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3M COMPANY

FORM 10-Q
For the Quarterly Period Ended September 30, 2004

PART I.  Financial Information
 
Item 1.  Financial Statements.
 
Consolidated Statement of Income
(Unaudited)
 
3M Company and Subsidiaries
 

Three months ended September 30
 

Nine months ended September 30
(Millions, except per share amounts) 2004 2003

 

2004
 

2003
Net sales $ 4,969 $ 4,616 $ 14,920 $ 13,514
Operating expenses

Cost of sales 2,457 2,322 7,345 6,856
Selling, general and administrative expenses 1,047 994 3,235 2,978
Research, development and related expenses 282 270 854 816
Other expense — — — 93

Total 3,786 3,586 11,434 10,743
Operating income 1,183 1,030 3,486 2,771
          
Interest expense and income

Interest expense 17 22 52 69
Interest income (12) (6) (32) (17)

Total 5 16 20 52
          
Income before income taxes and minority interest 1,178 1,014 3,466 2,719
Provision for income taxes 389 339 1,144 897
Minority interest 14 12 52 38

Net income $ 775 $ 663 $ 2,270 $ 1,784
          
Weighted average common shares outstanding — basic 780.6 784.6 782.0 782.2
Earnings per share — basic $ .99 $ .85 $ 2.90 $ 2.28
          
Weighted average common shares outstanding — diluted 796.2 797.5 798.5 793.4
Earnings per share — diluted $ .97 $ .83 $ 2.84 $ 2.25

          
Cash dividends paid per common share $ .36 $ .33 $ 1.08 $ .99
          
The accompanying Notes to Consolidated Financial Statements are an integral part of this statement.
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Consolidated Balance Sheet
(Unaudited)
 
3M Company and Subsidiaries
 
(Dollars in millions, except per share amounts) Sep. 30 2004 Dec. 31 2003



      
Assets
Current assets

Cash and cash equivalents $ 2,200 $ 1,836
Accounts receivable — net 2,853 2,714
Inventories

Finished goods 983 921
Work in process 629 596
Raw materials and supplies 341 299
Total inventories 1,953 1,816

Other current assets 1,291 1,354
Total current assets 8,297 7,720

      
Investments 217 218
Property, plant and equipment 15,872 15,841

Less: Accumulated depreciation (10,404 ) (10,232 )
Property, plant and equipment — net 5,468 5,609
Goodwill 2,523 2,419
Intangible assets — net 266 274
Other assets 1,293 1,360

Total assets $ 18,064 $ 17,600
      
Liabilities and Stockholders’ Equity
Current liabilities

Short-term borrowings and current portion of long-term debt $ 1,377 $ 1,202
Accounts payable 1,116 1,087
Accrued payroll 516 436
Accrued income taxes 877 880
Other current liabilities 1,387 1,477

Total current liabilities 5,273 5,082
      
Long-term debt 1,284 1,735
Other liabilities 2,811 2,898

Total liabilities 9,368 9,715
      
Commitments and contingencies (Note 7)
      
Stockholders’ equity

Common stock, $.01 par value, 944,033,056 shares issued 9 9
Capital in excess of par value 287 287
Retained earnings 15,233 14,010
Treasury stock, at cost; 165,499,278 shares at Sep. 30, 2004; 159,915,696 shares at Dec. 31, 2003 (5,098 ) (4,641 )
Unearned compensation (195 ) (226 )
Accumulated other comprehensive income (loss) (1,540 ) (1,554 )

Stockholders’ equity — net 8,696 7,885
Total liabilities and stockholders’ equity $ 18,064 $ 17,600

 
The accompanying Notes to Consolidated Financial Statements are an integral part of this statement.
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Consolidated Statement of Cash Flows
(Unaudited)
 
3M Company and Subsidiaries
 

 

Nine months ended September 30
(Dollars in millions) 2004 2003
      
Cash Flows from Operating Activities
Net income $ 2,270 $ 1,784
Adjustments to reconcile net income to net cash provided by operating activities

Depreciation and amortization 740 717
Company pension contributions (548 ) (675 )
Deferred income tax provision 221 146
Changes in assets and liabilities

Accounts receivable (154 ) (142 )
Inventories (132 ) 150
Other current assets (15 ) (306 )
Other assets — net of amortization 61 106
Accrued income taxes 100 348
Accounts payable 33 (23 )
Other current liabilities 55 135
Other liabilities 327 224

Other — net 1 43
Net cash provided by operating activities 2,959 2,507
      



Cash Flows from Investing Activities
Purchases of property, plant and equipment (PP&E) (613 ) (416 )
Proceeds from sale of PP&E and other assets 35 88
Acquisitions, net of cash acquired (73 ) (428 )
Purchases of investments (5 ) (10 )
Proceeds from sale of investments 9 30
Net cash used in investing activities (647 ) (736 )
      
Cash Flows from Financing Activities
Change in short-term debt — net 152 (204 )
Repayment of debt (maturities greater than 90 days) (709 ) (615 )
Proceeds from debt (maturities greater than 90 days) 286 447
Purchases of treasury stock (1,235 ) (394 )
Reissuances of treasury stock 423 425
Dividends paid to stockholders (845 ) (775 )
Other — net (31 ) (19 )
Net cash used in financing activities (1,959 ) (1,135 )
      
Effect of exchange rate changes on cash and cash equivalents 11 25
      
Net increase in cash and cash equivalents 364 661
Cash and cash equivalents at beginning of year 1,836 618
Cash and cash equivalents at end of period $ 2,200 $ 1,279
 
The accompanying Notes to Consolidated Financial Statements are an integral part of this statement.
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3M Company and Subsidiaries
Notes to Consolidated Financial Statements
(Unaudited)
 
 NOTE 1.  Basis of Presentation
The interim consolidated financial statements are unaudited but, in the opinion of management, reflect all adjustments necessary for a fair presentation of the Company’s
consolidated financial position, results of operations and cash flows for the periods presented.  These adjustments consist of normal, recurring items.  The results of operations
for any interim period are not necessarily indicative of results for the full year. The interim consolidated financial statements and notes are presented as permitted by the
requirements for Quarterly Reports on Form 10-Q.  This Quarterly Report on Form 10-Q should be read in conjunction with the Company’s consolidated financial statements
and notes included in its 2003 Annual Report on Form 10-K and the Company’s Quarterly Reports on Form 10-Q for the periods ended March 31, 2004 and June 30, 2004.

 
New Accounting Pronouncements
Variable Interest Entities:  In January 2003, the Financial Accounting Standards Board (FASB) issued and subsequently revised FASB Interpretation No. 46 (FIN 46),
“Consolidation of Variable Interest Entities.”   This interpretation addresses the requirements for business enterprises to consolidate related entities in which they are
determined to be the primary economic beneficiary as a result of their variable economic interests.  The interpretation provides guidance in evaluating multiple economic
interests in an entity and in determining the primary beneficiary.  Effective January 1, 2004, the Company adopted FIN 46.  The Company reviewed its major commercial
relationships and its overall economic interests with other companies consisting of related parties, contracted manufacturing vendors, companies in which it has an equity
position, and other suppliers to determine the extent of its variable economic interests in these parties.  As a result of this review, 3M identified several immaterial
manufacturing-supplier arrangements that had certain variable interest entity characteristics.  3M has concluded that it is not the primary beneficiary in any of these
relationships and, therefore, has not consolidated any of these entities.  3M does not have any material exposure to these entities that would require disclosure.  The adoption
of this standard did not impact 3M’s consolidated financial position or results of operations.
 
Pensions and Other Postretirement Benefits:  In December 2003, the FASB revised Statement of Financial Accounting Standards (SFAS) No. 132, “Employers’ Disclosures
about Pensions and Other Postretirement Benefits,” effective for fiscal years ending after December 15, 2003.  This revision added disclosures related to assets, obligations
and cash flows.  This statement does not change the accounting for pension plans and other postretirement benefit plans as required by SFAS No. 87, “Employers’ Accounting
for Pensions”, SFAS No. 88, “Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans for Termination Benefits” and SFAS No. 106,
“Employers’ Accounting for Postretirement Benefits Other Than Pensions”.   3M adopted FAS 132 at year-end 2003.  Refer to Note 6 to the Consolidated Financial
Statements for the quarterly disclosures required under this standard and for discussion of the Medicare Prescription Drug, Improvement and Modernization Act of 2003.
 
Contingently Convertible Debt:  The FASB’s Emerging Issues Task Force finalized EITF Issue No. 04-08, “The Effect of Contingently Convertible Debt on Diluted Earnings
per Share” that would require the dilutive effect of shares from contingently convertible debt to be included in the diluted earnings per share calculation regardless of whether
the contingency has been met.  This EITF will be effective beginning with the Company’s 2004 fourth quarter.  The Company has $639 million in aggregate face amount of
30-year zero coupon senior notes that are convertible into approximately 6 million shares of common stock if certain conditions are met.  These conditions have never been
met. Unless the Company takes steps to modify certain terms of this debt security, this EITF would result in an increase to diluted shares outstanding of approximately 6
million shares to give effect to the contingent issuance of shares.  Also, using the if-converted method, net income for the diluted earnings per share calculations would be
adjusted for interest expense associated with this debt instrument.  Prior periods diluted shares outstanding and diluted earnings-per-share amounts would be restated to
present comparable information, effective with 3M’s fourth quarter of 2004.  The estimated annual reduction in 3M’s diluted earnings-per-share would be approximately $.02
per share for total year 2004.  Since the impact of this standard is ongoing, 3M’s diluted shares outstanding and diluted earnings-per-share amounts would be impacted until
retirement or modification of certain terms of this debt security.
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Significant Accounting Policies
Earnings per share:  The following table recaps computations for basic and diluted earnings per share.  The difference in the weighted average shares outstanding for
calculating basic and diluted earnings per share is attributable to the dilution associated with the Company’s stock-based compensation plans.  Certain Management Stock
Ownership Program average options outstanding were not included in the computation of diluted earnings per share because they would not have had a dilutive effect (an
average of 13.1 million options were not included for the three months ended September 30, 2004; an average of 4.4 million options were not included for the nine months
ended September 30, 2004; zero options were not included for the three months ended September 30, 2003; an average of 8.5 million options were not included for the nine
months ended September 30, 2003).  The conditions for conversion related to the Company’s $639 million in aggregate face amount of Convertible Notes were not met (refer



to 3M’s 2003 Annual Report on Form 10-K, Note 9 to the Consolidated Financial Statements, for more detail); accordingly, there was no impact on 3M’s diluted earnings per
share.  If the conditions for conversion are met, 3M may choose to pay in cash and/or common stock.  Refer to the preceding “New Accounting Pronouncements” section for
discussion of EITF 04-08, “The Effect of Contingently Convertible Debt on Diluted Earnings per Share”.
 
Earnings Per Share Computations

Three months ended September 30 Nine months ended September 30
(Amounts in millions, except per share amounts) 2004 2003 2004 2003
Numerator:

Net income $ 775 $ 663 $ 2,270 $ 1,784
          
Denominator:

Denominator for weighted average common shares outstanding
— basic 780.6 784.6 782.0 782.2

          
Dilution associated with the Company’s stock-based

compensation plans 15.6 12.9 16.5 11.2
          
Denominator for weighted average common shares outstanding

— diluted 796.2 797.5 798.5 793.4
          
Earnings per share — basic $ .99 $ .85 $ 2.90 $ 2.28
Earnings per share — diluted .97 .83 2.84 2.25
 
Stock-based compensation:  The Company has adopted the disclosure requirements of SFAS No. 148, “Accounting for Stock-Based Compensation —Transition and
Disclosure — an amendment of SFAS No. 123.” The Company continues to apply the recognition and measurement principles as prescribed by Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to Employees”. Pro forma amounts based on the options’ estimated Black-Scholes fair value, net of tax, at the grant dates for
awards under the Company’s stock-based compensation plans are as follows:
 
Stock-Based Compensation
Pro Forma Net Income and Earnings Per Share

Three months ended
September 30 Nine months ended September 30

(Millions, except per share amounts) 2004 2003 2004 2003
Net income, as reported $ 775 $ 663 $ 2,270 $ 1,784
Add: Stock-based compensation expense included in net income, net of related tax

effects 1 1 2 2
Deduct: Total stock-based compensation expense determined under fair value, net of

related tax effects (49) (25) (107) (93)
Pro forma net income 727 639 2,165 1,693
Earnings per share — basic

As reported $ .99 $ .85 $ 2.90 $ 2.28
Pro forma .93 .81 2.77 2.16

Earnings per share — diluted
As reported $ .97 $ .83 $ 2.84 $ 2.25
Pro forma .91 .80 2.71 2.13
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 NOTE 2.  Acquisitions and Divestitures
In February 2004, 3M (Industrial Business) purchased 100 percent of the outstanding common shares of HighJump Software, Inc., a U.S. company that provides supply chain
execution software and solutions.  The total purchase price of approximately $66 million included $23 million of cash paid (net of cash acquired) plus 541,581 shares of 3M
common stock.  The 3M common stock had a market value of $43 million at the acquisition measurement date and was previously held as 3M treasury stock.
 
In March 2004, 3M (Safety, Security and Protection Services Business) purchased 91 percent of the outstanding shares of Hornell Holding AB, a Swedish company, for
approximately $95 million, including assumption of debt.  This $95 million includes $57 million of cash paid (net of cash acquired) and the acquisition of $38 million of debt,
most of which subsequently has been repaid.  Subsequently, 3M acquired all of the remaining outstanding shares for approximately $6 million in cash.  Hornell Holding AB is
a global supplier of personal protective equipment for welding applications.
 
In August 2004, 3M (Health Care Business) purchased 100 percent of the outstanding shares of Info-X Inc., a U.S. company, for $17 million in cash (net of cash acquired). 
The acquired company provides coding compliance software and data for health care organizations.
 
Purchased identifiable intangible assets for these acquisitions will be amortized on a straight-line basis over lives ranging from 2 to 20 years (weighted-average life of 11
years).  Research and development charges from these acquisitions totaled $1 million. Pro forma information related to these acquisitions is not included because the impact
of these acquisitions, either individually or in the aggregate, on the Company’s consolidated results of operations is not considered to be material.
 
In September 2004, 3M and Corning Incorporated reached a settlement related to issues associated with 3M’s 2002 acquisition of Corning Precision Lens, Inc. (now called
Precision Optics, Inc.).  In September 2004, 3M received $30 million from Corning related to this settlement (for more detail, refer to Part II, Item 1, Legal Proceedings).
 
The purchase price allocations and the resulting impact on the Consolidated Balance Sheet relating to acquisitions through the first nine months of 2004 follow:
 

Asset (Liability)
(Millions)

HighJump
Software, Inc.

Hornell Holdings
AB and

Subsidiaries Info-X Inc.
Precision Optics,

Inc. (2004 activity) Total
Accounts receivable $  6 $  7 $  2 $  — $  15
Inventories — 9 — — 9
Other current assets 1 1 — — 2
Property, plant and equipment — net 1 6 — — 7
Purchased intangible assets

18 21 5 (17) 27
Purchased goodwill 52 72 17 (13) 128
Deferred tax asset 3 — — — 3
Accounts payable and other current liabilities (4) (8) (2) — (14)
Interest bearing debt — (38) — — (38)



Deferred revenue (6) — (3) — (9)
Other long-term liabilities (5) (7) (2) — (14)
            
Net assets acquired $  66 $  63 $  17 $  (30) $  116
            
Supplemental information:
Cash paid/(received) $  24 $  66 $  20 $  (30) $  80
Less: Cash acquired 1 3 3 — 7
Cash paid, net of cash acquired $  23 $  63 $  17 $  (30) $  73
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 NOTE 3.  Goodwill and Indefinite-Lived Intangible Assets
Goodwill acquired in the nine months ended September 30, 2004, totaled $141 million, none of which is deductible for tax purposes. Goodwill was reduced by $13 million as
a result of the Corning Incorporated settlement.  The goodwill balance by business segment as of September 30, 2004, and December 31, 2003, follows:
 
Goodwill
 
(Millions)

Dec. 31, 2003
Balance

2004 Acquisition
Activity

2004 Translation
and Other

Sep. 30, 2004
Balance

Health Care $ 513 $ 17 $  (9) $ 521
Industrial 323 52 (6) 369
Display and Graphics 903 (13) (2) 888
Consumer and Office 56 — (4) 52
Safety, Security and Protection Services 100 72 (3) 169
Electro and Communications 494 — 1 495
Transportation 30 — (1) 29
Total Company $ 2,419 $ 128 $  (24) $ 2,523
 
Acquired Intangible Assets
The carrying amount and accumulated amortization of acquired intangible assets as of September 30, 2004, and December 31, 2003, follow:
 
(Millions) Sep. 30 2004 Dec. 31 2003
Patents $ 316 $ 320
Other amortizable intangible assets 155 125
Non-amortizable intangible assets (tradenames) 63 64

Total gross carrying amount 534 509
      
Accumulated amortization — patents (175 ) (153 )
Accumulated amortization — other (93 ) (82 )

Total accumulated amortization (268 ) (235 )
Total intangible assets — net $ 266 $ 274
 
Amortization expense for acquired intangible assets for the three-month and nine-month periods ended September 30, 2004 and 2003 follows:
 

 

Three months ended September 30 Nine months ended September 30
(Millions) 2004 2003 2004 2003
Amortization expense $ 11 $ 10 $ 33 $ 31
 
The table below shows expected amortization expense for acquired intangible assets recorded as of September 30, 2004:

              

(Millions)

Fourth
Quarter

2004 2005 2006 2007 2008
After
2008

Amortization expense $ 12 $ 40 $ 35 $ 26 $ 24 $ 66
 
The preceding expected amortization expense is an estimate.  Actual amounts of amortization expense may differ from estimated amounts due to additional intangible asset
acquisitions, changes in foreign currency exchange rates, impairment of intangible assets, accelerated amortization of intangible assets, and other events.
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 NOTE 4.  Supplemental Stockholders’ Equity and Comprehensive Income Information
Common stock (.01 par value per share) of 3.0 billion shares is authorized, with 944,033,056 shares issued.  During the second quarter of 2004, stockholders approved 3M’s
Board of Director’s recommended increase in authorized shares of Common Stock from 1.5 billion shares to 3.0 billion shares.  Preferred stock, without par value, of 10
million shares is authorized but unissued.
 
Accumulated Other Comprehensive Income (Loss)
 
(Millions) Sep. 30, 2004 Dec. 31, 2003
Cumulative translation — net $ (241 ) $ (208)
Minimum pension liability adjustments — net (1,303 ) (1,303 )
Debt and equity securities, unrealized gain (loss) — net 1 2
Cash flow hedging instruments, unrealized gain (loss) — net 3 (45 )

Total accumulated other comprehensive income (loss) $ (1,540 ) $ (1,554)
 
Income tax effects for cumulative translation are not significant because no tax provision has been made for the translation of foreign currency financial statements into U.S.
dollars.  Reclassification adjustments are made to avoid double counting in comprehensive income items that are also recorded as part of net income.  Reclassification



adjustments (other than for cash flow hedging instruments discussed in Note 5 to the Consolidated Financial Statements) were not material. 
 
TOTAL COMPREHENSIVE INCOME

Three months ended September 30
(Millions) 2004 2003
Net Income $ 775 $ 663
Other comprehensive income (loss)

Cumulative translation — net of $3 million tax provision in 2004 and net of
$7 million tax benefit in 2003 74 63

Debt and equity securities, unrealized gain (loss) — net of immaterial tax
impact in 2004 and 2003 — 1

Cash flow hedging instruments, unrealized gain (loss) — net of $3 million
tax provision in 2004 and net of $2 million tax provision in 2003 10 5
Total comprehensive income $ 859 $ 732

 
 
TOTAL COMPREHENSIVE INCOME

Nine months ended September 30
(Millions) 2004 2003
Net Income $ 2,270 $ 1,784
Other comprehensive income (loss)

Cumulative translation — net of $5 million tax provision in 2004 and net of
$8 million tax benefit in 2003 (33 ) 349

Debt and equity securities, unrealized gain (loss) — net of immaterial tax
impact in 2004 and 2003 (1 ) 1

Cash flow hedging instruments, unrealized gain (loss) — net of $25 million
tax provision in 2004 and net of $1 million tax provision in 2003 48 1
Total comprehensive income $ 2,284 $ 2,135

 
 

10

 
 
 NOTE 5.  Derivatives and Other Financial Instruments
The Company uses interest rate swaps, currency swaps, and forward and option contracts to manage risks generally associated with foreign exchange rate, interest rate and
commodity market volatility.
 
The table that follows recaps net investment hedging and cash flow hedging amounts.  Reclassification adjustments are made to avoid double counting in comprehensive
income items that are also included as part of net income.  The amount of the reclassification adjustment recognized in other comprehensive income is equal to, but opposite in
sign from, the amount of the realized gain or loss in net income.
 
DERIVATIVES
Net of Tax

Three months ended
September 30

 

Nine months ended
September 30

(Millions) 2004
 

2003
 

2004 2003
          
Unrealized gain/(loss) recorded in cumulative translation
Net investment hedging $ (3) $ (9) $ (6) $ (8)
          
Cash flow hedging instruments balance and activity
Beginning balance $ (7) $ (43) $ (45) $ (39)
          
Net unrealized holding gain/(loss) — (10) 5 (63)
Reclassification adjustment 10 15 43 64
Total activity 10 5 48 1
          
Ending balance $ 3* $ (38) $ 3* $ (38)
          
Tax expense or benefit (cash flow hedging instruments)
Net unrealized holding gain/(loss) $ — $ 9 $ (4) $ 32
Reclassification adjustment (3) (11) (21) (33)

*Based on exchange rates at September 30, 2004, the Company expects to reclassify to earnings over the next 12 months a majority of the cash flow hedging instruments
after-tax gain of $3 million (with the impact largely offset by foreign currency cash flows from underlying hedged items).
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 NOTE 6.  Pension and Postretirement Benefit Plans
On December 8, 2003, the Medicare Prescription Drug Improvement and Modernization Act of 2003 (the Act) was signed into law.  The Act expands Medicare to include
coverage for prescription drugs.  3M sponsors medical programs, including prescription drug coverage for U.S. retirees.  On May 19, 2004, the FASB issued FASB Staff
Position No. 106-2 (FSP 106-2), “Accounting and Disclosure Requirements Related to the Medicare Prescription Drug, Improvement and Modernization Act of 2003”, which
requires current recognition of the federal subsidy that employers may receive for providing drug coverage to retirees.  FSP 106-2 is effective for the first interim period
beginning after June 15, 2004.  The Company remeasured its plans’ assets and accumulated postretirement benefit obligation (APBO) as of June 30, 2004 to include the
effects of the Act.  As a result of the remeasurement, including a change in discount rate to 6.25% from the last measurement rate of 6.00%, the APBO increased by $170
million.  The Act reduced the APBO by $240 million.  The net impact to the APBO was a reduction of $70 million.  The remeasurement, including the impact of the Act,
reduced expense by $4 million for the quarter ended September 30, 2004, and will also reduce expense by $4 million for the quarter ending December 31, 2004.
 
The Company currently has a measurement date of September 30 for U.S. pension plans and a date of December 31 for international pension plans.  In order to align the



measurement dates, the Company intends to change its U.S. pension plan measurement date in 2004 from September 30 to December 31.  The primary reasons for this change
include consistency between the U.S. and international dates, the increased clarity that results from having the same measurement and balance sheet dates, and administrative
simplification. This change in measurement date will not have an impact on 2004 results.
 
Components of net periodic benefit cost and other supplemental information for the three months ended September 30 follow:
 

Benefit Plan Information
Three months ended September 30

Qualified and Non-qualified Pension Benefits
 

Postretirement BenefitsUnited States
 

International
 

(Millions) 2004
 

2003
 

2004
 

2003
 

2004
 

2003
              

Service cost $ 41 $ 37 $ 24 $ 25 $ 12 $ 11
Interest cost 121 118 41 36 25 24
Expected return on plan assets (157) (155) (50) (45) (22) (19)
Amortization of transition (asset) obligation — — 1 — — —
Amortization of prior service cost (benefit) 3 3 (1) 2 (10) (8)
Recognized net actuarial (gain) loss 40 8 11 7 20 14

Net periodic benefit cost $ 48 $ 11 $ 26 $ 25 $ 25 $ 22
              

Settlements, curtailments and special termination benefits 1 10 — — — —
Net periodic benefit cost after settlements, curtailments and special

termination benefits $ 49 $ 21 $ 26 $ 25 $ 25 $ 22
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Components of net periodic benefit cost and other supplemental information for the nine months ended September 30 follow:
 

Benefit Plan Information
Nine months ended September 30

Qualified and Non-qualified Pension Benefits
 

Postretirement BenefitsUnited States
 

International
 

(Millions) 2004
 

2003
 

2004
 

2003
 

2004
 

2003
              

Service cost $ 123 $ 111 $ 76 $ 75 $ 39 $ 35
Interest cost 363 355 121 108 75 72
Expected return on plan assets (471) (466) (148) (134) (64) (58)
Amortization of transition (asset) obligation — — 3 2 — —
Amortization of prior service cost (benefit) 10 10 (1) 2 (30) (24)
Recognized net actuarial (gain) loss 120 23 33 21 65 41

Net periodic benefit cost $ 145 $ 33 $ 84 $ 74 $ 85 $ 66
              

Settlements, curtailments and special termination benefits 13 24 — — — —
Net periodic benefit cost after settlements, curtailments and special

termination benefits $ 158 $ 57 $ 84 $ 74 $ 85 $ 66
 
In 2004, the Company currently expects to contribute approximately $600 million to its U.S. and international pension plans, and approximately $150 million to its post-
retirement plans.  For the first nine months of 2004, the Company has contributed $548 million to its U.S. and international pension plans and approximately $56 million to its
post-retirement plans.
 
3M made a third quarter 2004 special pension contribution of $300 million to its U.S. pension plan.  Also, in the third quarter of 2004, 3M made a plan design change to its
Sumitomo 3M Japanese pension plan which changed the defined benefit plan to a hybrid defined contribution and cash balance plan.  Prior to implementation of the plan
design change, Japanese pension valuation methods required 3M to bring the plan to fully funded status. This required Sumitomo 3M to make a third quarter 2004 special
pension contribution of $155 million.  The plan design change reduced the liability by approximately $99 million.  In addition, in 2005, 3M intends to transfer a portion of its
Sumitomo 3M Japanese pension liabilities and assets to the government, as allowed by a Japanese government program.
 
 
 NOTE 7.  Commitments and Contingencies
Discussion of legal matters is incorporated by reference from Part II, Item 1, Legal Proceedings, of this document, and should be considered an integral part of the interim
Consolidated Financial Statements and Notes.
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 NOTE 8.  Business Segments
 
Business Segment Information
 Three months ended September 30 Nine months ended September 30
(Millions) 2004

 

2003 2004
 

2003
          
NET SALES
          
Health Care $ 1,035 $ 1,012 $ 3,115 $ 2,975
Industrial 940 830 2,832 2,489
Display and Graphics 841 772 2,564 2,152
Consumer and Office 737 673 2,098 1,922
Safety, Security and Protection Services 525 482 1,599 1,458
Electro and Communications 470 454 1,424 1,346
Transportation 411 386 1,260 1,150



Corporate and Unallocated 10 7 28 22
Total Company $ 4,969 $ 4,616 $ 14,920 $ 13,514
          
          
OPERATING INCOME
          
Health Care $ 277 $ 272 $ 813 $ 773
Industrial 170 115 503 349
Display and Graphics 286 251 891 642
Consumer and Office 150 128 395 346
Safety, Security and Protection Services 123 111 384 347
Electro and Communications 79 66 223 184
Transportation 105 106 330 301
Corporate and Unallocated* (7) (19) (53) (171)
Total Company $ 1,183 $ 1,030 $ 3,486 $ 2,771

*The following charges were recorded in Corporate and Unallocated.  First quarter 2004 includes $16 million in expense related to a reduction in breast implant receivables,
primarily related to an arbitration panel ruling in the first quarter that rejected the Company’s claims for recovery under certain of its claims-made policies.  Third quarter 2003
includes respirator mask/asbestos litigation expenses and implant litigation expenses.  During the first quarter of 2003, 3M recorded pre-tax charges of $93 million related to
an adverse court ruling in a lawsuit filed against 3M in 1997 by LePage’s Inc. (for more detail, refer to Part II, Item 1, Legal Proceedings).  First quarter 2003 also includes
certain acquisition-related costs and respirator mask/asbestos litigation expenses.
 
 
 NOTE 9.  Review Report of Independent Registered Public Accounting Firm
PricewaterhouseCoopers LLP, the Company’s independent accountants, have performed reviews of the unaudited interim consolidated financial statements included herein,
and their review report thereon accompanies this filing.  Pursuant to Rule 436(c) of the Securities Act of 1933 (“Act”) their report on these reviews should not be considered a
“report” within the meaning of Sections 7 and 11 of the Act and the independent accountant liability under Section 11 does not extend to it.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

 
To the Stockholders and Board of Directors of 3M Company:
 
We have reviewed the accompanying consolidated balance sheet of 3M Company and its subsidiaries as of September 30, 2004, and the related consolidated statements of
income for the three-month and nine-month periods ended September 30, 2004 and 2003, and of cash flows for the nine-month periods ended September 30, 2004 and 2003.
These interim financial statements are the responsibility of the Company’s management.
 
We conducted our reviews in accordance with the standards of the Public Company Accounting Oversight Board (United States).  A review of interim financial information
consists principally of applying analytical procedures and making inquiries of persons responsible for financial and accounting matters.  It is substantially less in scope than
an audit conducted in accordance with the standards of the Public Company Accounting Oversight Board (United States), the objective of which is the expression of an
opinion regarding the financial statements taken as a whole.  Accordingly, we do not express such an opinion.
 
Based on our reviews, we are not aware of any material modifications that should be made to the accompanying interim consolidated financial statements for them to be in
conformity with accounting principles generally accepted in the United States of America.
 
We previously audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated balance sheet as of December
31, 2003, and the related consolidated statements of income, of changes in stockholders’ equity and comprehensive income, and of cash flows for the year then ended (not
presented herein); and in our report dated February 9, 2004, we expressed an unqualified opinion on those consolidated financial statements. In our opinion, the information
set forth in the accompanying consolidated balance sheet as of December 31, 2003, is fairly stated in all material respects in relation to the consolidated balance sheet from
which it has been derived.
 
 
 
/s/ PricewaterhouseCoopers LLP
 
PricewaterhouseCoopers LLP
 
Minneapolis, Minnesota
October 18, 2004
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
 
OVERVIEW
3M is a diversified global manufacturer, technology innovator and marketer of a wide variety of products. 3M manages its operations in seven operating business segments:
Health Care; Industrial; Display and Graphics; Consumer and Office; Safety, Security and Protection Services; Electro and Communications; and Transportation. For the
three months ended September 30, 2004, 3M reported net sales of $4.969 billion and net income of $775 million, or $.97 per diluted share, compared with net sales of $4.616
billion and net income of $663 million, or $.83 per diluted share, for the three months ended September 30, 2003. The combination of a 7.6% increase in net sales, including
core volume sales growth of 5.0%, and declining operating expenses as a percent of sales, resulted in a 23.8% operating income profit margin. The following table summarizes
sales and operating income results by business segment.
 

 

Three months ended September 30
 

2004 2003 % change

(Millions) Net Sales Oper. Income Net Sales Oper. Income Net Sales
Oper.

Income



              

Health Care $ 1,035 $ 277 $ 1,012 $ 272 2.2% 1.9%
Industrial 940 170 830 115 13.2% 47.7%
Display and Graphics 841 286 772 251 9.0% 14.0%
Consumer and Office 737 150 673 128 9.5% 17.3%
Safety, Security and Protection Services 525 123 482 111 8.9% 10.2%
Electro and Communications 470 79 454 66 3.5% 20.8%
Transportation 411 105 386 106 6.5% (1.3)%
Corporate and Unallocated 10 (7) 7 (19)
              
Total Company $ 4,969 $ 1,183 $ 4,616 $ 1,030 7.6% 14.9%
 
Sales for the three months ended September 30, 2004 increased 7.6% to $4.969 billion, with six of seven business segments posting positive worldwide local-currency growth.
The broad-based volume growth of 5.6% represents the tenth consecutive quarter of positive volume growth. Local-currency sales (which excludes the impact of currency
translation on sales) increased 10.5% in Industrial; 7.7% in Consumer and Office; 6.6% in Display and Graphics; 6.4% in Safety, Security and Protection Services; 3.7% in
Transportation; 1.5% in Electro and Communications; and declined 0.8% in Health Care. Refer to the Performance by Business Segment section for a more detailed discussion
of the results for the respective segments.
 
Geographically, 3M local-currency sales growth was led by the Asia Pacific region at over 12% in the third quarter. Local-currency sales increased 8.4% in the combined Latin
America, Africa and Canada region, increased 3.5% in the United States and declined 0.3% in Europe. Currency effects increased international sales by 4.4%. Foreign
currency translation positively impacted Europe sales by 7.5%, Asia Pacific sales by 2.7%, and the combined Latin America, Africa and Canada region by 1%, as the U.S.
dollar weakened against currencies in these areas.
 
Operating income for the three months ended September 30, 2004, increased 14.9% versus the third quarter of 2003, as five of the seven business segments posted double
digit operating income increases, led by the Industrial, Electro and Communications, Consumer and Office, Display and Graphics, and Safety, Security and Protection
Services business segments. Currency impacts boosted third quarter 2004 operating income by an estimated $52 million. Overall, the strength of our broad portfolio and a
continued focus on operational excellence drove growth in both net sales and operating income versus the third-quarter of 2003.
 
3M generated $2.959 billion of operating cash flows for the nine months ended September 30, 2004, a $452 million increase over the nine months ended September 30, 2003,
with $2.2 billion of cash and cash equivalents as of September 30, 2004. For the nine months ended September 30, 2004, the Company utilized $1.235 billion of cash to
repurchase 3M common stock and $845 million of cash to pay dividends. 3M’s debt to total capital ratio (total capital defined as debt plus equity) as of September 30, 2004,
was 23%. 3M has an AA credit rating from Standard & Poor’s and an Aa1 credit rating from Moody’s Investors Service.
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While 3M has recently been experiencing additional challenges, such as rising raw material prices and short-term inventory channel adjustments in the LCD market, 3M
expects that its diverse portfolio of businesses and broad-based initiatives will drive top-line sales growth, productivity and cash flow.
 
Recent tax legislation and new accounting guidance is expected to impact fourth quarter 2004 results. The combination of this recent tax legislation and accounting ruling will
likely result in a combined reduction in our earnings-per-share in the fourth quarter of 2004 of approximately $.06 per diluted share. Discussion of these two items in more
detail follows below.
 
First, the “American Jobs Creation Act of 2004,” which encourages the reinvestment of foreign earnings in the U.S., was signed by President Bush in October 2004. As a
result of this Act, 3M will likely repatriate approximately $800 million of cash in 2005 that has been generated over time by 3M’s foreign operations, resulting in an increase
in 3M’s tax provision in the fourth-quarter of 2004 of approximately $40 million. Under this scenario, 3M’s fourth-quarter 2004 tax rate would be approximately 37% and the
full-year 2004 tax rate would be approximately 34%. This would reduce 3M’s fourth quarter 2004 earnings by approximately $.05 per diluted share.
 
Second, the FASB’s Emerging Issues Task Force finalized EITF Issue No. 04-08, “The Effect of Contingently Convertible Debt on Diluted Earnings per Share” that would
require the dilutive effect of shares from contingently convertible debt to be included in the diluted earnings per share calculation regardless of whether the contingency has
been met. This EITF will be effective beginning with the Company’s 2004 fourth quarter. The Company has $639 million in aggregate face amount of 30-year zero coupon
senior notes that are convertible into approximately 6 million shares of common stock if certain conditions are met. These conditions have never been met. Unless the
Company takes steps to modify certain terms of this debt security, this EITF would result in an increase to diluted shares outstanding of approximately 6 million shares to
give effect to the contingent issuance of shares. Also, using the if-converted method, net income for the diluted earnings per share calculations would be adjusted for interest
expense associated with this debt instrument. Prior periods diluted shares outstanding and diluted earnings-per-share amounts would be restated to present comparable
information, effective with 3M’s fourth quarter of 2004. The estimated annual reduction in 3M’s diluted earnings-per-share would be approximately $.02 per share for total
year 2004. Since the impact of this standard is ongoing, 3M’s diluted shares outstanding and diluted earnings-per-share amounts would be impacted until retirement or
modification of certain terms of this debt security.
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RESULTS OF OPERATIONS
 
Percent change information compares the third quarter and first nine months of 2004 with the same periods last year, unless otherwise indicated.
 
Net Sales:
 

Three months ended September 30, 2004 Nine months ended September 30, 2004
United States International Worldwide United States International Worldwide

Net sales (millions) $ 2,056 $ 2,913 $ 4,969 $ 5,908 $ 9,012 $ 14,920
Components of net sales change:
Volume — core 2.3% 7.2% 5.0% 2.7% 9.8% 6.8%
Volume — acquisitions 0.9 0.3 0.6 0.7 0.3 0.5
Volume — total 3.2 7.5 5.6 3.4 10.1 7.3
Price 0.3 (1.1 ) (0.5 ) 0.0 (1.1 ) (0.6 )
Total local-currency sales 3.5 6.4 5.1 3.4 9.0 6.7
Translation — 4.4 2.5 — 6.5 3.7
Total sales change 3.5% 10.8% 7.6% 3.4% 15.5% 10.4%
 
In the third quarter and first nine months of 2004, core volume growth (which excludes the impact of businesses acquired or divested in the last 12 months) was broad-based,



with six of seven businesses posting positive worldwide local-currency sales growth in the third quarter and all seven businesses posting positive worldwide local-currency
sales growth for the first nine months. Local-currency growth in the third quarter was led by Industrial, Consumer and Office, Display and Graphics, and the Safety, Security
and Protection Services businesses. Health Care local-currency sales declined 0.8%, negatively impacted by pharmaceutical and drug delivery agreements that did not repeat
in 2004. Acquisitions increased third quarter 2004 sales by 0.6% and first nine months sales by 0.5%, driven by the 2004 acquisitions of HighJump Software, Inc. and Hornell
Holding AB. Internationally, selling prices declined 1.1% in both the third quarter and for the first nine months, with most of the decline coming in certain businesses that
serve the electronics industry, where it is important to look at the impact of both volume and price. Refer to the “Performance by Business Segment” section for additional
discussion of sales change by segment.
 
On a geographic basis, local-currency sales growth in the third quarter and for the first nine months was led by the Asia Pacific area. In the third quarter, U.S. sales growth was
3.5%, and for the first nine months, U.S. sales growth was 3.4%. Growth for both the third quarter and first nine months was led by the Consumer and Office, Industrial and
the Safety, Security and Protection Services businesses. Local-currency sales growth in the third quarter was 12.2% in the Asia Pacific area, with Japan up 3.6% and the rest of
the area up 18.4%. All seven business segments posted positive local-currency sales growth in the Asia Pacific area during the quarter. The Company posted 8.4% local-
currency sales growth in the combined Latin America, Africa and Canada region in the third quarter, with six of seven businesses showing increases. In Europe, local-currency
sales in the third quarter decreased by 0.3%. For the first nine months of 2004, local-currency growth was 17.6% in the Asia Pacific area, 11.2% in the combined Latin
America, Africa and Canada region, and 0.5 percent in Europe.
 
Operating Expenses:
 

 

Three months ended September 30 Nine months ended September 30
 

(Percent of net sales)
 

2004
 

2003
 

Change 2004
 

2003
 

Change
 

Cost of sales 49.4% 50.3% (0.9)% 49.2% 50.8% (1.6)%
Selling, general and administrative expenses 21.1 21.5 (0.4 ) 21.7 22.0 (0.3 )
Research, development and related expenses 5.7 5.9 (0.2 ) 5.7 6.0 (0.3 )
Other expense — — — — 0.7 (0.7 )
Operating income 23.8% 22.3% 1.5% 23.4% 20.5% 2.9%
 
Cost of sales as a percent of net sales decreased nearly one percentage point for the third quarter and decreased 1.6 percentage points for the first nine months of 2004,
primarily due to a combination of higher volumes, productivity gains, ongoing benefits of corporate initiatives and positive currency impacts (including hedging impacts).
While 3M raw material costs increased during the third quarter, 3M’s global sourcing initiative was important in enabling 3M to minimize raw material cost increases during a
period of commodity price inflation. The Company has experienced both price increases and supply limitations affecting several oil-derived raw materials, but to date the
Company is
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receiving sufficient quantities of such materials to meet its reasonably foreseeable production requirements. Cost of sales includes manufacturing, engineering and freight
costs.
 
Selling, general and administrative (SG&A) expenses as a percent of net sales decreased 0.4 percentage points for the third quarter and are down 0.3 percentage points for the
first nine months, with leverage primarily due to 3M’s faster growth in the Asia Pacific area. SG&A expenses in U.S. dollars increased in 2004, negatively impacted by
currency translation and increased advertising and merchandising spending to support 3M’s brand portfolio. On an ongoing basis, the Company is shifting SG&A dollars
towards faster-growth businesses and geographic areas.
 
Other expense for 2003 includes special items. Special items represent significant charges or credits that are important to understanding the Company’s ongoing operating
results. Special items are not measures recognized under U.S. generally accepted accounting principles. The determination of special items may not be comparable to similarly
titled measures used by other companies. During the first quarter of 2003, 3M recorded pre-tax charges of $93 million ($58 million after tax) related to an adverse court ruling
in a lawsuit filed against 3M in 1997 by LePage’s Inc. For more detail, refer to the “Legal Proceedings” discussion in Part II, Item 1, of this document.
 
Operating Income:
3M uses operating income as one of its primary business segment performance measurement tools. Operating income has steadily improved the last two years, and in the
third quarter of 2004 was 23.8% of sales. Five of 3M’s seven business segments improved their operating income margins in the third quarter of 2004 compared to the same
period last year. Special items negatively impacted operating income in the first nine months of 2003 by $93 million, or 0.7% of sales.
 
Interest Expense and Income:
 

Three months ended
September 30

 

Nine months ended
September 30

(Millions)
 

2004 2003
 

2004 2003
Interest expense $  17 $  22 $  52 $  69
Interest income (12) (6) (32) (17)

Total $  5 $  16 $  20 $  52
 
Interest Expense: The decrease in interest expense in the third quarter and first nine months of 2004 was primarily due to lower average debt balances.
 
Interest Income: The increase in the third quarter and first nine months of 2004 was primarily related to larger average cash balances. For the first nine months of 2004, this
was partially offset by lower interest rates.
 
Provision for Income Taxes:
 

 

Three months ended
September 30

Nine months ended
September 30

(Percent of pre-tax income) 2004 2003 2004 2003
Effective tax rate 33.0% 33.4% 33.0% 33.0%
 
The tax rate for the first nine months of 2004 was 33.0%, comparable to the total year 2003 tax rate of 32.9%. As discussed in the “Overview” section, recent tax legislation
will likely impact 3M’s fourth-quarter and full-year 2004 tax rate.
 
Minority Interest:

 

 

Three months ended
September 30

 

Nine months ended
September 30

(Millions)
 

2004 2003
 

2004 2003
Minority Interest $  14 $  12 $  52 $  38

 



Minority interest expense eliminates the income or loss attributable to the non-3M ownership interests in 3M consolidated entities. 3M’s most significant consolidated entity
with non-3M ownership interests is Sumitomo 3M Limited (3M owns 75% of Sumitomo 3M Limited). The increase in the third quarter and first nine months of 2004 related
primarily to higher profits in Sumitomo 3M.

 
19

 
 
Currency Effects:
3M estimates that currency effects, including hedging impacts, increased net income by $34 million in the three months ended September 30, 2004 and $136 million for the
nine months ended September 30, 2004. This estimate includes the effect of translating profits from local currencies into U.S. dollars; the impact of currency fluctuations on
the transfer of goods between 3M operations in the United States and abroad; and transaction gains and losses, including derivative instruments designed to reduce foreign
currency exchange rate risks. These derivative instruments and other transaction gains and losses increased net income by an estimated $13 million in the three months ended
September 30, 2004, and increased net income by $29 million in the nine months ended September 30, 2004.
 
Accounting Pronouncements:
Information regarding accounting pronouncements is included in Note 1 to the Consolidated Financial Statements, including pro-forma amounts for stock-based compensation
which are based on the options’ estimated Black-Scholes fair value at grant dates, net of tax. For the nine-months ended September 30, 2004, diluted earnings per share on a
pro forma basis was 13 cents less than reported earnings. The Company estimates that total year 2004 diluted earnings per share on a pro forma basis will be approximately 19
cents less than reported earnings. The Black-Scholes fair value for the recent May 2004 annual grant increased when compared to the May 2003 grant, primarily due to
significant 3M stock price appreciation from May 2003 to May 2004.
 
PERFORMANCE BY BUSINESS SEGMENT
Disclosures relating to 3M’s business segments are provided in Note 8 to the Consolidated Financial Statements.
 
Information related to 3M’s business segments is presented in the tables that follow. Local-currency sales (which includes both core and acquisition volume impacts plus price
impacts) are provided for each segment. The translation impact and total sales change are also provided for each segment. Operating income in all segments benefited from
local-currency sales increases (except Health Care), continued savings from 3M’s corporate initiatives and positive currency effects. Percent change information compares the
third quarter and first nine months of 2004 with the same periods last year, unless otherwise indicated.
 
Health Care Business:
 

 

Three months ended September 30 Nine months ended September 30
 

 

2004 2003 2004 2003
 

Sales (millions) $ 1,035 $ 1,012 $ 3,115 $ 2,975
Sales change analysis:

Local currency (volume and price) (0.8 )% 7.5% 0.6% 6.7%
Translation 3.0 4.8 4.1 5.9

Total sales change 2.2% 12.3% 4.7% 12.6%
          
Operating income (millions) $ 277 $ 272 $ 813 $ 773

Percent change 1.9% 21.4% 5.1% 17.7%
Percent of sales 26.8% 26.9% 26.1% 26.0%

 
The Health Care segment serves markets that include medical, surgical, pharmaceutical, dental and orthodontic, health information systems and personal care. Products
provided to these markets include medical and surgical supplies, skin health and infection prevention products, pharmaceuticals, drug delivery systems, dental and orthodontic
products, health information systems, microbiology products, and closures for disposable diapers.
 
Health Care sales exceeded $1 billion, with local-currency sales for the third quarter declining 0.8%, and for the first nine months increasing 0.6%. Both the third quarter and
first nine-month comparisons with the same periods last year were negatively impacted by pharmaceutical and drug delivery agreements that did not repeat in 2004.
Excluding the impact of the previously reported Eli Lilly and IVAX Corporation agreements, third-quarter 2004 sales change rates would have been higher by approximately
3%, and operating income growth rates would have been higher by approximately 5%. This will be the last quarter that Health Care year-on-year sales change rates will be
impacted by these agreements. Sales and operating income growth was also impacted by 3M’s Drug Delivery business, which negatively impacted Health Care sales by
approximately 1.5% in the third quarter. Looking ahead to the fourth quarter, 3M expects revenue growth rates to improve in the Health Care segment, as the year-on-year
comparables become more favorable. Operating income increased 1.9% to $277 million in the third quarter of 2004, and was up 5.1% to $813 million in the first nine months
of 2004.
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The 3M product platform of immune response modifiers (IRMs) continues to progress. 3M received U.S. Food and Drug Administration (FDA) approval in March 2004 to
market Aldara™ (imiquimod) Cream, 5%, for the treatment of certain types of actinic keratosis (a pre-cancerous skin condition). In July 2004, the FDA granted approval for
Aldara for the treatment of superficial basal cell carcinoma (a common form of non-melanoma skin cancer).
 
Industrial Business:
 

  

Three months ended September 30
 

Nine months ended September 30
 

 

2004
 

2003
 

2004 2003
Sales (millions) $ 940 $ 830 $ 2,832 $ 2,489

Sales change analysis:
Local currency (volume and price) 10.5% 0.0% 9.9% 1.2%
Translation 2.7 4.1 3.9 4.6

Total sales change 13.2% 4.1% 13.8% 5.8%
          
Operating income (millions) $ 170 $ 115 $ 503 $ 349

Percent change 47.7% (11.6)% 43.9% (6.2 )%
Percent of sales 18.1% 13.9% 17.8% 14.0%

 
The Industrial segment serves a broad range of industrial markets, from appliance and electronics to paper and packaging and food and beverage. Products include tapes, a
wide variety of coated and non-woven abrasives, adhesives, specialty materials and supply chain execution software solutions.
 
In Industrial, local-currency sales growth of 10.5% for the third quarter and 9.9% for the first nine months of 2004 was broad based across major geographic areas and



Industrial businesses. Acquisitions added about 1.4 percentage points to sales growth in the third quarter of 2004 and 1.2 percentage points for the first nine months of 2004,
driven by the February 2004 acquisition of HighJump Software, Inc., a provider of supply chain execution software. Strong local-currency sales growth helped leverage
operating income growth. Operating income increased 47.7% to $170 million in the third quarter of 2004, and was up 43.9% to $503 million in the first nine months of 2004.
 
Display and Graphics Business:
 

Three months ended September 30
 

Nine months ended September 30
 

2004
 

2003
 

2004 2003
 

Sales (millions) $ 841 $ 772 $ 2,564 $ 2,152
Sales change analysis:

Local currency (volume and price) 6.6% 30.7% 14.7% 24.2%
Translation 2.4 4.2 4.5 5.4

Total sales change 9.0% 34.9% 19.2% 29.6%
          
Operating income (millions) $ 286 $ 251 $ 891 $ 642

Percent change 14.0% 77.7% 38.8% 58.5%
Percent of sales 34.0% 32.5% 34.8% 29.8%

 
The Display and Graphics segment serves markets that include electronic display, touch screen, traffic safety and commercial graphics. This segment includes optical film
and lens solutions for electronic displays, touch screens and touch monitors, reflective sheeting for transportation safety and commercial graphics systems.
 
Display and Graphics’ local-currency sales growth was 6.6% for the third quarter and 14.7% for the first nine months of 2004. Year-on-year local-currency sales growth in the
Optical Systems business was slower than in past quarters, primarily due to inventory channel adjustments in the LCD market. This resulted in reduced demand for 3M’s
proprietary optical films and components. While this business is subject to periodic customer inventory fluctuations, 3M believes that this business will continue to be a
significant growth engine for 3M. Operating income increased 14.0% to $286 million in the third quarter of 2004, and was up 38.8% to $891 million in the first nine months
of 2004.
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Consumer and Office Business:
 

 

Three months ended September 30 Nine months ended September 30
 

2004 2003 2004 2003
Sales (millions) $ 737 $ 673 $ 2,098 $ 1,922

Sales change analysis:
Local currency (volume and price) 7.7% 4.3% 6.4% 3.2%
Translation 1.8 3.0 2.7 3.7

Total sales change 9.5% 7.3% 9.1% 6.9%
          
Operating income (millions) $ 150 $ 128 $ 395 $ 346

Percent change 17.3% 5.9% 14.3% 3.6%
Percent of sales 20.3% 19.0% 18.8% 18.0%

 
The Consumer and Office segment serves markets that include consumer retail, office retail, education, home improvement, building maintenance, food service and other
markets. Products in this segment include office supply products, stationery products, construction and home improvement/home care products, protective material products,
and visual systems products.
 
Local-currency sales growth in Consumer and Office was 7.7% in the third quarter of 2004 and 6.4% for the first nine months of 2004. Sales growth was fairly broad based
across the many retail channels 3M serves, most notably in mass-market consumer retail and home improvement. Operating income increased 17.3% to $150 million in the
third quarter of 2004, and was up 14.3% to $395 million in the first nine months of 2004.
 
Safety, Security and Protection Services Business:
 

Three months ended September 30 Nine months ended September 30
2004 2003 2004 2003

Sales (millions) $ 525 $ 482 $ 1,599 $ 1,458
Sales change analysis:

Local currency (volume and price) 6.4% 10.1% 6.2% 9.5%
Translation 2.5 3.7 3.5 4.3

Total sales change 8.9% 13.8% 9.7% 13.8%
          
Operating income (millions) $ 123 $ 111 $ 384 $ 347

Percent change 10.2% 25.5% 10.4% 30.0%
Percent of sales 23.4% 23.1% 24.0% 23.8%

 
The Safety, Security and Protection Services segment serves a broad range of markets that strive to increase the safety, security and productivity of workers, facilities and
systems. Major product offerings include respiratory protection products, safety and security products, energy control products, cleaning and protection products for
commercial establishments, and roofing granules for asphalt shingles.
 
Safety, Security and Protection Services local-currency sales growth was 6.4% in the third quarter of 2004 and 6.2% for the first nine months of 2004. Local-currency growth
for both the third quarter and first nine months was driven by strong global demand for personal protective products and solutions, along with cleaning and protective products
for commercial buildings. 3M’s acquisition of Hornell, a European-based global supplier of personal safety equipment, added 2.6 percentage points of growth in the third
quarter of 2004 and 2.1 percentage points of growth in the first nine months of 2004. Operating income increased 10.2% to $123 million in the third quarter of 2004 and grew
10.4% to $384 million in the first nine months of 2004.
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Electro and Communications Business:
 



  

Three months ended
September 30

Nine months ended
September 30

 

 

 

2004
 

2003 2004 2003
 

Sales (millions) $ 470 $ 454 $ 1,424 $ 1,346
Sales change analysis:

Local currency (volume and price) 1.5% (3.9)% 3.0% (6.0)%
Translation 2.0 2.6 2.8 3.4

Total sales change 3.5% (1.3)% 5.8% (2.6)%
          
Operating income (millions) $ 79 $ 66 $ 223 $ 184

Percent change 20.8% (0.7)% 21.5% (6.8)%
Percent of sales 16.9% 14.5% 15.7% 13.7%

          
The Electro and Communications segment serves manufacturers of electronic and electrical equipment, as well as the construction and maintenance segments of electric
utilities, telecommunications and other industries, with products that speed the delivery of information and ideas, while also reducing costs.  Products include electronic and
interconnect solutions, microinterconnect systems, telecommunications products and electrical products.
 
Local-currency sales in Electro and Communications increased 1.5% for the third quarter of 2004 and 3.0% for the first nine months of 2004 compared to the same periods last
year, led by electrical products for insulating, testing and sensing.  Geographically, local-currency growth in this business for the third quarter and first nine months was led by
the Latin America, Africa and Canada region along with the Asia Pacific area.  Operating income was up 20.8% to $79 million in the third quarter of 2004, and was up 21.5%
to $223 million in the first nine months of 2004.
 
Transportation Business:
 

Three months ended
September 30 Nine months ended September 30

2004
 

2003 2004
 

2003
Sales (millions) $ 411 $ 386 $ 1,260 $ 1,150

Sales change analysis:
Local currency (volume and price) 3.7% 5.4% 5.4% 5.6%
Translation 2.8 4.3 4.2 5.0

Total sales change 6.5% 9.7% 9.6% 10.6%
          
Operating income (millions) $ 105 $ 106 $ 330 $ 301

Percent change (1.3 )% 20.8% 9.7% 19.0%
Percent of sales 25.5% 27.5% 26.2% 26.2%

          
The Transportation segment serves markets that include automotive, automotive aftermarket, marine, aerospace and specialty vehicle markets.  This segment provides
components and products that are used in the manufacture, repair and maintenance of automotive, marine, aircraft and specialty vehicles.
 
In Transportation, local currency sales growth was 3.7% in the third quarter and 5.4% for the first nine months of 2004, compared to the same periods last year.  Top-line
growth in this business continues to benefit from new products and solutions for customers, along with a strategy of replicating successful 3M solutions across several distinct
segments of the transportation industry.   Operating income comparisons to last year were negatively impacted by a gain from the Durel joint venture exit in the third quarter
of 2003.  Operating income was down 1.3% to $105 million in the third quarter of 2004 (up 5.1% excluding the Durel gain), and was up 9.7% to $330 million in the first nine
months of 2004.
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FINANCIAL CONDITION AND LIQUIDITY
 
The Company’s net debt position is as follows:
 
(Millions) Sep. 30 2004 Dec. 31 2003
      
Total Debt $ 2,661 $ 2,937
Less: Cash and cash equivalents 2,200 1,836
Net Debt $ 461 $ 1,101
      
Total debt was 23% of total capital (total capital is defined as debt plus equity), compared with approximately 27% at December 31, 2003.  3M believes its ongoing cash flows
provide ample cash to fund expected investments and capital expenditures.  The Company has an AA credit rating from Standard & Poor’s and an Aa1 credit rating from
Moody’s Investors Service.  The Company has sufficient access to capital markets to meet currently anticipated growth and acquisition investment funding needs.  The
Company does not utilize derivative instruments linked to the Company’s stock.
 
The Company’s financial condition and liquidity remain strong.  Various assets and liabilities, including cash and short-term debt, can fluctuate significantly from month-to-
month depending on short-term liquidity needs.  Primary short-term liquidity needs are provided through U.S. commercial paper and euro commercial paper issuances. 
Medium-term note shelf borrowing capacity totaled $1.5 billion as of September 30, 2004.  In March 2004, the Company renewed its $565 million, 364-day credit agreement
among a group of primary relationship banks.  This facility now provides up to $115 million (previously $90 million) in letters of credit ($86 million of which was utilized at
September 30, 2004).  This agreement requires us to maintain a funded debt to capitalization ratio (calculated as prescribed by the agreement) at no more than 0.60 to 1 at the
end of each quarter.  At September 30, 2004, this ratio was approximately 0.24 to 1.
 
Working capital (defined as current assets minus current liabilities) totaled $3.024 billion at September 30, 2004, increasing $386 million from December 31, 2003.  This
increase was primarily due to higher cash and cash equivalents, which at September 30, 2004 were $364 million higher than the December 31, 2003 balance. The Company
uses various working capital measures that place emphasis on certain working capital assets and liabilities (e.g. accounts receivable, inventory).  These measures may not be
computed in the same manner as similarly titled measures used by other companies.  The accounts receivable turnover index (defined as quarterly net sales multiplied by four,
divided by ending net accounts receivable) totaled 6.97 at September 30, 2004, up slightly from 6.95 at December 31, 2003.  Receivables increased $139 million, or 5.1%,
compared with December 31, 2003.  The inventory turnover index (defined as quarterly factory cost multiplied by four, divided by ending inventory) was 4.81 at
September 30, 2004, down from 5.12 at December 31, 2003.  Inventories increased $137 million, or 7.5%, compared with December 31, 2003.
 
Cash Flows from Operating Activities:



 
Nine months ended September 30

(Millions) 2004 2003
      

Net income $ 2,270 $ 1,784
Depreciation and amortization 740 717
Company pension contributions (548) (675)
Company pension expense 242 131
Income taxes (deferred and accrued income taxes) 321 494
Accounts receivable (154) (142)
Inventories (132) 150
Accounts payable 33 (23)
Other — net 187 71

Net cash provided by operating activities $ 2,959 $ 2,507
      
 
Cash flows from operating activities can fluctuate significantly from period to period, as pension funding decisions, tax timing differences and other items can significantly
impact cash flows.  In 2004, cash flows provided by
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operating activities increased $452 million.  This improvement was driven by higher net income, which increased $486 million.  The increase in “Other-net” (which reflects
changes in other asset and liability accounts) was partially due to increases in liability balances, such as increases in profit sharing accruals related to higher profits.
 
As discussed in Note 6 to the Consolidated Financial Statements, 3M has contributed $548 million to its pension plans for the first nine months of 2004.  This amount
includes third quarter 2004 special pension contributions of $300 million to 3M’s U.S pension plan and $155 million to 3M’s Sumitomo Japanese pension plan.  In the third
quarter of 2003, 3M made special U.S. pension contributions totaling $600 million.  Accounting rules require that, if the Accumulated Benefit Obligation (ABO) exceeds the
fair value of pension plan assets, the employer must recognize a liability that is at least equal to the unfunded ABO.  In December 2002, 3M recorded a substantial minimum
pension liability adjustment.  As a result of pension contributions, strong asset performance and other factors, 3M’s U.S. plan assets could exceed the ABO at year-end 2004,
resulting in 3M reversing the U.S. portion of the minimum pension liability adjustments that were previously made.  If this occurs, as of December 31, 2004, long-term assets
would increase by approximately $1.9 billion, the minimum pension liability adjustment recorded in other comprehensive income included in stockholders’ equity would be
reduced by approximately $1.2 billion (net of tax) and the deferred tax liability would increase by approximately $700 million.
 
The tables that follow show liability/receivable activity and pre-tax expense for breast implant and respirator masks/asbestos.  Because of the time delay between payment of
claims and receipt of insurance reimbursements, the September 30, 2004 and December 31, 2003, amounts for both breast implant and respirator mask/asbestos liabilities are
less than expected insurance recoveries.  Thus, as of September 30, 2004, the expected net inflow of cash will increase future cash flows from operating activities.  The first
quarter of 2004 includes $16 million in expense related to a reduction in breast implant receivables.  The first quarter of 2003 includes $6 million in expense for respirator
mask/asbestos claims and litigation.  Also, in the first quarter of 2003, a liability and expense of $93 million was recorded related to an adverse court ruling in a lawsuit filed
against 3M in 1997 by LePage’s Inc. (including estimated attorneys’ fees and accrued interest through March 31, 2003).  At December 31, 2003, the LePage’s Inc. liability
(including estimated accrued interest through December 31, 2003), totaled $97 million.  A final amount of $96.5 million was paid to LePage’s Inc. in July 2004.  For a more
detailed discussion of these and other legal proceedings, refer to Part II, Item 1 of this Quarterly Report on Form 10-Q.
 
Breast Implant and Respirator Mask/Asbestos
Liability and Receivable Activity
(Millions)

Nine months ended
September 30 2004

 

Twelve months
ended Dec. 31 2003

      
Breast implant liabilities:
Balance at beginning of period $ 13 $ 5
Increase in liability during period 6 18
Cash fees and payments made (5 ) (10)
Balance at end of period $ 14 $ 13
      
Breast implant insurance receivables:
Balance at beginning of period $ 338 $ 339
Increase (decrease) in receivable during period (10 ) 16
Cash received from insurance (47 ) (17)
Balance at end of period $ 281 $ 338
      
Respirator mask/asbestos liabilities:
Balance at beginning of period $ 289 $ 161
Increase in liability during period — 231
Cash fees and payments made (63 ) (103)
Balance at end of period $ 226 $ 289
      
Respirator mask/asbestos insurance receivables:
Balance at beginning of period $ 448 $ 264
Increase in receivable during period — 205
Cash received from insurance (4 ) (21)
Balance at end of period $ 444 $ 448
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Breast Implant and Respirator Mask/Asbestos
Pre-tax Expense
(Millions)

Three months ended
September 30

Nine months ended
September 30

2004 2003 2004
 

2003
          
Breast implant $ — $ 1.5 $ 16 $ 1.5
Respirator mask/asbestos $ — $ 4 $ — $ 10



 
Cash Flows from Investing Activities:
 

Nine months ended  September 30
(Millions) 2004 2003
      
Purchases of property, plant and equipment (PP&E) (613) (416)
Proceeds from sale of PP&E and other assets 35 88
Acquisitions, net of cash acquired (73) (428)
Purchases of investments (5) (10)
Proceeds from sale of investments 9 30
Net cash used in investing activities $ (647) $ (736)
 
3M expects capital expenditures to total approximately $900 million for total year 2004.  In the first three months of 2004, 3M entered into two business combination
agreements.  3M acquired HighJump Software, Inc., a U.S. company that provides supply chain execution software and solutions with annual sales of approximately $36
million.  3M initially purchased 91 percent of the outstanding shares of Hornell Holding AB and subsequently acquired all of the remaining outstanding shares.  Hornell
Holding AB is a global supplier of personal protective equipment for welding applications with annual sales of approximately $50 million.  In August 2004, 3M acquired
100% of the outstanding shares of Info-X Inc., a U.S. company that provides coding compliance software and data for health care organizations, with annual sales of
approximately $10 million.  Refer to Note 2 to the Consolidated Financial Statements for additional information on these 2004 business combinations.  In the first nine
months of 2003, cash used for acquisitions of businesses included $377 million related to the purchase of an additional 25% ownership in Sumitomo 3M Limited. The
Company continues to review additional acquisition opportunities.
 
Cash Flows from Financing Activities:
 

Nine months ended  September 30
(Millions) 2004 2003
      
Change in short-term debt - net $ 152 $ (204)
Repayment of debt (maturities greater than 90 days) (709) (615)
Proceeds from debt (maturities greater than 90 days) 286 447
Total change in debt (271) (372)
Purchases of treasury stock (1,235) (394)
Reissuances of treasury stock 423 425
Dividends paid to stockholders (845) (775)
Other — net (31) (19)
Net cash used in financing activities $ (1,959) $ (1,135)
      
In the first nine months of 2004, the increase in net short-term debt of $152 million includes the portion of short-term debt with original maturities of 90 days or less.  The
repayment of debt of $709 million primarily related to commercial paper activity and the retirements of $350 million in medium term notes.  Proceeds from debt of $286
million primarily related to commercial paper activity. There were no new long-term debt issuances in the first nine months of 2004.
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Repurchases of common stock are made to support the Company’s stock-based employee compensation plans and for other corporate purposes.  On November 10, 2003, the
Board of Directors authorized the purchase of up to $1.5 billion of the Company’s common stock between January 1, 2004 and December 31, 2004.  As of September 30,
2004, $344 million remained authorized for repurchase.  Refer to the table captioned “Issuer Purchases of Equity Securities” in Part II, Item 2, for more information.
 
In February 2004, the Board of Directors increased the quarterly dividend on 3M common stock by 9.1% to 36 cents per share, equivalent to an annual dividend of $1.44 per
share.  This marked the 46th consecutive year of dividend increases.  Other cash flows from financing activities include distributions to minority interests, changes in cash
overdraft balances, and principal payments for capital leases.
 
FORWARD-LOOKING STATEMENTS
This Quarterly Report on Form 10-Q, including “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in Item 2, contains forward-
looking statements within the meaning of the Private Securities Litigation Reform Act of 1995.  These statements may be identified by the use of words like “plan,” “expect,”
“aim,” “believe,” “project,” “anticipate,” “intend,” “estimate,” “will,” “should,” “could” and similar expressions in connection with any discussion, expectation, or projection
of future operating or financial performance, events or trends.  In particular, these include statements about the Company’s strategy for growth, product development, market
position, future performance or results of current or anticipated products, interest rates, foreign exchange rates, and the outcome of contingencies, such as legal proceedings.
 
Factors That Could Affect Future Results — Forward-looking statements are based on certain assumptions and expectations of future events that are subject to risks and
uncertainties.  Actual future results and trends may differ materially from historical results or those projected in any such forward-looking statements depending on a variety
of factors, including, but not limited to, the following:
 

•                   Results and trends are impacted by the effects of, and changes in, worldwide economic conditions.  The Company operates in more than 60 countries and derives more
than half of its revenues from outside the United States.  The Company’s business may be affected by factors in the United States and other countries that are beyond
its control, such as downturns in economic activity in a specific country or region; social, political or labor conditions in a specific country or region; or potential
adverse foreign tax consequences.

 
•                   Foreign currency exchange rates and fluctuations in those rates may affect the Company’s ability to realize projected growth rates in its sales and net earnings and its

results of operations.  Because the Company derives more than half of its revenues from outside the United States, its ability to realize projected growth rates in sales
and net earnings could be adversely affected if the U.S. dollar strengthens significantly against foreign currencies.

 
•                   The Company’s growth objectives are largely dependent on the timing and market acceptance of its new product offerings, including its ability to renew its pipeline of

new products and to bring those products to market.  This ability may be adversely affected by difficulties or delays in product development, such as the inability to:
identify viable new products; obtain adequate intellectual property protection; gain market acceptance of new products, or successfully complete clinical trials and
obtain regulatory approvals.  For example, new 3M pharmaceutical products, like any pharmaceutical under development, face substantial risks and uncertainties in
the process of development and regulatory review.  There are no guarantees that new products will prove to be commercially successful.

 
•                   The Company’s future results are subject to fluctuations in the costs and availability of purchased components and materials, including oil-derived compounds, due to

market demand, currency exchange risks, material shortages and other factors.  The Company depends on various components and materials supplied by others for
the manufacturing of its products and it is possible that any of its supplier relationships could be interrupted or terminated in the future.  Any sustained interruption in



the Company’s receipt of adequate supplies could have a material adverse effect on the Company.  In addition, while the Company has a process to minimize volatility
in component and material pricing, no assurance can be given that the Company will be able to successfully manage price fluctuations due to market demand, currency
risks, or material shortages, or that future price fluctuations will not have a material adverse effect on the Company.

 
•                   There is the possibility that acquisitions and strategic alliances may not meet sales and/or profit expectations.  As part of the Company’s strategy for growth, the

Company has made and may continue to
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                        make acquisitions and enter into strategic alliances.  However, there can be no assurance that the Company will be able to quickly integrate the acquired business and
obtain the anticipated synergies or that acquisitions and strategic alliances will be beneficial to the Company.

 
•                   The Company’s future results may be affected if the Company receives less savings from its corporate initiatives than estimated.  3M’s corporate initiatives (in 2003,

these initiatives included Six Sigma, Global Sourcing Effectiveness, 3M Acceleration, eProductivity and Indirect Cost Control) are expected to contribute an additional
$400 million to operating income in 2004.  There can be no assurance that all of the estimated savings from the initiatives will be realized.

 
•                   The Company’s future results may be affected by various legal and regulatory proceedings, including those involving product liability, antitrust, environmental or

other matters.  The outcome of these legal proceedings may differ from the Company’s expectations because the outcomes of litigation, including regulatory matters,
are often difficult to reliably predict.  Various factors or developments can lead the Company to change current estimates of liabilities and related insurance receivables
where applicable, or make such estimates for matters previously not susceptible of reasonable estimates, such as a significant judicial ruling or judgment, significant
settlement or changes in applicable law.  A future adverse ruling or unfavorable development could result in future charges that could have a material adverse effect on
the Company’s results of operations or cash flows in any particular period. A specific factor that may influence the Company’s estimate of its future asbestos-related
liabilities is the pending Congressional consideration of legislation to reform asbestos-related litigation and pertinent information derived from that process.  For a
more detailed discussion of the legal proceedings involving the Company, see the discussion of “Legal Proceedings” in Part II, Item 1 of this document.

 
Item 3. Quantitative and Qualitative Disclosures About Market Risk.
 
In the context of Item 3, market risk refers to the risk of loss arising from adverse changes in financial and derivative instrument market rates and prices, such as fluctuations
in interest rates and currency exchange rates.  For a discussion of sensitivity analysis related to these types of market risks, refer to Part II, Item 7A, Quantitative and
Qualitative Disclosures About Market Risk, in 3M’s Annual Report on Form 10-K for the year ended December 31, 2003.  The Company believes that there have been no
material changes in these market risks since year-end 2003.
 
Item 4.  Controls and Procedures.
 
a.  The Company carried out an evaluation, under the supervision and with the participation of the Company’s management, including the Company’s Chief Executive Officer
and Chief Financial Officer, of the effectiveness of the design and operation of the Company’s “disclosure controls and procedures” (as defined in the Exchange Act Rule 13a-
15(e)) as of the end of the period covered by this report.  Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer concluded that the Company’s
disclosure controls and procedures are effective in timely alerting them to material information relating to the Company (including its consolidated subsidiaries) required to be
included in the Company’s periodic SEC filings.
 
b.  There was no significant change in the Company’s internal control over financial reporting that occurred during the Company’s most recently completed fiscal quarter, that
has materially affected, or is reasonably likely to materially affect, the Company’s internal control over financial reporting.
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3M COMPANY

FORM 10-Q
For the Quarterly Period Ended September 30, 2004

PART II.  Other Information
 
 
Item 1. Legal Proceedings.
 
A description of the significant legal proceedings in which the company is involved, both in general and with respect to specific matters, is contained in the company’s Annual
Report on Form 10-K for the period ended December 31, 2003, and the Company’s Quarterly Reports on Form 10-Q for the periods ended March 31, 2004 and June 30, 2004
(collectively the “Reports”). This section describes significant developments since the preparation of the Reports and should be read with reference to them. Unless
specifically indicated, all previously reported matters remain pending.
 
Antitrust Litigation
As previously reported, following the LePage’s verdict and appellate ruling, certain direct and indirect tape purchasers filed seven purported class actions against the
Company in various state and federal courts in California, Florida, Tennessee, New Jersey and Pennsylvania. During the third quarter the New Jersey court dismissed the
action brought in that court.  Also during the quarter and in October of 2004, certain alleged indirect tape purchasers filed four additional purported class actions against the
Company in Wisconsin, California, Tennessee, and Kansas and an alleged direct tape purchaser filed an individual action in the federal court in Philadelphia where, as
previously disclosed, a purported class action has been pending. In August 2004, that court certified a class consisting of all 3M customers who directly bought transparent
and invisible tape (but not private label tape) from October 1998 to the present. In September 2004, an alleged direct purchaser filed a motion to intervene in the Philadelphia
class action on behalf of a purported class of customers (branded and private label tape purchasers) excluded from the August class certification order. The Company is
opposing that motion, and continues to vigorously defend all such litigation.
 
Breast Implant Insurance Recovery and Related Litigation
The Company is engaged in legal proceedings to effectuate the previously disclosed Minnesota Supreme Court ruling favorable to the Company concerning receipt of
insurance.  The trial court has not yet ruled on the insurers’ motion for partial relief from paying portions of the amounts the Company believes are due under the Minnesota
Supreme Court decision. The Company has reached agreements concerning amounts due with six of the twenty-nine insurers pursuant to which the Company received about
$32 million in addition to the $11 million it previously reported receiving in July 2004. The amounts received from these settlements are consistent with the Company’s
overall expectation of recovery as a result of the Minnesota Supreme Court’s ruling.  In addition, the Company’s captive insurer collected reinsurance of $3.9 million under
reinsurance policies for the same liability.
 



The Company and other co-defendants have settled the previously reported lawsuit by the United States seeking reimbursement of the cost of medical treatment under
Medicare provided to certain woman with breast implants.  The company’s share of the settlement is approximately $2 million.
 
Respirator Mask/Asbestos Litigation
As of September 30, 2004, the Company is a named defendant, typically with multiple co-defendants, in numerous lawsuits in various courts that purport to assert claims by
approximately 88,845 individual claimants and has accrued liabilities of $226 million and receivables for the probable amount of insurance recoveries of $444 million related
to this litigation.  Such accruals are subject to the various factors previously disclosed.
 
On August 25, 2004, the Company won a defense verdict from a jury in state court in Jefferson County, Texas.  The jury found the Company had no liability whatever to the
plaintiff who claimed he had silicosis and sought to recover damages from the company arising from his alleged illness, which he claimed to have contracted from
occupational exposure to silica despite his purported use of the company’s respirator mask equipment at various times.  The jury rejected each of the plaintiff’s theories of
liability against the company.  With this victory in Jefferson County, the Company has prevailed in six of the seven cases taken to trial. The Company expects the appeal of the
one adverse jury verdict rendered in Holmes, County, Mississippi will be heard in that state’s Supreme Court in December 2004.
 
Commercial Matter
The Company received $30 million under the terms of a settlement agreement that resolved the previously reported dispute with Corning Incorporated for breach of certain
representations and warranties contained in the Stock Purchase Agreement between 3M and Corning Incorporated for the acquisition of Corning Precision Lens, Inc.
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Environmental Matters and Litigation
The Company has been voluntarily cooperating with ongoing reviews by state, federal (primarily the United States Environmental Protection Agency (EPA)) and
international agencies of possible environmental and health effects of perfluorooctanyl chemistry as to which the Company announced a phase-out of production in May
2000. On October 2, 2004, a Canadian regulatory agency, Environment Canada, issued a draft report proposing to regulate the same perfluorooctanyl compound whose
manufacture and use the EPA brought under regulation in March 2002 on the ground that it could be harmful to the environment.  Another Canadian agency, Health Canada,
issued a separate draft report at the same time concluding that exposures to that compound do not pose a risk to human health in that country. Regulatory evaluation activities
also continue in the European Union and some of its member countries as to the same perfluorooctanyl compound. These activities include gathering of exposure and use
information, preliminary risk assessment, and examination of regulatory approaches.
 
On September 10, 2004, three residents of Morgan County, Alabama filed a purported class action lawsuit involving perfluorooctanyl chemistry in the Circuit Court of
Morgan County.  The lawsuit seeks unstated compensatory and punitive damages and alleges that the plaintiffs suffered damage to their property from emissions of
perfluorooctanyl compounds from the company’s Decatur, Alabama manufacturing facility that formerly manufactured those compounds.  The purported class appears to be
included in the previously reported class action that was filed in the same court in the spring of 2003. On October 8, 2004, two residents of Washington County, Minnesota
filed a purported class action in the District Court of Washington County on behalf of Washington county residents whose property has allegedly been harmed by
perfluorooctanyl compounds and who have allegedly suffered personal injury from such compounds from the Company’s Cottage Grove, Minnesota production facility that
formerly manufactured those compounds and other of its facilities nearby.  The lawsuit seeks unspecified damages in excess of $50,000 per plaintiff and class member.  The
Company plans to vigorously defend these lawsuits.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
 
(a)    No matters require disclosure.
(b)    No matters require disclosure.
(c)  Issuer Purchases of Equity Securities
 
Repurchases of common stock are made to support the Company’s stock-based employee compensation plans and for other corporate purposes.  On November 10, 2003, the
Board of Directors authorized the purchase of up to $1.5 billion of the Company’s common stock between January 1, 2004 and December 31, 2004.  
 
 
Issuer Purchases of Equity
Securities (registered pursuant to
Section 12 of the Exchange Act)
 

Period

(a)
Total Number of Shares

Purchased(1)

(b)
Average Price Paid per

Share

(c)
Total Number of Shares

Purchased as Part of
Publicly Announced
Plans or Programs

(d)
Maximum Approximate
Dollar Value of Shares

that May Yet Be
Purchased under the
Plans or Programs 

(Millions)
January 1-31, 2004 1,967,130 $ 82.57 1,742,100 $ 1,356
February 1-29, 2004 2,079,179 79.41 2,059,000 1,193
March 1-31, 2004 1,406,826 78.45 1,288,700 1,092

Total January 1 - March 31, 2004 5,453,135 $ 80.30 5,089,800 $ 1,092
April 1-30, 2004 1,435,523 $ 86.29 1,257,000 $ 983
May 1-31, 2004 1,530,309 84.30 1,320,500 872
June 1-30, 2004 1,168,954 86.85 1,109,000 776

Total April 1 - June 30, 2004 4,134,786 $ 85.71 3,686,500 $ 776
July 1-31, 2004 785,977 $ 83.19 745,000 $ 714

August 1-31, 2004 3,330,062 80.13 3,256,200 453
September 1-30, 2004 1,364,818 81.23 1,344,500 344

Total July 1 - September 30, 2004 5,480,857 $ 80.85 5,345,700 $ 344
          
Total January 1 - September 30, 2004 15,068,778 $ 81.98 14,122,000 $ 344

(1) The total number of shares purchased includes: (i) shares purchased under the Board’s $1.5 billion authorization described above, and (ii) shares purchased in connection



with the exercise of stock options and a small number of shares purchased from individuals (which combined totaled 225,030 shares in January 2004, 20,179 shares in
February 2004, 118,126 shares in March 2004, 178,523 shares in April 2004, 209,809 shares in May 2004, 59,954 shares in June 2004, 40,977 shares in July 2004, 73,862
shares in August 2004, and 20,318 shares in September 2004).
 
 
Item 3. Defaults Upon Senior Securities. — No matters require disclosure.
 
 
Item 4. Submission of Matters to a Vote of Security Holders. — No matters require disclosure.
 
 
Item 5. Other Information. — No matters require disclosure.
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Item 6. Exhibits.
 
Exhibits.  These exhibits are either incorporated by reference into this report or filed with this report as indicated below. Exhibit numbers 10.1 through 10.14 are management
contracts or compensatory plans or arrangements.
 
Index to Exhibits:
 
(3)           Articles of Incorporation and by-laws
 

(3.1)    Certificate of incorporation, as amended as of May 12, 2004, is incorporated by reference from the Form 10-Q for the quarter ended June 30, 2004.
 
(3.2)    Bylaws, as amended as of November 11, 2002, are incorporated by reference from the Form 8-K dated December 9, 2002.

 
(4)           Instruments defining the rights of security holders, including indentures:
 

(4.1)    Indenture, dated as of November 17, 2000, between 3M and Citibank, N.A. with respect to 3M’s senior debt securities, is incorporated by reference from the Form 8-
K dated December 7, 2000.

 
(4.2)    Indenture, dated as of November 21, 2002, between 3M and Citibank, N.A. with respect to Liquid Yield Option™ Notes zero coupon senior debt securities debt

securities, is incorporated by reference from Registration No. 333-103234 on Form S-3 filed on February 14, 2003.
 
(4.3)    Except as set forth in the preceding Exhibits 4.1 and 4.2, the instruments defining the rights of holders of long-term debt securities of 3M have been omitted.  We

agree to furnish to the SEC, upon request, a copy of such instruments with respect to issuances of long-term debt of 3M.
 
(10)         Material contracts and management compensation plans and arrangements:
 

(10.1)     3M 2002 Management Stock Ownership Program is incorporated by reference from our Proxy Statement for the 2002 Annual Meeting of Stockholders.
 
(10.2)     3M 1997 Management Stock Ownership Program is incorporated by reference from our Proxy Statement for the 1997 Annual Meeting of Stockholders.
 
(10.3)     3M 1992 Management Stock Ownership Program is incorporated by reference from our Proxy Statement for the 1992 Annual Meeting of Stockholders.
 
(10.4)     3M 1997 General Employees Stock Purchase Plan is incorporated by reference from our Proxy Statement for the 1997 Annual Meeting of Stockholders.
 
(10.5)     3M VIP (Voluntary Investment Plan) Plus is incorporated by reference from Registration Statement No. 333-73192 on Form S-8, filed on November 13, 2001.
 
(10.6)     3M Deferred Compensation Plan, as amended through February 9, 2004 is incorporated by reference from our Form 10-K for the year ended December 31, 2003.
 
(10.7)     3M Executive Profit Sharing Plan, as amended through February 11, 2002, is incorporated by reference from our Form 10-K for the year ended December 31, 2003.
 
(10.8)     3M Performance Unit Plan, as amended through February 10, 2003, is incorporated by reference from our Form 10-K for the year ended December 31, 2003.
 
(10.9)     3M Compensation Plan for Non-Employee Directors, as amended, is incorporated by reference from our Form 10-K for the year ended December 31, 2003.
 
(10.10)   3M Executive Life Insurance Plan, as amended, is incorporated by reference from our Form 10-K for the year ended December 31, 2003.
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(10.11)   Summary of Personal Financial Planning Services for 3M Executives is incorporated by reference from our Form 10-K for the year ended December 31, 2003.
 
(10.12)   Employment agreement dated as of December 4, 2000, between 3M and W. James McNerney, Jr. is incorporated by reference from our Form 10-K for the year

ended December 31, 2000.
 
(10.13)   Employment agreement dated as of January 23, 2002, between 3M and Patrick D. Campbell is incorporated by reference from our Form 10-K for the year ended

December 31, 2001.
 
(10.14)   Employment agreement dated as of November 19, 2002, between 3M and Richard F. Ziegler is incorporated by reference from our Form 10-K for the year ended

December 31, 2002.
 
Filed electronically herewith:
 

(12)     Calculation of ratio of earnings to fixed charges.
 
(15)     A letter from the Company’s independent accountants regarding unaudited interim consolidated financial statements.



 
(31.1)  Certification of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, 18 U.S.C. Section 1350.
 
(31.2)  Certification of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, 18 U.S.C. Section 1350.
 
(32.1)  Certification of the Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 18 U.S.C. Section 1350.
 
(32.2)  Certification of the Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 18 U.S.C. Section 1350.
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SIGNATURES
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.
 

3M COMPANY
(Registrant)

 
Date:  November 1, 2004

 
By  /s/ Patrick D. Campbell

Patrick D. Campbell,
Senior Vice President and Chief Financial Officer

 
(Mr. Campbell is the Principal Financial Officer and has
been duly authorized to sign on behalf of the Registrant.)
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EXHIBIT 12
 

3M COMPANY
AND SUBSIDIARIES

 
CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES

(Millions)
 

EARNINGS

Nine months
Ended

September 30,
2004 Year 2003

 

Year 2002
 

Year 2001 Year 2000 Year 1999
              
Income from continuing operations before income taxes minority

interest, and cumulative effect of accounting change* $ 3,466 $ 3,657 $ 3,005 $ 2,186 $ 2,974 $ 2,880
              
Add:
              
Interest expense 67 112 100 143 127 125
              
Interest component of the ESOP benefit expense 9 14 16 18 19 21
              
Portion of rent under operating leases representative of the interest

component 38 46 40 39 39 37
              
Less:
              
Equity in undistributed income of 20-50% owned companies 4 7 10 5 10 4
              
TOTAL EARNINGS AVAILABLE FOR FIXED CHARGES $ 3,576 $ 3,822 $ 3,151 $ 2,381 $ 3,149 $ 3,059
              
FIXED CHARGES
              
Interest on debt 58 93 100 150 141 135
              
Interest component of the ESOP benefit expense 9 14 16 18 19 21
              
Portion of rent under operating leases representative of the interest

component 38 46 40 39 39 37
              
TOTAL FIXED CHARGES $ 105 $ 153 $ 156 $ 207 $ 199 $ 193
              
RATIO OF EARNINGS TO FIXED CHARGES 34.1 25.0 20.2 11.5 15.8 15.8

* 2003 special items included a $93 million pre-tax loss related to an adverse ruling associated with a lawsuit filed by LePage’s Inc.   2002 and 2001 special items included
net pre-tax losses of $202 million and $504 million, respectively, primarily related to the restructuring.  2000 special items included net pre-tax losses of $23 million.  1999
special items included net pre-tax gains of $100 million related to gains on divestitures, litigation expense, an investment valuation adjustment, and a change in estimate that
reduced 1998 restructuring charges.
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EXHIBIT 15

 
 
Securities and Exchange Commission
450 Fifth Street, N.W.
Washington, D.C.  20549
 
Commissioners:
 
We are aware that our report dated October 18, 2004, on our reviews of interim consolidated financial information of 3M Company and its Subsidiaries (the Company) for the
three-month and nine-month periods ended September 30, 2004 and 2003, and included in the Company’s Quarterly Report on Form 10-Q for the quarter ended September
30, 2004, is incorporated by reference in the Company’s registration statements on Form S-8 (Registration Nos. 33-14791, 33-49842, 33-58767, 333-26957, 333-30689, 333-
30691, 333-44760, 333-44692, 333-73192, 333-101727, 333-101751 and 333-109282), Form S-3 (Registration Nos. 33-48089, 333-42660, 333-48922, 333-98163, 333-
103234, 333-109211 and 333-112563), and Form S-4 (Registration No. 333-49830).
 
 
 
/s/ PricewaterhouseCoopers LLP
 
PricewaterhouseCoopers LLP
 
Minneapolis, Minnesota
November 1, 2004
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EXHIBIT 31.1
 

SARBANES-OXLEY SECTION 302 CERTIFICATION
 
I, W. James McNerney, Jr., certify that:

1.     I have reviewed this quarterly report on Form 10-Q of 3M Company;
2.     Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3.     Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the Registrant as of, and for, the periods presented in this report;
4.     The Registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) for the Registrant and have:

a)     Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b)    Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

c)     Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred during the Registrant’s most recent fiscal quarter (the
Registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the Registrant’s internal
control over financial reporting; and

5.     The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the Registrant’s
auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent functions):

a)     All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the Registrant’s ability to record, process, summarize and report financial information; and

b)    Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal control over financial
reporting.

 
/s/ W. James McNerney, Jr.
W. James McNerney, Jr.
Chief Executive Officer
 
November 1, 2004
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EXHIBIT 31.2

 
SARBANES-OXLEY SECTION 302 CERTIFICATION

 
I, Patrick D. Campbell, certify that:

1.     I have reviewed this quarterly report on Form 10-Q of 3M Company;
2.     Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3.     Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the Registrant as of, and for, the periods presented in this report;
4.     The Registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) for the Registrant and have:

a)     Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b)    Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

c)     Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred during the Registrant’s most recent fiscal quarter (the
Registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the Registrant’s internal
control over financial reporting; and

5.     The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the Registrant’s
auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent functions):

a)     All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the Registrant’s ability to record, process, summarize and report financial information; and

b)    Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal control over financial
reporting.

 
/s/ Patrick D. Campbell
Patrick D. Campbell
Chief Financial Officer
 
November 1, 2004
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EXHIBIT 32.1

 
SARBANES-OXLEY SECTION 906 CERTIFICATION

 
In connection with the Quarterly Report of 3M Company (the “Company”) on Form 10-Q for the period ended September 30, 2004 as filed with the Securities and Exchange
Commission on the date hereof (the “Report”), I, W. James McNerney, Jr., Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:

(1)   The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2)   The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

 
/s/ W. James McNerney, Jr.
W. James McNerney, Jr.
Chief Executive Officer
 
November 1, 2004
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EXHIBIT 32.2

 
SARBANES-OXLEY SECTION 906 CERTIFICATION

 
In connection with the Quarterly Report of 3M Company (the “Company”) on Form 10-Q for the period ended September 30, 2004 as filed with the Securities and Exchange
Commission on the date hereof (the “Report”), I, Patrick D. Campbell, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:

(1)   The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2)   The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

 
/s/ Patrick D. Campbell
Patrick D. Campbell
Chief Financial Officer
 
November 1, 2004
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