
dated subsidiary, at December 31, 1986, and 1985, respectively.
Total assets of CCFC were approximately $292 million at

income of CCFC was approximately $4.2 million and $3.4
million in 1986 and 1985, respectively, (CCFC's first two full
years of operations).
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4. Accounts PavaBLE AND AccrUED ExpENsEs are composed of
the following amounts (in thousands):

December 31, 1986 1985
Trade accounts payable $1,217,165 $ 936,099
Deposits on bottles and shells 44,119 42,042
Other 71,430 78,274

$1,332,714 $1,056,415

5. SHorT-TerM BorRROWINGS AND CREDIT ARRANGEMENTS.
Loans and notes payable consist of commercial paper and notes
payable to banks and other financial institutions.

Under lines of credit and other credit facilities for short-
term debt with various financial institutions, the“
including CCFC, may borrow up to $332 million. These lines
of credit are subject to normal banking terms and conditions. At
December 31, 1986, the unused portion of the credit lines was

$288 million. Some of the financial arrangements require com-
pensating balances which are not material.

6. Accruep Taxgs are composed of the following amounts
(in thousands):

December 31, 1986 1985
Income taxes $364,126 $185,604

Sales, payroll and
miscellaneous taxes 75,563 57,578
$439,689 $243,182

7. SnareHoLDErs’ EQuiTy. At a special meeting on June 4, 1986,
the Company’s shareholders approved an increase in the number of
authorized shares from 180 million to 700 million, a three-for-one
stock split effective June 16, 1986, and a change from no par value
common stock to $1.00 par value per share. All share data herein
has been restated to reflect these changes.

The Coca-Cola -and Subsidiaries

8. LonG-Term Dest consists of the following amounts
(in thousands):

December 31, 1986 1985
10% % notes due June 1, 1988 $ 99,530 |% 99,198
11% % notes due November 28, 1988 100,000 100,000
12%% notes due August 1, 1989 99,870 99,821
11%% notes redeemed on October 1, 1986

(original due date was October 1, 1989) — 98,641
11% % notes due October 16, 1991

(redeemable after October 16, 1988) 99,829 99,793
11%% notes due November 28, 1991 80,793 -
97 % notes due August 1, 1992

(redeemable after July 31, 1989) 98,780 98,562

97% % notes due November 26, 1992

(redeemable after November 26, 1989) 100,000 100,000

5% % notes due April 24, 1996 189,156 -
Other 166,439 200,319

1,034,397 | 896,334
Less current portion 23,212 29,578

$1,011,185 |$866,756

Notes outstanding at December 31, 1986, were issued
outside the United States and are redeemable at the Company’s
option under certain conditions related to U.S. and foreign tax
laws. The 97 percent notes due November 26, 1992, were
issued with detachable warrants which grant the holder the right
to receive, upon tender of the original bond, additional notes
bearing the same interest rate and maturing in 1992. The war-
rants expire November 26, 1989.

Other long-term debt consists of various mortgages and
notes with maturity dates ranging from 1987 to 2011. Interest
on a portion of this debt varies with the changes in the prime
rate, and the weighted average interest rate applicable to the
remainder is approximately 10 percent.

Maturities of long-term debt for the five years succeeding
December 31, 1986, are as follows (in thousands):

1987 $ 23212
1988 217,116
1989 114,475
1990 15,446
1991 194,320

The above notes include various restrictions, none of

which are presently significant to the“

The qis contingently liable for guarantees of
indebtedness owed by some independent bottling companies
(8169 million), CCFC (8201 million) and others, totaling
approximately $394 million at December 31, 1986.

49
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NortEs 1o CoNSOLIDATED FINANCIAL STATEMENTS

9. Pension Prans. The d its subsidiaries sponsor
and/or contribute to various pension plans covering substan-
tially all USS. employees and certain employees in non-U.S.
locations. Pension expense for continuing operations determined
under various actuarial cost methods, principally the aggregate
level cost method, amounted to approximately $ 31 million in
1986, $35 million in 1985 and $30 million in 1984. Pension costs
are generally funded currently.

The actuarial present value of accumulated benefits, as
estimated by consulting actuaries, and net assets available for

benefits of d subsidiary-sponsored plans in the
United States are presented below (in thousands):
January 1, 1986 1985
Actuarial present value of
accumulated plan benefits:
Vested $267,476 $216,083
Nonvested 25,295 20,933
$292,771 $237,016

Net assets available for benefits $398,931 $323,989

The weighted average assumed rates of return used in
determining the actuarial present value of accumulated plan
benefits were approximately 8 percent for 1986 and 9 percent
for 1985. This change in the assumed rate of return and a plan
amendment increased the actuarial present value of accumulated
plan benefits by approximately $48 million at January 1, 1986,
and decreased 1986 pension expense by approximately $7 million.

The Company has various pension plans in locations
outside the United States. These locations are not required to
report to U.S. governmental agencies and do not determine the
actuarial present value of accumulated plan benefits or net assets
available for benefits as calculated and disclosed above. For such
plans, the value of the pension funds and balance sheet accruals
exceeded the actuarially computed value of benefits as of
January 1, 1986 and 1985, as estimated by consulting actuaries.

’ﬂlemso has a plan that provides post-retirement
health care e insurance benefits to virtually all employees
who retire with a minimum of five years of service; the aggregate
cost of these benefits is not significant.

10. IncomE Taxes. The components of income before income
taxes for both continuing and discontinued operations consist of
the following (in thousands):

Year Ended

December 31, 1986 1985 1984

United States $ 693,829 |§ 519,008 |$ 433,715

Foreign 817,451 617,293 610,773
$1,511,280 |$1,136,301 | $1,044,488

Income taxes for continuing and discontinued operations
consist of the following amounts (in thousands):

Year Ended United State
December 31, States | & Local Foreign Total
1986
Current $23,978 | $22,022 | $436,409 | $482409
Deferred 79,630 13,432 1,462 94,524
1985
Current $25,310 | $12,085 | $288,051 | $325,446
Deferred 58,711 7,073 22,772 88,556
1984
Current $28,488 | $18,392 | $285,788 | $332,668
Deferred 66,184 3,181 13,637 83,002

A reconciliation of the statutory U.S. federal rate and
effective rates is as follows:

Year Ended December 31, 1986 1985 1984
Statutory rate 46.0%| 46.0%| 46.0%
State income taxes — net of

federal benefit 1.1 1.0 1
Provision for disinvestment—

South Africa 1.4 - —
Earnings in jurisdictions taxed at

lower rates (principally

Puerto Rico) 4.1) (5.7) (3.6)
Investment tax credits (1.6) (3.2) (3.1
Gain on sale of stock by

Coca-Cola Enterprises Inc. (4.0) = =
Equity method earnings (1.2) (1.9) (1.5)
Other—net .6 Ay 8

38.2% 36.3% 39.7%

Investment tax credits included

in determination of above

rates (in millions): $24.0 $35.0 $320
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Deferred taxes are provided principally for depreciation,
film costs and television and other licensing income which are
recognized in different years for financial statement and income

tax purposes. The qas manufacturing facilities in
Puerto Rico that operate under a Puerto Rican tax exemption,
which expires in 1995. In 1984, the ompleted an
organizational restructuring in the Entertainment Business Sec-
tor that resulted in an increase in the tax bases of certain assets.

Appropriate U.S. and foreign income taxes have been pro-
vided for earnings of subsidiary companies that are expected to
be remitted to the parent h the near future. Accumu-
lated unremitted earnings of foreign subsidiaries that are expected
to be required for use in the foreign operations were approxi-
mately $142 million at December 31, 1986, exclusive of amounts,
which if remitted, would result in little or no tax.

The United States Tax Reform Act of 1986 repealed the
investment tax credit for property placed in service after Decem-
ber 31, 1985, unless a binding contract to purchase or construct
qualified property was in effect on that date. In accordance with
generally accepted accounting principles, the eversed
in the fourth quarter of 1986, $8 million of investment tax credits
previously recorded during the year.

11. Stock Oprions anp OtHER STock Prans. The amended
1983 Restricted Stock Award Plan provides that 3,000,000
shares of restricted common stock may be granted to certain

officers and key employees of the -ﬂ\e shares are
subject to forfeiture if the employee leaves the or
reasons other than death, disability or retirement and may not
be transferred by the employee prior to death, disability or
retirement. The employee receives dividends on the shares and
may vote the shares. The market value of the shares at the date
of grant is charged to operations over the vesting periods. Shares
granted were 210,000 shares, 282,000 shares and 883,500 shares
in 1986, 1985 and 1984, respectively. At December 31, 1986,
1,125,000 shares were available to be granted under this Plan.

The Company’s 1983 Stock Option Plan covers 6,000,000
shares of the Company’s common stock. The Plan provides for
the granting of stock appreciation rights and stock options to
certain officers and employees. Stock appreciation rights permit
the holder, upon surrendering all or part of the related stock
option, to receive cash, common stock or a combination
thereof, in an amount up to 100 percent of the difference
between the market price and the option price. Included in
options outstanding at December 31, 1986, were various options
granted under previous plans and other options granted not as a
part of an option plan.

The Coca-Cola -nd Subsidiaries

Further information relating to options is as follows:

December 31, 1986 1985 1984
Options outstanding

at January 1 5,662,155 | 5,599,335 | 5,139,666
Options granted in

the year 1,800,400 1,444,350 1,363,950
Options exercised in

theyear (1,194,183) | (1,081,938) (794,535)
Options cancelled in

the year (202,448) (299,592) (109,746)
Options outstanding

at December 31 6,065,924 5,662,155 5,599,335
Options exercisable

at December 31 3,153,137 3,192,978 2,605,788
Shares available at

December 31

for options which

maybegranted 459,454 2,128,263 3,395,850
Option prices per share

Exercised in

the year $10-524 $10-821 $ 8-§17
Unexercised at
year-end $10-§39 $10-824 $10-821

In 1985, theantered into Performance Unit
Agreements, whereby certain officers will be granted cash awards
based on the difference in the market value of 555,000 shares of
the Company’s common stock at the measurement dates and
the base price of $20.63, the market value as of January 2, 1985.
Under these agreements, the cost will be charged to operations
over the vesting period.

12. Acquisitions. In July 1986, theMcquired two
Canada Dry bottling operations in a for approximately
$90 million. In May 1986, the quired January

Enterprises, Inc. (doing business as Merv riffin Enterprises), a
major producer of game shows and other television programs,

for approximately $200 million.
In December 1985, thmquired Nutri-Foods
Intl., Inc. (Nutri-Foods), a r of juice-based frozen

desserts. The total purchase price consisted of approximately
$30 million in cash at closing, plus participation in Nutri-Foods'
earnings through December 31, 1989. Such earnings will be paid
to former principal owners, one of whom continues as an
employee of Nutri-Foods.
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Notes 10 CoNSOLIDATED FINANCIAL STATEMENTS

In August 1985, the Fpurchascd certain assets
and properties of Embassy Communications and Affiliates
(Embassy) and Tandem Productions (Tandem). The purchase
price for the assets of Tandem was approximately $178 million
in cash and the assumption of certain trade liabilities. The pur-
chase price for Embassy was approximately $267 million, com-
posed of approximately 7.1 million shares of the Company’s
common stock and the payment of existing debt. Embassy and
Tandem are engaged principally in the production and distribu-
tion of television programs. Embassy Pictures and certain
receivables and contract rights, which were acquired in conjunc-
tion with the above acquisitions, were subsequently sold.

The operating results of these acquired companies have
been included in the consolidated statements of income from the
dates of acquisition and do not have a significant effect on oper-

ating results for those respective :

In December 1986, theﬁxquired The Coca-Cola
Bottling—of Southern Florida, Inc. (Miami CCBC) for
approximately $325 million and Coca-Cola bottling companies
affiliated with Mr. Crawford Rainwater, Jr. (Rainwater Bottlers)
for approximately $211 million. The investments in Rainwater
Bottlers and Miami CCBC are reported on the cost method
as management anticipates disposing of the Company’s owner-
ship interests.

13. DivestiTures AND DiscontiNuep Operations. In October

1986, lhc_ sold its Embassy Home Entertainment
operations for approximately §85 million in cash plus relief of

certain liabilities, the total of which approximated the Com-
pany’s carrying value.

In December 1985, thmm Presto Products
Incorporated and Winkler/Flexible ucts, Inc., manufacturers

of plastic products, for approximately $112 million. Operating

14. ProvisioNs FOR DISINVESTMENT AND RESTRUCTURED
Operations. During the fourth quarter of 1986, the *
recorded provisions against earnings for disinvestment an:
restructured operations aggregating $180 million. These provi-
sions include a charge of $45 million related to the previously
announced decision to disinvest from South Africa. The
remaining $135 million relates principally to the revaluation of
certain assets and the estimated cost of closing various produc-
tion facilities as a result of changes in the conduct of the
Company’s US. soft drink business.

15. RecervasLe ANp ConTrRACT RiGHT ConvERsions. In 1986
and 1985, the Fold its rights to cash payments under
contracts related to certain films and television programs not
presently available for telecast. Approximately $45 million in
1986 and $ 31 million in 1985 of such rights were acquired by
CCFC, the Company’s wholly owned finance subsidiary. These
transactions resulted in deferred revenue which is recognized as
operating revenue as the respective materials become available
for telecast. The differences between the present value of the
contracts and the amounts to be recognized as revenue are being
reported as nonoperating deductions. Certain entertainment and
other accounts receivable, totaling $238 million in 1986 and
$465 million in 1985, were also sold. These transactions are
subject to recourse. The uncollected balance of receivables was
approximately $618 million and $413 million at December 31,
1986 and 1985, respectively.

16. WorkinG Caprrav. Decreases (increases) in working capital
(excluding cash, marketable securities, temporary investments,
loans and notes payable and current portion of long-term debt),
by component, were (in thousands):

results for these companies have been reported as discontinued fd 9% 196¢
operations. Net revenues of discontinued operations were $235 Trade accounts receivable $(220,606) |$ 76,256 $(61,632)
million and $212 million in 1985 and 1984, respectively. Inventories and film costs 3,255 | (131,801) 19,572
In 1984, the Company sold Ronco Enterprises, Inc., a man- Prepaid expenses and
ufacturer and distributor of pasta products, for cash. This trans- Ac‘c):)}:x:tsa;s:ty;ble e (96,749) |  (51,762) 15,573
action had no significant effect on consolidated operating results.
In 1985, tlﬁ]:ﬁ-sold capital stock gfesevcral US. v accnfed e 124,695 77,178 59,730
4 ; el : . ntertainment obligations 42,084 8,648 38,324
bq@mg operations resulting in gains of aPprgxmatdy_ $67 Recrait ks 188,629 62,555 (33.689)
million. In 1984, the sold bottling interests in
Australia and Japan and provided for possible losses in § 41,308 |§ 41,074 | §373878
Guatemala, where an independent bottler ceased operations.
These efforts resulted in net pretax gains of approximately $18
million in 1984.
52
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17. Lines oF Business. TheCom any
the soft drink industry. The Entertainment Business Sector is
engaged in the production and distribution of motion picture
and television products and other entertainment related activi-

y operates principally in

ties. Citrus, fruit drinks, coffee and other products are included
in the Foods Business Sector. Intercompany transfers between
sectors are not material. Information concerning operations in
different lines of business is as follows (in millions):

Year Ended December 31, 1986 l 1985* | 1984*
Net OPERATING REVENUES Soft drinks $5,976.8 $4812.5 I $4.447.6
Entertainment 1,373.8 1,072.1 | 884.7
Foods 1,318.0 1.327:3 1 1,260.4
Consolidated net operating revenues $8,668.6 | $7,212.1 | $6,592.7
OPERATING INCOME Soft drinks** $1,016.5 $ 850.6 $ 851.7
Entertainment 2354 | 160.9 } 121.1
Foods 1202 | 1175 123.6
General expenses @27.1) | (1444) | (1064)
Consolidated operating income $1,145.0 } $ 984.6 l $ 990.0
IDENTIFIABLE ASSETS AT Soft drinks $3.456.9 | $3.1890 | $2.6558
Year-Enp Entertainment 2,170.1 | 18024 | 16154
Foods 576.5 473.5 ‘ 369.1
Corporate assets (principally marketable “ |
securities, investments and fixed assets) 1,460.6 | 904.0 | 771.7
Investment in Coca-Cola | ’
Enterprises Inc. 709.3 402.7 | 336.9
Discontinued operations - 5l 90.9
Consolidated assets $8,373.4 | $6,771.6 : $5,839.8
CapitaL EXPENDITURES Soft drinks $ 246.5 $ 2394 | § 2382
(IncLupiNG FixeD ASSETS Entertainment 44.0 22441 31.2
Or PurcHAseD COMPANIES) Foods 71.8 113.8 ] 39.9
Corporate 92.2 80.8 25.8
Consolidated capital expenditures $ 4545 | § 4564 ! $ 335.1
. 1
DepreciaTion AND Soft drinks $ 118.1 $ 1042 | § 978
AmorTizatioN OF Entertainment 23.7 19.7 | 17.6
GoopwiLL Foods 26.4 21257 0.3
i Corporate 16.6 14.1 1 10.9
Consolidated depreciation and \
amortization of goodwill $ 1848 | § 1592 | § 1466
*Prior years' information bas been restated to account for Coca-Cola Enterprises Inc. under the equity metbod. (See Note 3.)
**In 1986, soft drink operating income was reduced by provisions for disinvestment and restructured operations aggregating $180 million.
Net Operating Revenues Operating Income
(8 Millions) (8 Millions)
1,318 Foods 120
Entertainment 1,374 __Entertainment 235
5977 Soft Drinks 1,017
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Notes 1o CoNSOLIDATED FINANCIAL STATEMENTS The Coca-Cola Company

18. OperaTiONS IN GEOGRAPHIC AREAS. Information about the below (in millions). Intercompany transfers between geographic
Company’s operations in different geographic areas is presented areas are not material.
Year Ended December 31, 1986 1985 * 1984*
NeT OPERATING REVENUES United States $4,650.0 $4,216.6 $3,795.1
Latin America 555.5 4524 429.6
Europe and Africa 1,628.6 1,240.6 1,183.8
Pacific and Canada 1,834.5 1,302.5 1,184.2
Consolidated net operating revenues $8,668.6 $7,212.1 $6,592.7
OPERATING INCOME United States** $ 513.9 § 495.6 $ 489.2
Latin America 140.9 91.3 91.6
Europe and Africa** 354.3 2943 282.7
Pacific and Canada 363.0 247.6 2329
General expenses (227.1) (144.4) (106.4)
Consolidated operating income $1,145.0 | $ 9846 | § 9900
IDENTIFIABLE ASSETS AT United States $4,139.0 | $3,737.5 $3,130.8
Year-Enp Latin America 383.3 380.8 409.8
Europe and Africa 895.5 805.0 636.4
Pacific and Canada 785.7 541.6 463.3
Corporate assets (principally marketable
securities, investments and fixed assets) 1,460.6 904.0 771.7
Investment in Coca-Cola
Enterprises Inc. 709.3 402.7 336.9
Discontinued operations - - 90.9
Consolidated assets $8,373.4 | $6,771.6 | $5,839.8
IpEnTiFIABLE LiaBiLities O
OreraTIONS OUTSIDE THE
UNITED STATES $ 854.1 § 742.6 | $ 7145

*Prior years' information bas been restated to account for Coca-Cola Enterprises Inc. under the equity method. (See Note 3.)
**In 1986, United States and Europe and Africa operating income was reduced by provisions for disinvestment and restructured operations aggregating 8135 million and
$45 million, respectively.

Net Operating Revenues Operating Income

(8 Millions) (8 Millions)
Latin America 556 Latin America 141
Europe and Africa 1,629 Europe and Africa 354
Pacificand Canada 1,834 Pacific and Canada 363
United States 4,650 United States 514
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REePORT OF INDEPENDENT ACCOUNTANTS

Board of Directors and Shareholders
The Coca-Cola
Atlanta, Georgia

We have examined the consolidated balance sheets of The
Coca-ColHand subsidiaries as of December 31, 1986 and
1985, and the related consolidated statements of income, sharehold-
ers’ equity and changes in financial position for each of the three
years in the period ended December 31, 1986. Our examinations
were made in accordance with generally accepted auditing standards
and, accordingly, included such tests of the accounting records and
such other auditing procedures as we considered necessary in

the circumstances.

The Coca-Cola -and Subsidiaries

In our opinion, the financial statements referred to above
resent fairly the consolidated financial position of The Coca-Cola

and subsidiaries at December 31, 1986 and 1985, and
the consolidated results of their operations and changes in their
financial position for each of the three years in the period ended
December 31, 1986, in conformity with generally accepted account-
ing principles applied on a consistent basis after restatement
for the change, with which we concur, to the equity method of
accounting for Coca-Cola Enterprises Inc. as described in Note 3
to the consolidated financial statements.

Bkt 71/1‘“7

Atlanta, Georgia
February 2,1987

REPORT OF MANAGEMENT

Management is responsible for the preparation and integrity of the
consolidated financial statements appearing in this Annual Report.
The financial statements were prepared in conformity with gener-
ally accepted accounting principles appropriate in the circumstances
and, accordingly, include some amounts based on management’s
best judgments and estimates. Financial information in this Annual
Report is consistent with that in the financial statements.

Management is responsible for maintaining a system of
internal accounting controls and procedures to provide reasonable
assurance, at an appropriate cost/benefit relationship, that assets
are safeguarded and that transactions are authorized, recorded and
reported properly. The internal accounting control system is aug-
mented by a program of internal audits and appropriate reviews by
management, written policies and guidelines, careful selection and
training of qualified personnel and a written Code of Business
Conduct adopted by the Board of Directors, applicable to all
employees of thzwhand its subsidiaries. Management
believes that the Company’s internal accounting controls provide
reasonable assurance that assets are safeguarded against material
loss from unauthorized use or disposition and that the financial
records are reliable for preparing financial statements and other
data and maintaining accountability for assets.

The Audit Committee of the Board of Directors, composed
solely of Directors who are not officers of the*meets
with the independent accountants, management and internal audi-
tors periodically to discuss internal accounting controls, auditing
and financial reporting matters. The Committee reviews with the
independent accountants the scope and results of the audit effort.
The Committee also meets with the independent accountants
without management present to ensure that the independent
accountants have free access to the Committee.

The independent accountants, Ernst & Whinney, are
recommended by the Audit Committee of the Board of Directors,
selected by the Board of Directors and ratified by the share-
holders. Ernst & Whinney is engaged to examine the consolidated
financial statements of The Coca-Cola and subsidiaries
and conduct such tests and related procedures as it deems necessary
in conformity with generally accepted auditing standards. The
opinion of the independent accountants, based upon their examina-
tion of the consolidated financial statements, is contained in this
Annual Report.

Roberto C. Goizueta
Chairman, Board of Directors,
and Chief Executive Officer

M. Douglas Ivester
Senior Vice President
and Chief Financial Officer

February 2, 1987
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QUuARTERLY. DATA (UNAUDITED)
(For the years ended December 31, 1986 and 1985)

QuarTERLY REsuLTs oF OpERATIONS*
(In millions except per share data)

Net Operating Revenues Gross Profit
1986 1985 1986 1985
First quarter $1,734.8 $1,569.2 $ 805.2 $ 7109
Second quarter 2,245.0 1,803.3 107755 880.6
Third quarter 2,533.8 1,897.0 1,143.8 906.6
Fourth quarter 2,155.0 1,942.6 997.8 854.4
$8,668.6 $7.212.1 $4,024.3 $3,352.5
Income From
Continuing Operations Net Income
1986 1985 1986 1985
First quarter $ 161.2 $ 1399 $ 161.2 $ 141.2
Second quarter 225.5 193.6 2255 196.1
Third quarter 233.1 192.3 233.1 195.6
Fourth quarter** 314.5 151.8 314.5 189 .4
$ 9343 $ 677.6 $§ 934.3 $ 7223
Income Per Share

From Continuing Operations Net Income Per Share
1986 1985 1986 1985
First quarter $ 42 $ .36 $ 42 $ 36
Second quarter S8 49 58 50
Third quarter .60 48 .60 49
Fourth quarter** .82 .39 .82 49
$ 242 $§ 172 § 242 $ 184

stock by Coca-Cola Enterprises Inc.

‘Quam{ybgﬁmaﬁmbml{xnmmdtq{zmmﬁr.&a-&laEmnpﬁmIm under the equity method. (See Note 3.)
**The fourth quarter of 1986 included provisions for disinvestment and restructured operations aggregating $180 million and the $375 million pretax gain on sale of
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Standing, left to right: James D. Robinson, III, James M. Sibley, Herbert A. Allen, Richard J. Flamson III, Peter V. Ueberroth,
Paul F. Oreffice, Donald F. McHenry, James T. Laney. Seated, left to right: William B. Turner, James B. Williams, Roberto C. Goizueta,
|| Donald R. Keough, Charles W. Duncan, Jr., Anne Cox Chambers.
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SHAREHOLDER INFORMATION

CoMMON S'mcK;\
Ticker Symb?i-\li)yz
Common stock of Fhe Coca-Colamexceeding 385
million shares outstanding, is listed and traded on the New York
Stock Exchange and also is traded on the Boston, Cincinnati,
Midwest, Pacific and Philadelphia stock exchanges. Outside the
United States, the Company’s common stock is listed and traded
on the German exchange in Frankfurt and on Swiss exchanges
in Zurich, Geneva, Bern, Basel and Lausanne.

At year-end, there were 95,753 shareholders of record, a
28 percent increase over 1985.

ANNUAL MEETING

The Annual Meeting of Sharcholders will be at 9:00 a.m.
local time, April 15, 1987, at the Hotel duPont, 11th and
Market Streets, Wilmington, Delaware. Shareholders are
cordially invited to attend the Annual Meeting, and those not
planning to attend are encouraged to have their shares repre-
sented by returning their proxy card.

Divipenp Poricy

Themhas paid 263 consecutive dividends, beginning in
1920, and has increased dividends for each of the last 25 consec-
utive years. Dividends normally are paid on a quarterly basis,
usually on the first day of April, July and October and the 15th
day of December. The Board of Directors has endorsed a policy
1o increase the percentage of earnings reinvested in the business
by gradually reducing over time the dividend payout ratio to

40 percent.

Stock PerrorMANCE 1981-1986

The accompanying chart illustrates the growth in value of com-
mon stock of The Coca-Cola Hzcompared with the
Standard & Poor’s Composite Index o Stocks. The Com-
pany’s stock performance has been outstanding in recent years,
significantly outperforming the Standard & Poor’s Index of 500
Stocks in five of the past six years. A $100 investment in the
Company’s stock on December 31, 1980, would have grown to

more than $388 by December 31, 1986, including the accumula-
tion of dividends.

Stock PERFORMANCE
$400

$300

/
/’/
L~

$100

1981-1986

e The Coca-Cola Company
e Standard & Poor's 500

This comparison assumes no commissions and no income taxes.
Historic returns are not necessarily indicative of future returns.

Below are the New York Stock Exchange high, low and
closing prices of The Coca-Cola “mck for each quar-
ter of 1986 and 1985 and for the preceding four years, adjusted

for a three-for-one stock split in June 1986.

High Low Close
1986
Fourth quarter 39.63 33.75 37.75
Third quarter 44.88 ‘ 32.88 33.88
Second quarter 41.83 } 32.83 41.83
First quarter 36.67 | 25.58 ‘ 35.08
1985 ‘ J
Fourth quarter 2942 | 2304 ' 28.17
Third quarter 2496 | 2242 | 2325
Second quarter 24.08 i 22.00 i 23,13
First quarter 2342 ‘ 19.83 l 23.33
1984 2200 | 1633 | 2079
1983 1947 | 1517 | 1783
1982 17.88 992 | 17.33
1981 13.42 892 | 11.58
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Divipenp anD CasH INVESTMENT PLAN

All shareholders of record are invited to participate in the Divi-
dend and Cash Investment Plan. By reinvesting dividends from
“stock toward the purchase of new shares, the Plan
provides a convenient, economical and systematic method of
acquiring additional shares of the Company’s common stock.
All costs and commissions associated with joining and partici-

pating in the Plan are paid by the!
Shareholders may purchase additio stock
through voluntary cash investments of up to $60,000 per year

with or without reinvesting dividends from existing shares.

The Plan’s administrator, Morgan Shareholder Services
Trust[H purchases stock on or about the first of each
month for voluntary cash investments, and quarterly for divi-
dend reinvestment.

At year-end, 23 percent of the shareholders of record were
participants in the Plan. In 1986, shareholders invested nearly
$6 million in dividends and more than $6 million in cash invest-
ments in the Plan.

ADDITIONAL INFORMATION SOURCES
The regularly distributes quarterly Progress Reports
containing financial results and other information about the

&A Notice of Annual Meeting of Sharebolders and Proxy
t are furnished to shareholders in advance of the
Annual Meeting. Publications that are available at no charge
from the Shareholder Relations Department include the Com-

pany’s Annual Report on Form 10-K and Quarterly Report on Form
10-Q. Also available is the brochure A Profile of The Coca-Cola

m 1990, an update on the Company’s “Strategy for the
, and a special history publication, The Chronicle of Coca-Cola
Since 1886. A variety of other booklets about the d
its products also is available. -"

Equat OpporTuntTy PoLicy
The Coca-Cola aintains a long-standing com-
mitment to equ opportunity and affirmative action. The

Re 1y strives to create a working environment free of dis-
crimination and harassment with respect to race, sex, color,
national origin, religion, age, handicap, or being a veteran of the
Vietnam era, as well as to make reasonable accommodations in
the employment of qualified individuals with disabilities. The

_continucd to increase the minority and female repre-

ntation in 1986. In addition, the Fmvides fair mar-
keting opportunities to all suppliers and maintains programs to
increase transactions with firms that are owned and operated by
minorities and women.

CorrorATE OFFICES

The Coca-ColaN
One Coca-Cola Plaza N.W.
Atlanta, Georgia 30313
(404) 676-2121

INQUIRIES AND ASSISTANCE
Inquiries and requests for assistance
should be directed to the addresses below:

SHAREHOLDER ASSISTANCE
Shareholder Relations Department
The Coca-Cola
Post Office Drawer 1734
Adlanta, Georgia 30301
(404) 676-2777

SECURITY ANALYST ASSISTANCE
Investor Relations Department
The Coca-Cola
Post Office Drawer 1734
Adanta, Georgia 30301
(404) 676-5766

TRANSFER AGENT, REGISTRAR,

Divipenp DisBURSING AGENT

Morgan Shareholder Services
Trust F

30 West Broadway

New York, New York 10015

(212) 587-6515

INDEPENDENT ACCOUNTANTS

Ernst & Whinney

1800 Peachtree Center South Tower
225 Peachtree Street N.E.

Atlanta, Georgia 30303

(404) 658-9400
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