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ABBOTT CAPITAL INDIA LIMITED

DIRECTORS' REPORT

For the year ended 30 November 2006

The directors present their annual report on the affairs of the company, together with the accounts and auditors’ report, for the
year ended 30 November 2006

This directors' report has been prepared in accordance with the spectal provisions relating to small companies under section
246(4) of the Companies Act 1985

BOARD OF DIRECTORS
The directors who served throughout the year and since the year end, except as noted, were as follows

T Freyman

L Iglesias-Fernandez (Resigned 13/12/2005)

A Forrest

S Brown (Appointed 13/12/2005, resigned 02/02/06)
J Coulter (Appointed 02/02/06, resigned 30/03/07)

J Rankin (Appointed 30/03/07)

R Funck {Appointed 30/03/07)

None of the above have any interests in the shares or debentures of group companies required to be disclosed under
Schedule 7 of the Companies Act 1985

PRINCIPAL ACTIVITIES AND BUSINESS REVIEW

The company's principal actwity 1s that of a holding company There have not been any significant changes in the company's
pnncipal activities in the year under review The directors are not aware, at the date of this report, of any likely major changes
in the company's activities next year

RESULTS

The audited accounts for the year ended 30 November 2006 are set out on pages 3to 7

The loss after tax for the year was £967,000 (2005 £2,376,000 profit}

Intenm dividends of £nil (2005 £nil) were paid dunng the year

The directors recommend that no dividend be paid and that the retained loss of £967,000 at 30 November 2006 be
transferred to reserves

DIRECTORS' RESPONSIBILITIES

United Kingdom company law requires the directors to prepare financial statements for each financial year which give a true
and fair wew of the state of affairs of the company as at the end of the financial year and of the profit or loss of the company
for that penod 1In prepanng those financial statements, the directors are required to

- select suitable accounting policies and then apply them consistently,

- make judgements and estimates that are reasonable and prudent,

- state whether applicable accounting standards have been followed, and

- prepare the financial statements on the going concern basis unless it 15 inappropnate to presume that the company wili
continue 1n business

The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time
the financial position of the company and to enable them to ensure that the accounts comply with the Companies Act 1985
They are also responsible for the system of internal control, for safeguarding the assets of the company and hence for taking
reasonable steps for the prevention and detection of fraud or other iregularnties

DIRECTORS' INDEMNITIES

The company has made qualifying third party mdemnity provisions for the benefit of its directors which were made dunng the year

and remain in force at the date of this report

AUDITORS
In the case of each of the persons who are directors of the company at the date when this report 1s approved

- 50 far as each of the directors 1s aware, there 1s no relevant audit information (as defined in the Companies Act 1985) of
which the company's auditors are unaware, and

- each of the directors has taken all the steps that they ought to have taken as a director to make themselves aware of any
relevant audit information (as defined) and to establish that the company's auditors are aware of that information

Deloitte & Touche LLP have expressed ther willingness to continue in office as auditors and a resolution to re-appont them
will be proposed at the forthcoming Annual General Meeting

Date 5 /‘I ( g BY ORDER OF THE BOARD,
Queenborough, S BROWN
Kent, ME11 5EL Company Secretary




INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF
ABBOTT CAPITAL INDIA LIMITED 2

We have audited the financial statements of Abbott Capital India Limited for the year ended 30 November 2006 which
compnse the profit and loss account, the balance sheet and the related notes 1 to 14 These financial statements have
been prepared under the accounting policies set out therem

This report 1s made solely to the company's members, as a body, in accordance with section 235 of the Companies Act
1985 OQur audit work has been undertaken so that we might state to the company's members those matters we are required
to state to them n an auditors' report and for no other purpose To the fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the company's members as a body, for our audit work, for this repent, or for the
opiniens that we have formed

Respective responsibilities of directors and auditors

The directors' responsibilities for prepanng the financial statements 1n accordance with applicable law and United Kingdom
Accounting Standards (United Kingdom Generally Accepted Accounting Practice) are set cut in the Statement of Directors’
Responsibilities

Our responsibility 1s to audit the financial statements in accordanca with relevant legal and regulatory requirements and
International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and farr view and are properly prepared n
accordance with the Companies Act 1985 We also report to you whether tn cur opimien the information given in the Directors’
Report i1s consistent with the financial statements

In addition we report to you if, in our optnion, the company has not kept proper accounting records, if we have not received all
the information and explanations we requre for our audit, or If information specified by law regarding directors' remuneration and
other transactions 1s not disclosed

We read the Directors’ Report and consider the implications for our report if we become aware of any apparent misstatements
within it

Basis of audit opinion

We conducted our audit In accordance with International Standards on Auditing (UK and Ireland) 1ssued by the Auditing
Practices Board An audit ncludes examination, on a test basis, of evidence relevant to the amounts and disclosures in the
financial statements It also includes an assessment of the significant estimates and judgements made by the directors in the
preparation of the financial statements and of whether the accounting policies are appropriate to the circumstances of the
company, consistently applied and adequately disclosed

We planned and performed our audit so as to obtatn all the information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable assurance that the financial statements are free from matenal
misstatement, whether caused by fraud or other irregulanty or errer In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the financial statements

Opinion

In our opanion
- the financial statements give a true and fair view, in accordance with United Kingdom Generally Accepted Accounting Practice,
of the state of affairs of the company as at 30 November 2006 and of its loss for the year then ended,

- the financial statements have been properly prepared in accordance with the Companies Act 1985, and
- the information given in the Directors' Report 1s consistent with the financial statements

Dot Fowda LR
DELOITTE & TOUCHE LLP

Chartered Accountants and Registered Auditors
London

Date  2¢& H% -209)




ABBOTT CAPITAL INDIA LIMITED 3

Profit and Loss Account for the year ended 30 November 2006

2006 2005
Notes £000's £000's
Operating profit - -
Income from shares in group undertakings - 2,080
Other {expenses) / income {3) 179 S0
{Lcss) / Profit on ordinary activities before interest (179} 2,170
Interest receivable and similar income (4) 404 339
Interest payable and similar charges (5) (2) -
Profit on ordinary activities before taxation - 223 T 2509
Tax charge on profit on ordinary achivities {7) {1,190} 133
{Loss) / Profit on ordinary actvities after taxation (967) 2,376
Retained {loss) / profit for the financial year (12) — {%87) T 2376

All transactions are derived from continuing operations
The accompanying notes are an integral part of thus profit and foss account

There were no recogrised gains or losses in ether 2006 or 2005 other than the results for the financial year




Balance Sheet as at 30 November 2006

FIXED ASSETS

Investments

CURRENT ASSETS

Debtors
Cash at bank and in hand

CREDITORS amounts falling due within one year

NET CURRENT ASSETS
TOTAL ASSETS LESS CURRENT LIABILITIES

NET ASSETS

CAPITAL AND RESERVES
Called up share capital
Share Premium

Other Capital reserve

Profit and loss account

EQUITY SHAREHOLDERS' FUNDS

ABBOTT CAPITAL INDIA LIMITED

Notes

()

®)

(10

{13

(12)

(1)

50,116

9,870
35

9,905

(16)

5,889

60,005

60,005

9,971
40,145

5,889

60,005

50,116

10,811
45

10,856

10,856

60,972

60,972

9,871
40,145

10,856

60.972

The accounts on pages 3 to 7 were approved by the board of directors on 25 September 2007 and signed on its behalf by

J Rankin
Director

The accompanying notes are an integral part of this balance sheet




ABBOTT CAPITAL INDIA LIMITED 5

NOTES TO THE ACCOUNTS
For the year ended 30 November 2006

1 ACCOUNTING POLICIES

A summary of the pnncipal accounting policies, all of which have been applied consistently throughout the year and the
preceding year, 1s set out below

a) Basis of accounting

The accounts have been prepared on the histoncal cost basis and have been prepared in accordance with applicable United
Kingdom law and accounting standards

The company has taken advantage of the exemption from the requirement of FRS 1 {revised) "Cash Flow Statements" to
present a cash flow statement because it 15 a who!ly owned subsidiary of the ulimate parent company, Abbott Laboratories
incorporated in the state of lllinois, USA, which prepares consolidated accounts that are publicly available (see note 14)

b) Taxation

UK corporation tax 1s provided at amounts expected to be paid, or recovered, using the tax rates and laws that have been
enacted or substantially enacted by the balance sheet date

Deferred tax I1s recognised in respect of all timing differences that have onginated but not reversed at the balance sheet date
Timing differences are differences between the company's taxable profits and its results as stated in the accounts that anse
from the inclusion of gains and losses In tax assessments in penods different from those in which they are recogrised in the
accounts A net deferred tax asset I1s recognised as recoverable only when, on the basis of avallable ewidence, it can be
regarded as more [ikely than not that there will be suitable taxable profits from which the future reversal of the undertying
timing differences can be deducted Deferred tax 1s not discounted

¢} Foreign currency

Foreign currency transactions are translated into sterling at the rates ruling at the transaction date Amounts payable or
receivable in foreign currency are translated into sterling at the rate ruling at the balance sheet date, or where appropriate, at
the rate of exchange In a related forward exchange contract Any gains or losses are reported as exchange ddferences in
the profit and loss account

d) Fixed asset investments
Fixed asset investments are shown at cost less provision for impairment

2 SEGMENTAL ANALYSIS

All of the profit on ordinary activities before taxation and all of the net assets of the company are from the company's principal
activity based in the UK, except for income from shares tn group undertakings, which are from the subsidhary incorporated n
India

3 OTHER (INCOME) / EXPENSES

2006 2005

£000's £000's

Loss / (Gain) on foreign exchange 152 (90)
Auditors' remuneration payable for the audit of the company's annual accounts 4 -
Non-audit fees for the other services pursuant to legislation - Tax services 6 -

- Other services - -

In the prior year the audit fee of £4,000 was paid by other companies within the Abbott Laboratories group of companies

4 INTEREST RECEIVABLE AND SIMILAR INCOME

2006 2005
£000's £000's
Bank interest - 1
Loans to other affillated undertakings 404 338
404 339

5 INTEREST PAYABLE AND SIMILAR CHARGES
2008 2005
£000's £000's

Other loans

N
'




ABBOTT CGAPITAL INDIA LIMITED

NOTES TO THE ACCOUNTS (Continued)
For the year ended 30 November 2006

6 STAFF COSTS AND DIRECTORS EMOLUMENTS

During the year, and the preceding year, all the directors were paid by other affilates within the Abbott Laboratores group of

companies The company had no other employees in either year

7 TAX CHARGE ON PROFIT ON ORDINARY ACTIVITIES

2006
The tax charge 15 based on the profit for the year and compnses £000's
UK Corporation tax at 30% (2005 30%) 112
Adjustments in respect of prior penods -
Foreign tax on share transfer 1,078
Current tax charge for the year 1,190

The difference between the current tax amount shown above and the amount calculated by applying the standard rate of UK

corporation tax to the profit before tax is as follows

2008
£000's
Profit on ordinary activities before tax 223
Tax on profit on ordinary activities at standard UK corporation
tax rate of 30% {2005 30%) 67
Relef for foreign tax -
Expenses not deductible for tax purposes 45
Foreign tax on share transfer 1,078
Ad)justments n respect of prior penods -
1,190

The foreign tax on share transfer was incurred in Incia due to the transfer of Abbott India Ltd shares from Abbott Equity Holdings

Unlimited to Abbett Capital India Lirmited in November 2005

8 FIXED ASSET INVESTMENTS

The following are included in the company net book value of fixed asset investments

2006
Subsidhary undertakings £000's
Cost and net book value at the beginning of the year 50,116
Addition -
Cost and net book value at the end of the year 50,116
The company has investments in the following subsidiary
Country of Pnncipal 2006
Incorperation Activity Holding
Abbott India Limited Incha Healthcare 617%

Under section 228 of the Companies Act 1985, the company 1s exempt from the requirement to prepare group accounts

9 DEBTORS
2006
£000's
Due from other group undertakings faling due within one year 9,839
Corporation tax recoverable 31
9,870
10 CREDITCRS
2006
£000's
Accruals 16
11 RECONCILIATION OF MOVEMENTS IN EQUITY SHAREHOLDERS' FUNDS
2006
£000's
(Loss) / Profit for the financial year (967)
Share premium on share 1ssue in the year -
Net (deduction} / addition to shareholders’ funds (967)
Opening shareholders’ funds 60,972

Ctosing shareholders' funds 60,005




12 RESERVES

Profit and Loss Account
At 1 December 2005
Loss for the year

At 30 November 2006

13 CALLED UP SHARE CAPITAL

Authonsed
100 ordinary shares of £1 each

Called up, alfotted and fully paid
2 ordinary shares of £1

ABEBOTT CAPITAL INDIA LIMITED

NOTES TO THE ACCOUNTS {Continued)
For the year ended 30 November 2006

14 ULTIMATE HOLDING COMPANY AND GRCUP STRUCTURE

a) The company Is exempt under the Companies Act 1985 from the obligation to prepare and deliver group accounts

‘I\)
[=]
I3

100

£000's
10,856
(967)

9,889

oy
o
=
I lon

100

The smallest and largest group into which the results of Abbott Capital India Limited are consolidated s the ultimate parent
company Abbott Laboratones, incorperated in the State of llnois, USA The consolidated accounts are available to the public

and may be obtamned from Abbgctt Laboratories, 100 Abbott Park Road, Abbott Park, IL60064-8400, USA The company's
immediate parent company I1s Abbott Asia Investments Limited, incorporated in the United Kingdom

b) A matenal element of the company’s transactions are transacted with companies in the Abbott Laboratories Group As

permitted by Financial Reporting Standard 8, details of such transactions are not provided in these accounts as the
company s a wholly-owned subsidiary undertaking and the consolidated accounts of the group are availlable to the public

(see (a) above)
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wott 2006 Annual Report

nsohdated Statement of Earnings
‘&S and Shares i thousands axceqt per shar dats)

ar Ended December 31 2006 2005 2004
it Sales $22 476,322 $22,337,808 $19,680,018
18t of products sold 9,815,147 10,841,111 8,884,157
1search and development 2,255,271 1,821,175 1,686,753
squired n-process and collaborations research and development 2,014,000 17,121 279,006
ling, general and edministrative 5,349,685 5,496,123 4,921,780
ital Operating Cost and Expenses 20,434,103 17,975,540 15,781,696
peratng Earmings 2,042,218 4,362,268 3,898,320
ot interest expense 292,347 153,662 149,087
‘come) from TAP Phammaceutical Products Inc joint venture (475,811) {441,388) {374,984)
et foreign exchange (gain} koss 28,441 21,804 29,059
ther {income) expense, net (78,128) 8,270 {30,442)
armings from Continuing Operations Before Taxes 2,276,370 4,619,820 4,125,600
axes on Eamings from Continuing Operations 559,615 1,247,855 949,764
amings from Conbnuing Operations 1,716,755 3,372,065 3,175,836
arnings from Discontinued Operations, net of taxes — - 60,015
<at Earnings $ 1,716,755 $ 3,372,065 $ 3,235,851
3asic Earnings Per Common Share —
Sontnuing Operations $ 112 $ 217 % 203
xscontinued Operations - - 004
Net Earmings § 112 $ 217 $ 207
Diluted Earmings Per Commaon Share —
Continung Operations % 112 $ 216 L 202
Discontinued COperations - — 004
Net Earnings $ 112 $ 218 $ 208
Average Number of Common Shares Outstanding
Usad for Basic Earnings Per Common Share 1,529,848 1,552,457 1,560,557
Dhiutve Comman Stock Options and Awards 6,876 11,646 10,054
Average Number of Commen Shares Qutstanding
Plus Diiutve Common Stock Options and Awards 1,536,724 1,564,103 1,570,611
Outstanding Common Stock Options Having No Diutve Effect 23.567 22,469 44 005
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i
Consolidated Statement of Cash Flows [
{dodars i thousands) !
Year Ended December 31 2006 2005 2004
Cash Fiow From {Used n} Operating Actnities of Contnutng Operations -
Net earnings $ 1,716,755 $ 3,372,065 $ 3,235,851
Less Earnings from discontinued operations, net of taxes — - 60,015
Earrings from continuing operations 1,716,755 3,372,085 3,175,836
Adjustments 1o reconcile earmngs from continung operations
1o net cash from eperating actmties of continuing operations —
Depreciation 983,485 868,808 840,591
Amorzation of intangible assets 575,265 490,131 448,108
Share-based compensation 329,957 30,140 28,989
Acqured n-process research and davelopment 1,927,300 17,131 279,006
Investing and financing (gamns) losses, net 277,388 125,328 47,400
Trade recewables (101,781) (98,216} (588,575}
Inventonss 104,653 (88,257) (285,328)
Prepaid expenses and other assets {283,455) (406,858) (431,436)
Trade accounts payable and other kabilines {183,203 189,703 602,605
Income taxes {84,275) 537,429 188,826
Nat Cash From Operating Actsties of Continuing Operations 5,262,089 5,047,404 4,306,023
Cash Flow From {Used in) Investing Activities of Continuing Operations
Acquisitions of businesses and technologles, net of cash acquirad (7,923,163) (295,123) {2.327,821)
Investment 1n Baston Scientfic common stock,
note recevable and dervative financial instruments (2,095,780 - -
Acquisitions of property and equipment {1,337,818) (1,207,493) {1,201,633)
Other purchasas of investment secuntes (33,632) {15,670} 543,202)
Proceeds from salas of mvestment secunties 18,478 783,599 224,923
Other {25,712) 14,6800 14,433
Nat Cash (Used i) investing Actmties of Continuing Operatons (11,397,629} {720,087} (3,923,390)
Cash Flow From (Used i} Financing Actvbes of Continuing Operabions
Proceeds from (repayments of) commercial paper, net 5,004,000 {1,619,000) 813,000
Proceeds from issuance of ong-term debt 4,000,000 1,851,013 - 1,500,000
Repayment of long-term debt (3,532,408) (150,000) (1,650,000j
CQther borrowing transactions, net 179,225 90,820 142,908
Purchases of common shares (754,502) (1,302,314) {499,745}
Proceeds from stock options exercised, including income tax benefit 502,782 223,637 155,187
Dmdends pad (1,777.170) {1,688,472) (1,599,770)
Net Cash From {Used in) Financing Actities of Continuing Operations 3.621.927 {2,592,318) {1,138,320)
Efiect of exchange rate changes on cash and cash equivalents 73,966 {193,854 184,271
Net cash provided by operating actvities of discontinued operations )
and cash {usad in} rom investing and financing activihies of
£(59,088) and $700,000 in 2004, respectvely 67,152 127,012 801,920
Nat {Decrease) Increasa m Cash and Cash Equivalents (2,372,495) 1,668,059 230,504
Cash and Cash Equvalents, Beginning of Year 2,893,687 1,225,628 995,124
Cash and Cash Equivalents, Enad of Year $ 521,192 $ 2,893,687 $1,225,628
Tha accompaning notes 1o consolidated fnancial staterments ere en integral pant of ihis statement.
45



Consolidated Balance Shest

Abbott 2006 Annual Repart

{Collars s thousands)

December 31 2006 2005 2004

Liabilites and Shareholders’ Investment

Current Liabiiities

Shart-term barrowings $ 5,305,985 T 212,447 $ 1,836,649

Trade accounts payable 1,175,590 1,032,516 1,054,464

Salanes, wages ant COmmISSIoNs 807,283 625,254 637,333

Other accrued habilities 3,850,723 2,722,685 2,491,956

Dmdends payable 453,994 423,335 405,730

income taxes payable 262,344 488,926 156,417

Current portion of long-term debt 95,278 1,849,563 156,034

Liabibties of operations held for sale ~ 60,788 87,061

Total Current Labifities 11,951,195 7,415,514 6,825,644

Long-term Debt 7,009,664 4,571,504 4,787,934

Post-employment Obhgations and Other Long-term Liabiidies 3,183,127 2,154,775 2,606,410

Liabiites of Operations Held for Sale - 1,062 1,644

Deferred Income Taxes - 583,077 220,079

Commutments and Contingancies

Shargholders” Investment

Preferred shares, one doilar par value

Authonzed — 1,000,000 shares, nong issusd - -~ -

Common shares, without par value

Authonzed — 2,400,000,000 shares

Issued at stated capital amount —

Shares 2006 1,550590,438,

2005 1,553,768,958, 2004 1,575,147,418 4,290,929 3,477,460 3,188,465

Common shares held 1n treasury, at cost —

Shares 2006 13,347,272, .

2005 14,534,979, 2004 15,123,600 (195,237} {212 255) (220,854}

Earrings employed m the business 9,568,728 10,404,568 10,033,440

Accumtilated other comprehensive ncomsa (oss) 389,766 745,498 1,323,732

Total Shareholders’ Investment 14,054,186 14,415,271 14,325,783
$35,178,172 $29,141,203 $28,767,494

a7
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Abbolt 2006 Annual Report

Consolidated Balance Sheet

{tokzrs m thousands t
Gecember 31 2006 2005 2004
Assets
Current Assets
Cash and cash equivalents $ 521,192 $ 2,833,687 $ 1,225,628
Investments 852,243 62,406 833,334
Trade recevables, less aliowances of —
2006 $215,443, 2005 $203,883, 2004 $231.704 4,231,142 3,576,794 3,696,115
Inventories
Finished products 1,338,349 1,203,557 1,488,939
Work in process 686,425 630,267 582,787
Matenals 781,847 708,155 548,737
Total inventones 2,806,421 2,541,979 2,620,463
Defarred ncome taxes 1,716,916 1,248,569 1,031,746
Cther prepad expenses and recevables 1,153,969 932,691 1,080,143
Assats held for sale - 129,802 247,056
Total Current Assets- 11,281,883 11,386,028 10,734,485
Investments 1,229,873 134,013 145,849
Property and Equipment, at Cost
Land 488,342 , 370,949 338,428
Buldings 3,228,485 2,655,356 2,519,482
Equipment 9,947,503 8,813,517 8,681,855
Construchon m progress 737,609 920,689 962,114
14,401,939 12,760,421 12,501,689
Less accurnudated dspreciabon and amortzation 7,455,504 6,757,280 6,493,815
Net Property and Equipment 6,946,435 8,003,141 6,007,874
Intanguble Assets, net of amorbzahon 6,403,619 4,741,647 5,171,584
Goodwil 9,445,281 5,219,247 5,685,124
Deferred income Taxes and Other Assets 867,081 1,624,201 952,929
Assets Held for Sale - 32,926 69,639
$36,178,172 $29,141,203 $28,767 454
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Abbaott 2006 Annual Repart

Consolidated Staterment of Shareholders' Investment
{dolars in thousands except per share dain)

Year Ended December 31 2006 2005 2004

Common Shares

Beginning of Year

Shares 2006 1,553,769,958, 2005 1,575,147,418, 2004 1,580,247,227 $ 3,477,460 $ 3,189,485 $ 2977718
Issued under ncentive stock programs

Shares 2006 14,456,341, 2005 8,752,085, 2004 6,811,550 526,435 299,329 208,880
Tax benefit from optien shares and vesting of

restncted stock awards (no share effect} 42,062 52,363 22,871

Share-based compensation 337.428 28,731 28,725
Issuance of restricted stock awards (52,392) {27,125) {25,528)
Retred — Sharas 2006 17,635,861, 2005 30,124,545, 2004 11,911,359 (40,084) (65,303) (23,201)
End of Year

Shares 2006 1,550,590,438, 2005 1,553,769,958, 2004 1,575,147.418 $ 4,290,929 $ 3,477,460 $ 3,189,465
Common Shares Held in Treasury

Baginning of Year

Shares 2006 14,534,979, 2005 15,123,800, 2004 15,729,296 $ {212,255) $ (220,854) $ (229,696)
Issued under Incentive stock programs

Shares 2006 1,197,838, 2005 588,821, 2004 605,496 17,492 8,599 8,842
Purchased

Shares 2006 10,131 (474) - -

End of Year .

Shares 2008 13,347,272, 2005 14,534,979, 2004 15,123,800 $ (195,237 $ (212,255 $ (220,854)
Earmings Employed in the Business

Beginning of Year $10,404,568 $10,032,440 $ 0,601,484
Net earnings 1,716,755 3,372,065 3,235,851

Cash dhadends declared on common shares

{per share — 2006 $1 18, 2005 $1 10, 2004 $1 04) (1,807,829) (1.704,077) {1,622,148)
Spin-cff of Hospira, Inc - - (761,916)
Cost of common shares retired in excess of stated capital amount (780,152) (1,315,397 {527,197)
Cost of treasury shares 1ssued below market value 35,386 18,537 17.366
End of Year $ 9,568,728 $10,404,568 $10,033,440
Accumulated Other Comprshensive Income [Loss)

Beginning of Year $ 745,498 $ 1,323,732 $ 832,752

Other comprehensive income loss) and spin-off of Hospira, Inc 898,266 (578,234) 690,980
End of Year, before adoption of new accounting standard 1,643,764 745,498 1,323,732
Adustment to recogrize net actuanal gain floss)

and pror sernce ¢ost as a component of accumulated

other comprehensive income (oss), net of tax {1,253,998) — -

End of Year $ 389,766 $ 745,498 $ 1,323,732

Comprehensivg InComeg { $ 2,615,021 $ 2,793,831 $ 3,906,932

Tre accompanying notes 1o consolidated financial statements are an integral part of thes statement
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Notes to Consolidated Financial Statements

Note 1 — Summary of Signdficant Accounting Policies

Nature of Business ~ Abboll's principal business 1s the discovery,
davelopmant, manufacture and sale of & broad kne of health
care products

Concentration of Risk and Guarantees — Dus 1o the nature of its
aperations, Abbott s not subject to significant concentration nsks
relating to customners, products or geographic locations, except that
three U S wholesalers accounted for 23 percent, 24 percent and
20 percent of frade recewables as of December 31, 2006, 2005 and
2004, respectively Product warrantes are not significant

Abboti has no matenal exposures to off-balance shest arrangements,
no special purpose entites, nar actavties that include non-exchange-
tradiad contracts accounted for at fair value, except the denvative
financial instrumerts refated to the investment in the Boston Scientrfic
common stock and loan Abbott has penodically entered Info agres-
ments i the ordinary course of busimess, such as assignment of
product nghts, with other companes which has rasulted in Abbott
becoming secondanly liable for obligations that Abbott was praviously
primanly kable Since Abbott no longer mantans a business relation-
ship with the other partes, Abbott 1s unable 1o develop an estimate of
the maximum potential amount of future payments, if any, under these
obligations Based upon past expenence, the likelihood of payments
under these agreements is remote  Abbott penodically acquires small
comparues of product nghts in which Abbolt agrees 1o pay contingent
congideration basad on attaning certain thresholds In connection
with the spin-off of Hospira, Abbott has retained habiliies for taxes

on income pror 1o tha spin-off and cerain potential habiies, it any,
related 1o alleged iImproper pncing practices in connection with federal,
state and private rembursement for certan drugs

Basss of Consoldation ~ The consohdated financlal statements
include the accounts of the parent company and subsidianas, after
elimination of ntercompany transactions The accounts of foreign sub-
sidianes are conscldated as of November 30, due 1o the tme headed
10 consolidate thesa subsidiaries In December 2005, certan foresgn
subsidianes borowed approximately $1 4 billon These borrowings
and related interest expense hava been reflected on the December 31,
2005 Conschdated Balance Sheat and 2005 Consolidated Staternent
of Earmings No other events occurred related to these forexgn subsid-
ianes in December 2006, 2005 and 2004 that matenally affected the
financial position, results of operations or cash flows

Use of Estimates — The financial statements have been prepared

in accordance with generally accepted accounting pnnciples in the
United States and necessarlly iInclude amounts based on estimates
and assumptions by management Actual results could differ from
those amounts Sigruficant estimates include amounts for sales
rebates, ncome taxes, pension and other post-employment benefits,
valuation of intangible assets, kugation, share-based compensation,
dervative financia! Instruments, and inventory and accounts recevable
exposures

Revenus Recognition — Revenua from product sales 1s recognized
upon passage of title and nsk of loss to customers Provisions for
discounts, rebates and sales incentives to customers, and returns and
other adjustments are provided for n the penod the related sales are
recorded Sales incantves to customers are not matenal Histoncal
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data 1s readily available and reliable, and 1s used for estimating the
amount of the reduction n gross sales Revanue from the launch

of a new product, from an improvad version of an existing product,
or for shipments in excass of a customer's normal requirements

are recorded when the conditons noted above are met In those
situations, managerment records & returns reserve for such revenue,
i necessary Salas of product nghts for markstable products are
recorded as revenue upen disposition of the nghts Bevenue from
Ircanse of product nghts, or for performance of research or seling
achvities, 1s recorded over the perods earned

Income Taxes — Deferred income laxes are provided for the tax effect
of differences between the tax bases of assets and labiliies and ther
reported amounts in the financial statermants at the anacted statutory
rate to be 1 effact when the taxes are paid U S income taxes are
provided on thosa sarnings of foreign subsidianes which are mended
to be ramittad to the parent company Except for taxes on dividends
that werg remitted undar the Amencan Jobs Creation Act of 2004,
defarred ncome taxes are not provided on undistributed eamings
renvested indefintely 1 foreign subsidianes as working capital and
plant and equipment LoOss contingency provisions are recorded

for the estimated amount of audit settlements under the provisions

of Statement of Financial Accounting Standards (SFAS) No 5,
“Accounting for Contingencies ”

Pansion and Post-Employment Benelits — Abbott accrues for the
actuanally daterrmuned cost of pension and post-employment benefits
aver the service attnbution pencds of the employess Abbott must
develop long-term assumptions, the most significant of which are

the health care costs trend rale, discount rate and the expected
return on plan assets Differences betwesn the expected long-term
return on plan assets and the actual return are amorhzed over

B five-year penod Actuanal losses and gains are amortized over the
remaining service attnbution penods of the emplayees under the
comdor method On Decernber 31, 2008, Abbott adopled the prowv-
sions of SFAS No 158, “Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Ptans * The new statement requires
immediate recognition of the deferrals on the balance sheet with &
correspondmng charge to Accurmnulated other comprehensive Income
(loss) Adopton of this statement on Decamber 31, 2006 rasulted in a
decrease in Abbott’s sharaholders’ equity of approximately $1 3 biion

Valuabon of Intangible Assets — Purchased intangible assats are
recorded et far value The far value of ssigrificant purchased intangible
assets 15 based on independent appraisals Abbott uses & discounted
cash fiow modei to value intanglble assets The discounted cash flow
modsl requires assumptions about the tming and amount of future net
cash inflows, risk, the cost of caprtal and terminal values Intangible
assets and goodwill are reviewad for smpasment at least on a quarterty
and annual bass, respectvely

Share-Basad Compensahon — Through December 31, 2005,

Abbott measured compensation cost using the ntrinsic value-based
msthod of accounting for stock options and replacement stock
pphions granted to employees Restncted stock awards and unis have
been amortizad ovar theyr vestng penod with a charge 10 compensa-
tion expense In 2006, Abbott adopted SFAS No 123 (rovised 2004),
“Share-Based Payment,” which requires that the far valus of stock
options be recorded in the resuits of operations
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Litrgation —~ Abbott accounts for litigation losses in accordance
with SFAS No 5 Under SFAS Na §, loss conlingency provisions
ara recorded for probable losses al management’s best estimate

of 2 10ss, or when a best estmate cannot be made, & mrumum loss
contingency amount is recorded

Cash, Cash Equivalents and Investments — Cash equivalents consist
of time dapastts and certficates of depost with onginaj maturibes of
three months or iess Investments in marketable equity secunties are
classified as avallable-for-sate and are recorded at falr value wath any
unrealized holding gans of losses, net of tax, Included i Accumulated
other comprehensiva income §oss} Investments In equity secuntles
that are not traded on public stock exchanges are recorded at cost
Abbiott moniors equity investments for other than temporary dechnes
in far value angd charges imparment losses 10 Ncome when an other
than temporary decline in estimated valus accurs Investrments n
debt secuntes are classified as held-to-maturity, as management has
both the intent and ability to hold these secunties to matunty, and

ara reparted at cost, nat of any unamortized prermum or discount
income relating to these secunties is reported as a componant

of nterast iIncome

Abbott raviews the carmying vaiue of nvastments n equity securities
each quarter to determine whether an other than temporary decline
i market value exists Abbott considers factors affectung the investes,
factors affecting the ndustry the investes operates i, and general
equity market trends Abbott considars the iength of time an invest-
ment's market value has been below camying value and the near-term
prospects for recovery to carrying value When Abbott determines
that an other than temporary decline has occurred, the nvestmant

is wntten down with a charge to Other (income) expense, net

Inventones — invenlones are stated at the lower of cost {first-in,
first-out Dasts) or market Cost mcludes matenal and conversion costs

Property and Equipment — Depreciation and amortizatilen are
provided on a straight-ine basis over the estmated useful ives of the
assets The folowing table shows estimated useful ves of property
and equipment

Classiication Estimated Useful Lives
Builaings 10 to 50 years (averaga 27 yoars)
Equipment 3 to 20 years (average 11 years)

Froduct Liability — Abbott accrues for product hability claims,

on an undiscounted basis, when it 13 probable that a liability has been
incurred and the amount of the kabifity can be reasonably estimated
based on exsting nformation The babiiies are adjusted quarnterly as
additional information becomes available, Recevables for insurance
recovanes for product liability clams are recorded as assets, on an
undiscounted basis, when it s probable that a recovery will be real-
zed Abbott cames third-parly nsurance coverage in amounts that
reflect historical loss expanencs, which does not include coverage
for catastrophuc losses

Research and Development Costs — Internal research and develop-
ment costs are expensed as incurred Clinical trial costs ncurmed by
third parties are expensed as the contracted work 1s performed Where
contingent milestone payments are dus to third parties under research
and davelopment arrangements, the mdestone payment obligations
are expensed when the milestone results are achieved
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Note 2 — Supplamental Financial information

{oodars w thousands)

Cumrent lnvestments 2006 2005 2004
Time deposits and

certficatas of depast § 78994 $ 62406 3833334
Boston Scientific comemon stock 775,249 - -
Tod $ 852243  $ 62,408 $833,334
Long-term bwestrnents. 20068 2065 2004
Boston Scientific common stock $ 248049 § - % -
Other equity secunties 129,830 116,447 125,541
Note receivable from Boston

Scentific, 4% interest 837,260 - -
Other 14,734 17.566 20,308
Totsl $1,220873 $134,013  $145,840

The cost bass of the Boston Scientific shares accounted for as avail-
able-for-sale secunties as of December 31, 2008, 1s $1,326,000. The
falr value of the avatable-for-sale shares was $1,023,000 at December
31, 2006, resulting n a chargs of $182,000 to Accurnulated ather
comprehensive iIncome {loss), net of income tax benefits of $121,000

The decine in the far value of the Boston Sciantific shares, as noted
above, 1s considered by managemeant to be temporary as these shares
have been owned by Abbott for a relativety short penod of time and
Abbott has bath the abitty and Intent te hold the shares for a penod

of tme to allow for the dechine In value 1o reverse

Cther Accrued Liablitias 2006 2005 2004
Accrued rebates payable

10 govemnment agencles $ 860,875 § 620,300 $ 519,853
Accrued other rebates () 390,883 208,514 202,363
Ali ather 2788985 1895871 1,768,940
Total $£3.850,723 $2,722,685 $2,491,956

(8 Acciued wholssaler chargeback rebates of $122,729 $83 551 and $72 834 at
December 31, 2008 2005 and 2004, respettively, e netiad n trade recevables
mmmm&ammhmmmm:
mmmwmammmmmmﬁtummmm
price lor the procucts.

Post-employment Obbgations and

Other Long-term Liabilties 2008 2005 2004
Definad benallt pension plans and

post-employment medical and

dental plans for sigruficant plans $1897,525 $1,087,158 $1,248.006
Minimum pension liabiity adjustments - 15,003 577,432
All other 12666802 1052613 782,972
Total $3,163 127 $2,154,775 $2.606.410
Nat Intarest Expense 2008 2005 2004
Interest axpense $ 416172 $ 241,355 $ 200,206
Interast income (123,825) {87.603) 51,119)
Total $ 202,347 $ 153,882 $ 149,087

The increase in Other [come) expenss, nat for 2006 1s pnmarly due
to far-value gain adustments to certain denvatve financial instruments
ratated to the nvestment in Boston Scientlfic common stock
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Notes to Consolidated Financial Statements

Comprahensive Incorme, net of tax 2008 2005 2004
Foresgn currency gain (loss)

transiation adjustments $1,033,968 § (853,726) § 881,139
Mrumum pension liabiity adjustments,

nat of taxes of $(3,600) in 2006,

$(199,100) in 2005 and $45,700 n 2004 5,361
Unrealzed (osses) on marketabla

equity secwrities, net of income 1axes

of ${118,500), ${6,100) and $(29,100}

346,172 (75,947)

in 2008, 2005 and 2004, respactively (175.881) (8,218} (43,613}
Net adustments for denvative

instrumants designated as

cash fiow hedges 36,659 38,574 {39,951
Aaclassification adjustments

for realized (gains} (1,831} (35) {30,547)
Other comprehensive incorne [loss) BOB.286 {578,234) 671,081
Net Eamings 1,796,756 3,372,085 3,235,851
Cormnprehensive InCome $2,615021 $2,793,831 $3,906,932
Supplemental Comprahensive

Income Information, net of tax 2008 2005 2004
Cumulative foresgn curency

transiation (gain) adjustments %(1,705,143)  ${761,175) ${1,714,901)
Curnulative runimium pension

llabiity adjusiments - 8,031 355,103
Net actuanal losses and pnor

service cost and credits, net 1,257 568 - -
Curnutative unrealized losses (gains)

on marketablg equity securttias 169,275 (B.447) (17,701}
Cumuiative {gaing) losses on dervative

instruments designated as

cash fiow hedges (21,466) 15,193 53,767

On December 31, 2006, Abbott adopted tha prowisions of SFAS
No 158 “Employsrs’ Accounting for Defined Benefit Pension and
Other Postratiremant Plans ™ Adoption of this statement resulted
it &8 decrease in Abbott's sharsholders’ equity of $1,257.568,

net of taxes of approxsmatsty $733,000

Supplemental Cash Flow Information 2006 2005 2004
Income taxss paid $1.261,711 §746,504  $675.728
Interest pasd 428,868 213,067 197 564

Note 3 — Financial nstruments and Dervatives

Certan Abbot! foreign subsidianes enter into forergn curmency forward
axchange contracis to manage exposures to changes in foreign
axchange rates for anticipated intercompany purchases by those
subsidianes whoss functional curencies are not the U S dollar

Thesa contracts, totaling $768 milion, $222 milton and $384 milion

at December 31, 2006, 2005 and 2004, respectively, are designated
as cash flow hadges af the vanability of the cash flows due to changes
i foreign exchangs rates Abbott records the contracts at fair value,

Abbott 2006 Annual Report

resulting In credits of $15 9 milhon and $38 & milbon to Accumutated
other comprehenstve income (ioss) in 2006 and 2005, respectively,
and a charge of $40 O million in 2004 Ineffectiveness recorded 1n
2006, 2005 or 2004 was not significant Accumulated gans and
losses as of December 31, 2008 wii be included mn Cost of products
sold at the time the products are soid, genarally through the next
tweive months

Abbott enters into foreign currency forward exchange contracts

to manage cunency exposures for foreign cumency denominaied
third-party trade payables and recevables, and for intercomparny
loans and trade accounts payable where the recevable or payabia is
denominated i & currency other than the functional currency of the
entity For intercompany [oans, the contracts require Abbott to selt or
buy foraign currencies, pnmarlly European currencies end Japanese
yen, In axchange for pimarily U S dollars and other European curren-
cies For intercompany and trade payables and recenables, the
currency expasures arg prmarlly the U S dollar, Evropean currencles
and Japanese yen These contracts are recordad at far value, with
the resulting gains or losses reflected 1n income as Net foreign
exchange (gain) loss At December 31, 2008, 2005 and 2004,
Abbott held $5 6 bilhon, $3 9 bikon and $3 3 bilhon, respactively,

of such foreign currency forward exchange ¢ontracts

Abbotl1s a party to intarest rate hedge contracts totakng $1 5 bikon

to manage ts exposure ta changes in the far valug of $1 5 bilkon of
fixad-rate debt due 2002 through 2014 Thess confracts are desig-
nated as far valug hedges of the vanabity of the far value of fixed-rate
debt dus to changes m the long-term benchmark interest rates

The efect of the hedge 1S to change a fixed-rate nterest obhgation

10 a vanable rate for that portion of the debt Abbott records the
contracts at fair value and adjusts the carmyng amount of the fixed-rate
debt by an offsetting amount No hedge ineffectveness was recorded
i income 1 2006, 2005 and 2004

In connection with the acquistion of the common shares of Boston
Screntific, Boston Scientiic Is entltled 1o certain after-1ax gains upon
Abbott's sale of the common shares In addition, Boston Scientific
agreed to ramburse Abbott for cenain borrowing costs on debt
incusred to acquire the Boston Scientific shares

Gross unrealized holding gains flosses) on avaltable-for-sale equity
securlties totaled $21,100,000 and ${304,000,000), respectvely, at
December 31, 2006, $17,700,000 and $(3,500,000), respectively, at
December 31, 2005 and $30,800,000 and ${1,100,000). respactvely,
at Decembar 31, 2004

The camying values and fair values of certan financial mstruments

as of December 31 are shown in the table below The cartying values
of all other financial instruments approximate therr estimated lar
values Far vaiue s the quoted market prce of the instrument hald

or the quoted market price of & similar nstrument The counter parties
to financial instruments cansist of salect major internabond financial
nstitutions Abbott does not expect any losses from nonperformance
by these counter partias
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{aokars 0 milllons) 2006 2004
Camng Fair Carrying Fair Carrying Fair
Value Value Value Value Value Value
Current Investments T
Available-for-Salp Equity Secunties $ 7152 § 7782 $ - $ - $ - $ -
Qther 770 770 624 624 8333 8333
Long-term Invesiments
Avalabla-for-Sala Equity Secunties 3779 3779 116 4 1164 1265 1255
Note Raceivable 8373 B49 1 - - - -
Cther 147 145 i78 175 203 206
Total Long-term Dabt 7,104 9) 71132 B.42117) {6,375 1} {4,544 O} Boi2 8
Foraign Currency Forward Exchange Contracts
{Payable) posivon 856) (85 8} {33 5} {33.5) M7 ) M7
Recatvable poshion 336 338 188 188 arz arz
fnterest Rate Hedge Contracts {B4 5} {84 5) (82 4) (B2 4) @n 37
Boston Sclentific dervative financial Instruments {11 4) 114 - - - -
Nate 4 — Post-Employment Benefits
{dolars i thousanas)
Retirement plans conaist of defined benefit, defined contribution,
and medicai and dental plans {nfonmation for Abbott's major defined
beneiil pians and post-employment medical and dental benefit
plans is as follows
Defined Benefit Plans Medical and Derntal Plans
2006 2005 2004 2006 2005 2004
Prajected benefit obligations, January 1 $5,041,066 $4.753,225 $4,646,321 $1.202301 $1,112,124  $1,241,845
Sarica cost — benafits eamed during the year 218,662 205,286 187,148 55,618 43,554 34,628
Inierest cost on projected benedt oblgations 275,389 259,709 253,248 79,988 64,088 64,064
Losses {gamns), pnmarty changes i discount end medical
trend ratas, plan design changes, law changes gnd diffsrences
batwesn actual and astimated health care costs 64,003 142,453 174,669 133.766 138,442 (44,707
Banefits paid (212,630} (195,964} {191,543} B7.511) 65,907 (87.232)
Acquisitions in 2008 and spin-off of Hospira in 2004 88,024 - (425,069) 26,250 - (116,464)
Other, pnmartly forexgn curency translabon 141,526 {123,823) 108,452 - - -
Projected benefit obligations, December 31 $5,614,060 $5,041,086  $4,753,225 $1,520,412  $1202301 $1,112,124
Plans' assets at faur value, January 1 $4,348,779  $3,465666 $3,017,732 $ 149080 § - 8 —-
Actual return on plans’ assats 507,223 384,912 285,794 22 954 9,080 -
Company contnbutions 266,269 755,082 565,909 107,51 205,907 67,232
Benefits paid (212,630 {195,964) [191,543) B7.511) (65.907) (BT 232)
Acquisitions in 2008 and spin-off of Hospira in 2004 92,760 - (262,109} - - -
Other, primanty foreign cusrency transiabon 83,225 (61,817 49,883 - - -
Plans' assets at falr vaiue, December 31 $£5085626 $4,348,779 § 3,465,668 § 212035 $ 146080 § -
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Definad Benefit Plans Medical and Dental Plans

2006 2005 2004 2006 2005 2004
Projacted banafit ablgatkons greater than
plans' pssets, Dacemnber 31 $ (528.434) $ (692,307 1,287,559 $01,308,377  $(1.143.221}  $(1,112,124)
Unrecogrized actuarial losses, nét 1,501,409 1,494,915 697,717 587,976
Unrecognized pror sanice ¢ost (tredits) 5,004 (5,835) (264,409} (285,855)
Nat prepaid (accrued) benefit cost $ 814,108 §& 21,521 $ (710003 & (808,807
Long-term assets § 84,266 $ -
Short-term habiities (23,552) -
Long-ten babiites {589,148) (1,308,377
Nat liabiity $ (528,434) $(1,308,377)
Accrued benefit cost % (483,789} $ (617,539 $ (710003) $ (BUS.BGT)
Prepaid benefit cost 1,262,892 241,622 - -
Intangible assats 130 17,261 - -
Accumuiated other comprehensive income (oss) 14,873 560,171 - -
Nel prepaid (accrued) benafit cost $ 814,106 & 201,50 $ (710,003 $ 1{809,807)
Amounts Racognized in Accumulated Other
Comprahensiva lncome Jjoss)
Actuanal losses, net $1,343,052 § 785,778
Prior service COst (credits) 42,659 {248,947)
Total $1,385,711 $ 536,831
Serace cast — banefits eamed during the year $ 218662 $ 205285 § 187,146 ¢ 55618 $ 43554 § 34628
Imerest cost on projected benefit obligations 275,389 259,709 253,249 78,988 64,088 54,054
Expected retum on plans’ assets {382,220 {360,304} {295,294) 116 253) {11,948 -
Amortization of actuanal Josses 78,288 65,744 20,778 44812 31,569 27,453
Amortization of pror sarace cost (credits) 341 68 1,033 {21,160) {21,160) 121,803)
Total cost 190,480 170,503 175910 142,805 106,103 104,332
Discontinuecd operations - - ©.781) - ~ {14,349)
Neat cost of continung operations $ 190480 & 170508 § 166128 $ 142805 $ 106108 § E9,983
The pratax arnount of actuaria) Josses and pnor service oost {Credits) Hajances Balances
nciuded in Accurnulated other comprehensive mcome (oss) at Before After
Decamber 31, 2006, that i axpected to be recognized in the net Adapuon of Adopton of
penodic benefit cost n 2007 1s $80,900 and $3,300, respectvely, fAaiance Sheet Caption Standard Adustments  Standard
for defined benefit pension ptans and $48,500 and $(21,500), respec- Defarrad Incoma Taxes
tvely, for medical and dental plans and Other Assets $ 1,820,785 § (953.704}§ 8E7.081
On December 31, 2008, Abbott adopted the provisions of SFAS Past-employment Obigatiaas and
No 158, “Employers’ Accounting for Defined Benefit Pension and Other Long-team Liaties 2450643 712484 3163127
Other Postratirement Plans * The provisions of this standard require Defired income tax fabiities 365,655  (366.655) -

Agcurmuiated Other

the mmediate racognition of deferrals on the balance shest with a
comesponding charge to Accumulated other comprehensive income
(foss) Tha foliowing table summarizes sgrificant changes balance
sheet ine items befors and after the aduption of the provisions

of this standard

Comprehensiva Income koss)
Total Sharsholders' trvestmant
Total Assats and Tols) Liablites
and Sharehoiders’ investment

1,643,764
15,308,184

(1,253,998) 389,766
{1.253,998) 14,054,188

37,128,740 {851,568} 36,178,172

The projected benefit obligatons for non-U 8 defined benefit plans
was $1,483,000, $1,148,000 and $1,132,000 at Dacember 31, 2006,
2005 and 2004, respectvely The accumuiated benefit obhgations for
all defined benafit plans was $4,738,000, $4,158,000 and $3,954,000
at Décember 31, 2006, 2005 and 2004, respectively For plans

where the accumulated benefit obligations exceeded plan assets at
Decamber 31, 2006, 2005 and 2004, the aggregate accumulated
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benefit obliganons were $544,000, $465,000 and $3,053,000, respec- The weighted average asset allocation for Abbott's U S defined
tivaly: the prajectad banefit obligations were $592,000, $508,000 and benefit plans and medical and dental plans by assét category is shown

$3,738,000, respectvely, and the aggregate plan assels were i the table below Abbott’s intemational defined benefit plans have

$22,000, $5.000 and $2,909,000, respectively similar equity content

The weighted average assumpuions used to determine benefit Asset Catagory 2008 2005 2004

obhgations for defined bensfit plans and medical and dental plans as Equity securities 75% 74% 73%

of December 31, the measurement date of the plans, are as follows Fixed income secunties 25 26 27
2006 2006 2004 Total 100% 100% 100%

Discount rate 57% 65% 56%

The mnvestment mix between equity securities and fixed iIncome
securitles is based upon achweving a desired return, balancing Migher
return, more volatle equiity secunties, and lower return, less volatile
fixed income Secunias Abbott's domestic plans arg mnvested in diver-
sfied partfalios of public-market equity end fixed ncome secunties
investment allocations are made across a range of markets, industry

Expected apgregats averags
long-term change in compensation 42% 42% 42%

Tha weightsd average assumptions used 1o determine the net cost for
defined benefit plans and medical and dental plans are as follows

2008 2005 2004 spctors, capialization sizes, and, In the case of fixed ncome secun-
Orscount rate 55% 5 &% 80% sy mammnties and credit qualty The plans do not disctly hold any
Expected retum on plan essets 85% B 4% 84%  gemunties of Abbott Abbott's ntemational defined benefit plans are
Expected aggregate avarage invested in a correspending mannet, with some vanance in portfcio
long-term change In compensation 42% 42% 4 3% structure around local practices

The plans' expectad returmn on sssets, as shown above, |s based on
management's expectanons of long-term average rates of return to
be achieved by the underlying mvestment portfolios in establishing

The assumed health care cost trand rates for medical and dental plans
at Decernber 31 were as follows

2008 2005 2004 g assumption, management considers tustoncal and expected
Health care cost rend rate retums for the assat classes in which the plans are nvested, as well
assurnad for the next yesr 7% % 7%  gg cument economic and capial market conditons
Rate that the cost trend ratg
gracually dectines 10 5% 5% 5% Abbott funds 1ts domestic penston plans according to IRS funding
Year that rete reaches the Wrutations 'n 2006, 2008 and 2004, $200,000, $641,000 and
assumed wtimats rate 2012 2012 2007 $482,000, respectively, was funded to the mam domestic pension

plan international pension plans are fundied according to similar
regulations Abbott expects pension funding for its main domestic

The discount rate used to measurs liabites as of December 31, 2006
pension plan of $200 milion annually

and 2005 was deterrnined based on high-guality fixed income secun-

ties that match the durabon of the expecied retree benefits, Pror 1o Total benefit payments expected 1o be paid to participants, which
December 31, 2005, the discount rate was detenmined by reference includes payments funded from company assets as well as pad from
to a composite corporate AA bond Index The health care cost trend the plans, are as follows

rate represents Abbott's expected annual rates of change in the Definsd Medical and
cost of heaith care benefits and 1s a forward prejection of health Banafit Plans Dental Plans
care costs as of the measurement date A one-piarcentage point 7007 $ 218600 $ 63,000
increasef{decrease) in the assumed health care cost trend rate 2008 230,000 73,000
would increase/{Cecrease) the accumulated post-employment benefit 2008 233,300 78,600
obiigations as of December 31, 2006, by $245,400/$(196,800), 2010 242,400 84,500
and the total of the service and interest cost components of net 2011 253,300 90,800
post-employment health care cost for the year then ended by 2012 t0 2016 1,513,500 527.500
approxmately $26,200/(20,400)

In 2004, Abbott reflected the requirements of Financial Accounting The Abbott Stock Retirement Plan 18 the principal defined contribution
Standards Board Staff Position No 106-2, "Accountng and plan Abbott's contnbutions to this plan were $102,000 in 2006,
Drsciosure Requiements Related to the Medicare Prescnption Drug, £100,000 1n 2005 and $57.000 in 2004

improvement and Modemization Act of 2003 * As a rasul, the Abbott provides certain other post-employment benefits, pamarily
projectad benefit abligations related to benefits attriuted to past satary continuation pians, to qualfying domestic employees, and
service were reduced by approximately $210,000 and the net cost accrues for the related cast over the sarvice ives of the employees

recognized In 2004 was reduced by approximately $33,000
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Note 5 — Taxes on Earnings
{dollars in thousands)

Deferred ncome taxes refiact the tax consequences on future years
of dfferences betwsen the 1ax bases of assets and habilities and their
financial reporting amounts U S income taxes are provided on those
samings of foreign subsidianes, which are intsnded to be remitted to
the parent company Except for taxes on dmdends that were remiited
under the Amencan Jobs Creation Act of 2004, Abbott does not
racord deferred Income taxes on earmings reinvested indefinitety in
foreign subsidiaries Undistributed earnings remvested indefinitety n
foreign subsiclianes as working capital and plant and eguipment
sogregated $7,319,000 at December 31, 2006 1t is not practicable 10
determine the amount of deferred income taxes not provided on these
eamings Abbott has recorded reserves for income tax loss contingen-
cies 1n accordance with SFAS No 5 The rmaxarnum possible lass in
excess of the recorded reserves 1S not matenal Inthe U S, Abbott’s
foderal Income tax retums through 2003 are setlled, and the income
tax retuns for years after 2003 are open

Earnings from continuing operations befors taxes, and the related
provisions for taxes on earnings from continuing operations,
were as follows

Eamings From Continuing

Operations Before Taxes 2008 2005 2004
Domestic § (86B,384) $2,068,232 $2,278,180
Foreign 3144754 2,551,688 1,847,420
Total $2.276,370 $4 619,920 $4,125600
Taxes on Earnings From

Continuing Operations 2006 2005 2004
Current

U S Federal and Possessions $ 491,579 $ 528213 §$ 172322
State 17.362 89,483 43,456
Foresgn 833947 616,118 461,740
Totat current 1,142,878 1,231,814 677,518
Deferred

Domestic (544,678} 4,708 295,030
Foraign {35,564} 17,035 (24,272)
Enacted tax rate changes {3,021} {5,703 1,488
Total defarred {583,2683) 18,041 272,246
Total $ 550,615 $1.247,855 § 049,764
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Differences batween the sffective income tax rate and the
U S stawstory tax rate wers as lollows

2008 2005 2004
Statutory tax rate on aamings
from conunuing operatons 350% 35 0% 35 0%
Benafit of lower 1ax rates and
tax exemptions in Puerto Rico,
the Netherlands and lreland (18 4) {6 4) 78
Effect of taxes on remittances of
foreign earmngs in connection with
the American Jobs Greation Act of 2004 - 53 -
Effect of nondeductible acguired
In-process research and devefopment 194 - 20
State taxes, net of federal benefit 03 12 11
Adjustrents pnmerity related
1o resolution of prior years”
accrual requirements &8 {18 {3.6)
Domestic dradand exclusion [632)] 2 7) 2 6)
Al other, net ~ {3 6) 0N
Eflactive tax rata on earnings
from contlnuing operabons 24 6% 27 0% 23 0%

As of December 31, 2006, 2005 and 2004, total deferred tax assets
were $3,172,933, $2,040,906 and $2,171,782, respectvaly, and tote!
deferred tax habiies were $1,136,964, $1,355,181 and $1,340,972,
respectively Vanation allowances for deferred tax assets were not
significant The tax effect of the differences that give nse to deferred
tax assets and labilites were as follows

2006 2005 2004
Compensation and employae benefits $ 921,313 $ 37578 § 247,885
Trada recelvable reserves 234,218 227,251 223,507
Inventory reserves 163,004 161,934 126,062
Deferred intercompany profit 390,144 319,402 379,580
State income taxes 51,494 49,153 {7.336)
Depreciation {134,649) (157.272)  (183.224)

Acqured n-process research and
development and other accruals and

reserves not cumently deductible 1,268,445 1,132,954 1,111,611

Other, primarity the excess of

book basis over tax basis of

intangiye assets (872,334) (1,095,182} (1,078,388
Totat $20236835 § 675818 § 811,667

Among the prowsions of the American Jobs Creation Act of 2004 was
a provision that alfows for the excluston from Income of a portion of the
remittances of aarnings of foreign subsidiaries to U S shareholders
through December 31, 2005 In 2005, Abbott remitted in accordance
with the provisions of the Act approsumately $4,300,000 of foraign
sarnings previously remvested ndefinitely The additional Incomes tax
expense recorded for the remittance was approximately $245,000
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Nota 6 — Segment and Geographic Area Information
{dollars in milions)

Revenue Segments — Abbott’s pnncipal business is the discovery,
development, manufacture and sale of a broad hne of health care
products Abbott's products are generally sokd directfy to retallers,
wholasalars, hospitals, health care faciities, laboratones, physicians’
offices and governmeant agencies throughout the world Effective with
the acquisition of Guidant's vascular Intervenbion and endovascular
solutions businesses on Apni 21, 2006, Abbott's base vascular busi-
ness and Guidant's vascular ntervenbon and endovascular solutions
businesses are reported as the Vascular Products segment Effective
January 1, 2006, Abbott's segments were recrganized to reflect the
shift of nutntional products from Abbott’s intarnational division to a
newly lormed dmision, Abbott Nutntion international For segment
reporting purposes, Abbott's Ross Products dwvision and the Abbott
Nutntion Intermationa! dvsion are aggregated and reported as the
Nutntional Prodiucts segment and the U S and ntemnational ghamma-
ceutical products divisions are aggregated and reported as the
Pharmaceutical Products seament The segment informatian below
has been adjusted to reflect the acquisitions and reorganizations
Abbott's reportable segments are as follows

Pharmaceutical Products — Worldwide sales of a broad line of
pharmaceuticals For segment reporting purposes, two pharmaceut-
cal dmsions are aggregated and reported as the Pharmaceutical
Products segment

Dragnostic Producis — Worldwide sales of diagnostc systems and
tests for blood banks, hosprtals, consumaers, commercial iaboratores
and alternate-care lesting sites For segment reporting purposes, four
diagnostic dmsions are aggregated and reported as the Diagnostic
Products segment

Nutrtional Products — Worldwde sales of a broad line of adult
and pediatnc nutntnai products For segment reponting purboses,
two nutrihonal products diasions are aggregated and reponted as
the Nutntonal Products segment

Vascular Froducts — Wartdwide sales of coronary, endovascular
and vessel closure products

Abbott's underlying accounting records are malntaned on a legal
antity basis for government and public reporting requirements
Saegment disciosures are on a performance basis consistent with inter-
nal management reporting Intersegment transfars of Inventory are
recorded at standard cost and are not a measure of segment operat-
ng earnings The cost of soms corparate functions and the cost of
certain employae benefits are charged 1o segments el predetermined
rates that approximats cost Remalning costs, if any, are not allocated
to segments For acquisitions prior 1o 2008, substantiaily all ntangibla
assets and related amortization are not allocated to segments

The following segment information has been prepared In accordance
with the internal accounting polices of Abbott, as descnbed above,
and are not presented in accordance with generally accepted
accounting principles applied 1o the consolidated financial staternents

Net Seles to Operating Depreciation Additons to

External Customers (a} Earnings (Loss} (8 and Amortzation Long-term Assets Total Assets

2008 2006 2004 2006 2005 2004 2006 2005 2004 2008 2005 2004 20086 2005 2004
Pharmaceuticals (b} (o} $12.395 513,691 §11,913 54,522 $4,204 $3,880 $150 $170 $219  $2615 S380  $317 5 92818 67668 8517
Diagnostics a979 3,756 3378 431 495 378 277 2N 201 435 425 399 4,0r3 3,742 3831
Nutntionafs 4,313 3837 3589 1,208 1,036 1,047 112 29 91 184 B 138 2,467 2,219 1,938
Vascular (¢} 1,082 253 2 Msy (138 (104) 157 20 20 3.637 88 1] 4,400 290 229
Totai Reportable
Segments 21,760 21,637 19,101  3$8,044 $5688 85210 $696 $520 $531 $6,871 $983 $870 $20 221 $13,017 12373
Gther o7 F{n] 579
Net Sales $22,476 $22,338 $19.680

&) Mat sales and aperating earnngs for 2008 weng uniavorably affected by the relativaly stronger U S dotiar and 2006 and 2004 wera favorably affeciad by the relatively weaker U S doller

®) Thedecmeaehmemn%bm%mmﬁmdmmtmmwwmw

fe  Acitons b long e assets for the Pharmaceutcal Procucts segment ncudes goocwil ind tangebie assats scaured i 2008 of $1.590 and $821 respeciively ond the Vastular Products
Wmmmmhmmmmnmunsssmsr.m,mm

2006 2005 2004
Total Reportable Segment
Operating Eamings $8,044 $5,689 £5,210
Cormporate functons and
benefit plans cosis (d) 449 289 341
Non-reportable seginents 5] 30 itg
Net Interast expense 292 154 148
Acquired n-process and collaborations
research and development 2,014 17 279
(income) inom TAP Phanmaceutical
Products Inc joint ventur (476) (441} Q75
Share-based compensation (6} 330 30 29
Cther, net {f 1,185 900 542
Consolidated Egrrungs from Continuing
Operations Befora Taxes $2,278 $4,620 $4,126

S8

{d} Corporate unctions and benefit plans costs tor 2008, inciudes a phitanthropkc
contributien of $70 10 the Abbotl Fund

(e} wmmmzwwwdswmofmmmmm~medmmwm
racognized in the frst quarter due 10 the timing of the granting of share-basad awards

{f  Other, net for 2008 inchudes $28) for restruciunng plans as ciscussed in Note 14,
$2P0 for scquesan Mtegration and relatedt cost pamarly asiaciated with the acquisiion
of Gudant's vascuter wntenvention and anooy far solutions b and Ncoma
of £91 kom tar value adustments Lo Canain denvative fnancial nstuments related 10 the
investment in Boston Scentific common Stock and nota recenetia Other, net for 2005
nciuces $268 Jor restructudng and ¥mp 1t charges as di d 1 Nota 14
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2006 2005 2004
Total Raportable Segment Assets $20,221 $13.017 $12,373
Cash and nvastments 2,603 3,090 2,205
Current delerred income taxes 1,717 1,249 1,032
Non-reportable segments 1,147 1,031 1,434
Assets held for sale to Hospira - 163 317
All other, net, pamartly goodwil
andi ntangibla assets not aliocated
to reportable sagmants 10,490 10,591 11,408
Total Assets $36,178 $20,141 528,767

Nat Sales 10
External Customers (g) Long-Term Assets

2008 2006 2004 2006 2005 2004
Untted States $11,995 $12,707 $11,242 $13,536 $ 7.717 § 7,288

Japan 1.054 1,027 a87 a74 835 1,044
Garmany 885 992 811 8,154 5467 6,176
The Netherlands 1,081 899 705 185 156 146
ltaly 848 806 745 256 211 234
Canada V82 680 595 74 B8 68
France 696 657 567 13 92 94
Spain 583 542 513 283 232 275
United Kingdom 517 504 496 1,448 1,281 1,415

All Other Countnes 4075 3,524 2,999 1.857 1,588 1,288
Consolidated $22,476 $22,338 $19680 $24,896 $17.755 $18,033
{g) Sades by country gra basad on the country that sold the product

Note 7 — Libgation and Environmental Matters

Abbott has been identfied as a potentally responsible party for
investigation and cleanup costs at a number of locations 1n the United
States and Puerto Rico under federal and state remediation laws and
15 nvestigating potential contamination at a number of company-
owned locations Abbott has recorded an estimated cleanup cost for
aach sits for which management believes Abbott has a probable loss
exposura No inddual slte cleanup expasura 1s expected to exceed
$3 mulion, and the aggregats cleanup exposure s not expected to
exceed $15 muillion

There ars two patent disputes with third parties who claim Abbott's
products nfinge thewr patents 1n the first dispute, Abbott recorded the
findings of a binding arbitration and paid the amount in January 2007
in the second dispute, which Abbott assurned as part of the

Guidant acquistion, reserves equal to the expected resolution have
been recorded

There are saveral oMl actions pending brought by indnduals or
entiies that allege generally that Abbott and numerous pharmaceutical
companies reported faise or misleading pncing nfarmation relating to
the average wholesala pnca of certan pharmaceutcal products n
connection with tederal, state and prvate reimbursement Civil actions
have also been brought against Abbott, and n some cases other
members of the pharmaceutical ndustry, by state attorneys general
seeking to recover alleged damages on behalf of state Medhcad
programs In May 2008, Abbott was notified that the U S Department
of Justice intervened in a cvil whistie-blower lawsutt alleging that
Abbott inflated pnces for Medicard and Medicare rembursable drugs
The outcomes of these investigations and ihgation could include the
imposiion of fines or penatties Abbott is unable to estimate the
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ameunt of possible loss, and no loss reserves have been recorded
for these exposures Many of the products involved in these cases
are Hospira products Hospira, Abbott's former hospital products
business, was spun off to Abbott’s shareholders in 2004 Abbott
ratainad ablity for losses that result from these cases and investiga-
tons to the extent any such losses both relate to the sals of Hospira's
prociucts prior to the spin-off of Hospira and relate to aflegations that
were made In such pending and future cases and investigatons that
were the same as allegabions existing at the date of the spin-off

Within the next vear, legal proceedings may occur that may resuit

in a change in the estimated reserves recordsd by Abbott Fpr s legal
procesdings and environmental exposures, excluding the cases and
investigations discussed in the thurd paragraph of this footnote, and
sxcluding the binding arbitration award discussed In the second
paragraph, Abbott estimates the range of possibie loss to be from
approximately $165 millon to $295 millon The recorded reserve bal-
ance at December 31, 2008 for these proceedings and exposures was
approximately $200 milion Thess resarves represent managemant’s
best estimate of probable loss, as defined by Statement of Financial
Accounting Standards No 5, "Accounting for Contingencies ™

While it 15 not feasible to predict the outcome of all such proceedings
and exposures with certainty, management believes that ther utimate
disposition should not have & matenal adverse effect on Abbott's
financial position, cash flows, or results of operations, except for the
cases and mvestigations discussed in the thurd paragraph of this foot-
rote, the resolution of which could be matenal 1o cash fiows or results
of operations for a quarter

Note 8 — Spin-off of Hospira

In 2004, Abbott's Board of Diractors daclared a special dwidend
distribution of all of the outstanding shares of common stock of
Mospira, Inc , payable on Apnl 30, 2004 Hospira included the
operations relating to the manufacture and sale of hospital products
Including specialty mnjectable pharmaceuticals, medicahon delivery
systems and critical cara devices and injectable pharmacsutical
contract manufactunng Hospirs ncluded Abbott's Hosprtal Products
segrient, after that segment’s reorganization on January 1, 2004,
and portions of the former International segment The income and
cash flows of Hospira and the direct transaction costs of the spin-off
have been presented as discontinued operations in the Consolidated
Staternent of Earnings and Statemant of Cash Flows

Abbott has retained habiities for taxes on income prior to the spin-off,
defined benafit, post-employment medical and dental plan obligations
and Bssets, as of the spin-off, for most of Hospira's U.S retired
employees and U S retrement eligible empioyses and certain poten-
tial habries, i any, related to allaged improper prcing practices prior
to the spin-off in connaction with federal, state and private reimnburse-
ment for cartam drugs

Note @ — Incentive Stock Program

The 1996 Incentive Stock Program authonzes the granting of stock
options, replacement stock options, stock appreciation nghts, lired
stock appreciation nghtts, restnicted stock awards, restncted stock
wruts, performance units and forelgn qualified bensfits Stock ophons,
replacement stock options and restricted stock awards and units
compnse the majorty of banefits that have been granted and are
currently outstanding under this program and pnor programs In 20086,
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Abbott granted 25,657,134 stock options, 3,961,376 replacement
stock options, 1,088,811 {net of forfettures of 100,000) restncted
stock awards and 948,397 (net of forfeitures of 27,600) restncted
stock units under the programs The purchase prce of shares under
option must be at least equal to the far market value of the common
stock on the date of grant, and the maximurn term of an option 18

10 years Options vest equally over three years except for replacerment
options, which vest in six months Most options granted before
January 1, 2005 included a replacement feature When an employee
tenders mature shares to Abbott upon exarcise of & stock option,

a replacement stock option 1s granted equal to the amaunt of shares
tendered Replacement options are granted at the then curent market
price for a term that expres on the date of the underiying option grant
Upon a change in controt of Abbott, alf outstanding stock options
vecorme.fully exercisable, and all terms and conditions of el restricted
stock awards and units are deemed satisfied Restricted stock awards
granted n 2006 have a 5 year term, with no more than one-third of
the award vesting [n any one year upon Abbott reaching a minimum
raturn on equity target Restrictad stock units granted in 2008 vest
over threa years and upon vesting, the recipient recerves one shars of

Abbott stock for each vested restricted stock urst The aggregate fair
market vatue of restacted stock awards and unis s recognized as
expenss over the vesting penod Restncted stock awards and settla-
ment of vastad restncted stock units are issued out of treasury shares
Abbott issued new shares for exercises of stock optons  Abbott does
rict have a policy of purchasing tts shares relating to its share-based
programs At January 1, 2007, approximatety 49 million shares were
reserved for future grants under the 1996 Program Subsequent to
year-end, the Board of Directors granted approxmately 20 mufion
stock aptions and restricted stock awards and unis from this resesve

Tha number of restnicted stock awards and uruts outstanding and

the waighted-average grant-date far value at December 31, 2005 and
Decarnber 31, 2006 was 2,381,800 and $50 09 and 3,830,728 and
$45 31, respectively The number of restncted stock awards and units,
and tha weighted-average grant-date farr value, that were granted,
vested and lapsed duting 2006 were 2,165,908 and $43 99, 573,019
and $48 74 andt 143,861 and $43 93, respectively The far value of
restncted stock awards and units vested i1 2008, 2005 and 2004
was 532,226,000, $12,848,000 and $16,469,000, respectively

¥

Options Dutstanding Exercisable Options

Weighted Waighted Waeighted Waghted

Avorage Average Average Average

Exarcise Remaining Exarcise Ramaming

Shares Price Lifas (Years) Shares Prica Ufe (Years)

Decernber 31, 2005 141,122,811 $42 69 83 98,328,158 $4277 54
Granted 29,618,510 44 24
Exprcised {18,537,136) 3507
Lapsad (6,143,481} 4571

December 31, 2006 146,060,704 $43 8O 82 100,543,786 $43 51 51

The aggregate intnnsic value of options outstanding and exercisable
at December 31, 2006 was $816 million and $622 mifion, respectvely
The total ntrinsic value of optionrs exercised i 2008, 2005 and

2004 was $205 milion, $189 million, and $133 million respectvely
The total urrecognized cornpensation cost related 1o all share-based
compensation plans at December 31, 2006 amounted to approx-
mately $235 milion which is expected to be recognized over the

next three years

On January 1, 2008, Abbott adopted the provisions of Statement of
fFinancial Accounting Standards No 123 frevised 2004), “Share-Based
Payment,” which requires that the fair value of share-based awards

be recorded m the results of operations Abbott used the modified
prospectve method of adoption Under this method, prior years'
financial rasults do not includs the impact of recording stock options
using fair value Under ths revised standard, awards tssued after 2003
and the remainder of any unrecognized cost for grants Issued pror to
2006 are charged 10 axpanse Total non-cash compensation expense
charged against ncame in 2006 for share-based plans totaled approx-
wnately $330 milion and the tax benefil recognized was approximately
$78 milion Approximately 40 to 45 percent of the annuat net cost of
share-based awards wil typically be recognized in the first quarter due
to the timing of the granung of shars-based awards Compensation
cast capialkzed as part of mwentory is not significant

Through December 31, 2005, Abbott measured compensation cost
using the intinsic value-based method of accounting for stock options
and replacement options granted to employees Had compensaton
cost been determined using the farr value-based accounting mathod
n 2005 and 2004, pro forma net income (in bilkons) and earnings per
share (EPS) amounts would have been as (oflows

2008 2004
Nat income as reported $ 34 $32
Compensation cost under far
value-based accounting mathod,
nat of taxes of 30 07 in 2005 and 2004 {02 02
Net vicome, pro forma $az2 $30
Basc EPS, as reported $217 07
Basic EPS, pro forma 204 194
Dituted EPS as reportad 218 208
Ciuted EPS, pro fosma 202 194

The weghted average fair value of an option granted in 2006, 2005
and 2004 was $11 72, $12 17 and $11 79, respectively The far valus
of an ophon grant was estimated using the Black-Scholes option-
pricing modet with the following assumplions

2006 2005 2004
Risk-froe mnterast rate 48% 38% 25%%
Averaga {fe of opons (years) 81 54 54
Volatlity 280% 200% 320%
Dividend yelc 27% 22% 22%
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The nsk-frea interest rate 15 based on the rales avalable at the time

of tha grant for zero-coupon U S government 1ssues with a remamning
term equal to the option's expecied lifs The average fife of an option
granted 1In 2006 1s based on both histoncal and projacted exercisa and
lapsing data Prior to 2006, the average ife of an aption granted was
basad on historical expensnca Expected volatity for 2006 ophion
grants 1s based on imphed volatitties from traded ophons on Abbaott's
stock and histonical volatifity of Abbott's stock over the expected lfe
of the option Expected volatilty for options granted pror 1o 2006 was
based on histoncal volatility over a penod pnor to the option grant
equal 1o the oplion’s expected life Dnadend yield 1s based on the
option's exercise price and annual dradend rate at the time of grant

Note 10 — Debt and Lines of Credit
(chollars i thousanads}

The following ts & summary of tong-term debt at Decamber 31

2006 2005 2004
5 625% debentures due 2006 $ - ¥ - $1,800,000
6 4% debentures due 2006 - - 250,000
0 77% Yen notes, due 2007 - 83,654 87,343
Notes vanable interest
above LIBOR - 770,000 -
Euro notes, varlable interest
above LIBOR, due 2008 264,180 638,766 -
Brittsh Pound notes,
variable nterest above LIBOR - 344,000 -
6 0% dehentures, due 2008 200,000 200,000 200,000
5 4% debentures, due 2008 200,000 200,000 200,000
1 05% Yen notes due 2008 430,775 418,270 486,713
3 5% debentures, due 2009 500,000 500,000 500,000
5 375% debentures, dua 2009 500,000 - -
1 51% Yen notes, due 2010 129,232 125,481 148,014
3 75% debentures, due 2011 500,000 500,000 500,000
5 6% debantures, dua 2011 1,500,00¢ - -
1 95% Yen notas, due 2013 215,387 209,135 243,356
4 35% debentures, dus 2014 500 000 500,000 500,000
5 875% debentures, due 2016 2,000,000 - -
Other, including fair market value
adjusiments relating 10 interest
rate hedge contracts designated
as far value hedges 70,000 82,198 64,508
Total, net of current maturties 7,000,684 4571504 4,787,934
Current maturities of kong-temn debt 95,276 1,849,583 158,034

Total camyng amount $7.104,84C $56,421,067 $4,043,968

Principal paymants requared on long-term debt outstanding at
December 31, 2006, are $85,276 in 2007, $1,098,353 n 2008,
$1,003,792 in 2009, $130,342 n 2010, $2,000,355 m 2011 and
$2,771.336 thereafter

At December 31, 2006, Abbott had $7,000,000 of unused ines of
credit, ncluding a $4,000,000 short-term facility, whuch supports
commercial paper borrowing arangemants  The fines of credit, other
than the short-term facility, expire n 2010 Related compensating
balances, which are subject to withdrawal! by Abboit at its option, and
commitmant fees are not matenal Abbott's weighted average interest
rate on shor-term bommowings was 5 0% at Cecember 31, 2006,

1 3% at December 31, 2005 ang 2 2% at Decemnber 31, 2004

5 - - -
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Note 11 — Business Combinations, Technology Acquisitions
and Related Transactions

in December 2006, Abbott acquired Kos Pharmaceuticals Inc

for cash of approximately $3 8 billion, net of cash held by Kos
Pharmaceuhcals to expand Abboft's presence in the lipid manage-
ment market and to provide several on-markat and late-stage pipelne
products Kos Pharmacsuticals Inc is & specialty pharmaceuhcal
company that develops and markets proprietary medications for

the treatment of chronic carchovascutar, matabolic and respiratory
disaases This business was acquined on December 13, 2006 and the
financial results of the acquired operations are included i these finan-
cla statements beginning on that date The acquisibon was financed
prmarlly with short-term delt The prelminary aliocation of the acqur
sition cost s shown 1n the table below (in miions of doflars)

Goodwil, pnmarily non-deductitle $1,824
Acquired in-process research and development 1,262
Acquired mangible assets,

prmarily product nghts for marketed products 821

Acquired net tangibie asssts 97
Defarrad income taxes tecorded at aoquistion {234)
Total preliminary allocation of acquison cost 23770

Acauired intangible assets will be amortized over 1 to 15 years
Non-deductible acquired in-process research and development was
charged to Income n 2006 The net tangible assets acquired consist
primanty of trade accounts recevabls, inventones and property and
equpment, net of assumed habiities, pnmarily accrued salanes and
wages and other habiihes

in order to expand Abbott's presence in the growng vascular market,
Abbott acquired Guidant's vascuiar intervention and endovascular
solutions businessas for approximately $4 1 biion, n ¢ash, in connec-
tion with Boston Scientific’s acquisition of Guidant These businesses
werg acqured on April 21, 2006 and the financal results of the
acquired operabons ara included in these financial statements begin-
ning on that date In addition, Abbott will also pay to Boston Scentific
$250 million each upon government approvals Yo market the XIENCE
V drug-efuting stent n the U S and n Japan Each $250 milton pay-
ment will result in the recording of additional goodwill The preliminary
allocation of the acquisition cost 15 shown in the table below (n milions
of doltars) The valuation of intellectual property, inciuding intangible
assets and acquired in-process research and development, is sub-
stantally complete, but the valuations of the other assets and liabihties
are prelimmary The allocation will be finallzed when cerain information
regarding the other assets and liabilities ls known

Goodwill, primartly daductibla $1,688
Acquared intangible assats,

pnmarlly product rghts for marketed products 1,195
Acguired In-process research and development 665
Acqured net tangible assets 580
Total preluminary aticcation of acquistion cost $4.128

Acqulred intangible asssts wil be amortized aver 3to 15 ysars
{average of approximately 10 years) Tex deductible acquired in-pro-
cass research and development was charged to income in 2006
The net tangible assets acquired consist prmartly of property and
equipment of approximately $530 milion, frade accounts recevable

89

.

o

"
P i T

P
har g

‘



Abbott 2006 Annual Report

of approximately $2%0 mikon and inventones of approxmatsly
$120 million, net of assumed habiities, prmanly trade accounts
payable, ihgation reserves and other labiies

in order to faciitate Baston Scientfic's acquisiion of Guidant, Abbott
also acquired 64 & miflion shares of Boston Saientific common stock
directly from Boston Scientific and loaned $900 million to a whally-
owned subsiciary of Boston Scientific Abbott 1s required to dispose of
tha shares by October 2008 Sales of the shares are Iimited to approx-
matefy 5 4 million shares per month untit October 2007 The amount
recorded upon the acquisthon of the shares [ncludes a chscount to
markst, basad on an apprassal, (o reflect the value of the restnctions
on sale On the date of acquisition, half of the shares were recorded

as avaflable for sale in accordance with SFAS No 115 and tha reman-
der under the cost method i accordance with APB No 18 As of
Decamber 31, 2006, all of the shares are recorded as avalable for

sale n accondance with SFAS No 115 The foan, which s dua in

Apni 2011, 18 guaranteed by Bostan Scientific and bears 2 favorable
affective nterest rate of 4 percent, which is reflected in the valuation

of the note recevable In connection with the acquisition of the shares,
Boston Scientific 15 entitied to certain alter-tax gans upon Abbott’s sale
of the shares Abbott would retan any gains on the sala of the Boston
Scientfic shares up to a sales pnce of $23 83, Boston Scientific would
recewa any after-tax gains on the sale of tha shares for the portion of
the sales pnce in excess of $23 83 but lower than $26 00, and Boston
Scientific would receve one-half of any after-tax gain for the portion

of the sales pnce In excess of $25 99 Based on an apprasal, Abboit
recorded approximately $114 milion for this gain-shanng denvalive
financial nstrument kabitty In additiony, Boston Scientdfic agreed to
remmburse Abbott for certain borrowing ¢osts on debt meurred to
acqure the Boston Scientfic shares After Abott Incurs the first

$10 mullion of mterast cost on debt incurred to acquire the shares,
Baston Saentific will remburse Abboft for the next $60 million of nter-
est cost Reimbursement for the incremental interest cost will be in the
form of additional common stock of Boston Scientific, payable 18
months after the acquisition Abbott recorded approximately $55 mul-
Lion for this intarest denvative financial instrument asset The effect of
racarding the shares, the loan to Boston Scentific and the dervative
financial Instruments at far value on the date of acquisition resulted n
the recording of additional goodwill of approximatety $204 milton The
financiat assets and iability acquired from Boston Scientfic were valued
and recorded at acquisiion as follows §n miions of dollars}

Boston Screntific comimon stock $1,328
Note recevable 829
Desivative financial instruments, net (59)
Total $2.096

In 2005, Abbott acquired the remaining intarest in a small medical
products cornpany that was previously accounted for under the equity
method of accounting and a less than 50 percent equity mnterest in &
small medical products company The aggregate cash purchase price
was approximately $25 million Acqusition actounting resuted in the
recording of non-tax deductible goodwilt of approximatety $69 million,
intangible assets of approximatety $22 miflion and a charge of approx-
mately $17 million for acquired 1n-process research and development
In 2005, Abbott acquired additionat nghts related to HUMIRA lor
approximately $270 mifion, which are beng amorized over 13 years

In 2004, Abbott acquired TheraSense, Inc, a leader in the develop-
mant, manufactunng and marketing of blood glucose self-montonng
systems, for approximately $1 2 balfon in cash, 1-STAT Corporation,

a manufacturer of pont-of-care diagnostic products for blood analysis,
far approxmately $394 milion i cash, EAS, a nutntional comparny
with a portfolio of nationally recognized brands, for approximately
%320 rmullion in cash, and Spine Next, a manufacturer of orthopedic
spnal implant devices, for approxmatety $58 million in cash plus
additionai milestone payments of up to $23 milllon upen achisvement
of future targets Abbott also acquired certain other product technolo-
gies for approximately $352 miion These acausitions resulted

in a charge of $271 mdlion for acquired in-process research and
development, ntangible assets of approxmatety $1 3 bilfion, nen-tax
deductible goodwil of approximately $823 mdlon and deferred income
taxes of approximately $408 miftlon Acquired intangible assets,
pnmarily trade names, are amortized over 5 to 20 years (average of
approximately 14 years)

Had the above acquisitions taken place on January 1 of the previous
year, consolidatad net sales and income would not have been signifi-
cantly different from reported amounts

Note 12 — Goodwilt and Intangible Assets
(dollars iy milhons)

Abbott racorded goodwill of $3,721, $69 and $923 n 2006, 2005
and 2004, respectively, related 1o acquisiions, nciucing acquired
goodwill aiocated to the Pharmaceubcal Products segment of $1,890
and goodwil allocated to the Vascular Products sagment of $1,688
Foreign currency translation and other adjustments mcreased
(decreased) goodwill n 2006, 2005 and 2004 by $509, $(535) and
£394, respectively The amount of gootwill related 1o reportable
sagments at December 31, 2006 was $5,223 lor the Pharmaceutical
Products segment, $1,440 for the Dlagnostics Products segment,
$353 for the Nutntional Products segment and $1,939 for the Vascular
Products segment In connection with the spin-off of Hospra in 2004,
Abbott transferred $81 of goodwill to Hospra There were no other
reductions of goodwill relating 1o mpamMments o disposal of all ora
portion of a business

The gross amount of amortizable intangible assets, primanly

product nghts and technology, was $8,988, $6,776 and $6,622 as of
December 31, 2006, 2005 and 2004, respectively, and accumulated
armortization was $2,602, $2,053 and $1,468 as of December 31,
2006, 2005 and 2004, respectively intangibie assets with ndefinite
Iives are not significant The esumated annual amortization expense
for mtangible assats 1s $748 i 2007, $708 n 2008, 2009, and 2010
and $6850 10 2011 Intangible assets are amortized over 1 to 25 years
{average 11 years)

Note 13 — Equity Method Investments

{dollars 11 milbons)

Abbott's 50 percent-owned joint venture, TAP Pharmacautical
Products Inc {TAP), 15 accounted for under the eguity method of
accounting The mvestment in TAP was $162, $167 and 576 at
December 31, 2006, 2005 and 2004, respectively Omdends recened
from TAP were $487, $343 and $638 in 2006, 2005 and 2004,
respectively Abbott performs certaun adruristrative and rmamdactunng
services for TAP at negotiated rates that approxmate fair market value




R
%ﬁ%ﬁiﬁ?
1

Summanzed financial nformation for TAP 1s as follows

Year Encled Decemmber 31 2008 2005 2004
Net sales §3.3627 $3,260 0 £3.3616
Cost of sales 8is e 883 4 990 4
Income before taxes 1,523 8 13793 1,1811
Net income 9516 B82 8 7500
Decamber 31 2006 2005 2004
Current assets $1.1810 $13391 $ 9517
Total pssets 1,333 1 1,470 2 1,176 6
Current habilites 954 5 1,082 2 9768
Tota liabiives 1,008 8 11362 1,0252

Undistnbuted earnings of Investments accounted for under the equity
method amounted to approximately $140 as of December 31, 2008

Nota 14 — Restructunng Plans
{dolars i mullions)

In 2006 and 2005, Abbott management approved plans to realign

its worldwide pharmaceutical manufactunng operations and selected
domestic and international commercial and research and development
operations In order to reduce costs In 2006 and 2005, Abbott
recorded pretax charges agamnst earrungs of approxmately $210
and $256, raspectively, reflecting the impairment of manufacturing
facilities and other assets, employes severance and other related
charges Approximataly $181 and $174, raspectively, 1s classified as
cost of products sold, $29 and $10, respectively, as research and
development and $72, in 2005, as seling, general and administrative
Falr value for the determination of the amount of asset imparment
was pnmanly deterrmined based on a discounted cash flow method
An additional $70 and $14 were subsequently recorded 1n 2006

and 2005, respectively, relating to these restructunngs, pamarily

for accelerated depreciation As a result of product re-registration
timelines required under manufactunng regulations in a number

of countries, manufactunng related realignments are axpacied to
continue mto 2007

The following summarnzes the activity for restructunngs

Employes-
Related Asset

and Other Imparments Total
2005 restructuring charges o7 $638 $2555
Payments and imparments {36 9) 638) (100 7)
Accrued balance at December 31, 2005 1548 - 154 8
20086 restructuring charges "7 926 2103
Payments impalrments
and other adustments {79 2} (92 &} {171 8)
Accrued balance at Decemnber 31, 2006 $1933 $ - $1933

Abbott expects to incur up to an additional $128 n future penods
for restructunng plans, pnmanly for accelerated depreciaton

Note 15 —~ Subsaquent Event

On January 18, 2007, Abbott announced that ¢ had agreed to sell t's
core laboratory diagnostics business, including Abbott Point of Care,
to GE for $8 13 bilion In cash in the last decade, ths laboratory diag-
nostics market has changed considerably Innovation in this business
will ba ncreasingly dnven by automation, system integration and a
host of skills that Abbott believes GE can better offer The sale ts

Abbott 2006 Annual Report

expected to close in the first half of 2007 and is subject to customary
closing conditions, ncluding regulatory approvals Net sales for these
businesses were approxmately $2 7 billon in 2008 The carrying
armount of the assets and habiities ncluded In the sale 1s estimated
to be approximately $2 6 bilion, compnsed of trade recenables of
approximately $750 million, inventones of approximately $650 mithon,
other current assets of approximately $100 millon, net property,
plant and equiprment of approximately $1 3 bilion, ntangible assets
and goodwill of approximatety $500 million, current Labilities of
approximately $550 milion and long-term liabilites of approximately
$150 milion Abbott estimatas tax expanse of approximately

$2 0 bilkon will be recorded on the gain

Note 16 — Quarterly Results (Unaudned)
(dolizrs i miflons except pev share data)

2006 2005 2004
First Quarter
Net Sales $5,1836 $53827 46409
Gross Profit 3m38 286801 2,567 4
Net Earnings 8650 Bar 9 8229
Basic Earnings Per Commaon Share {a} 57 54 53
Dikted Earnings Per Common Share {a) 58 53 52
Market Price Per Share-High 45 58 48 16 4725
Market Pnce Per Share-Low 3918 43 34 3928
Second Quarter
Net Sales $5,5071 1 $5.5238 $4,7050
Gross Profit 311256 28820 26343
Net Eamings (b) 6122 87111 6343
Basic Earnings Per Commeon Share (a) (b) 40 56 41
Diuted Earnings Per Cormmon Share {2) (b} 40 56 40
Market Pnce Per Share-High 43 61 4998 44 67
Market Price Per Share-Low 40 55 45 98 3943
Thrd Quarter
Net Sales $55738  $53840 $46817
Gross Profit 318256 2,706 8 2.566 8
Nst Earrungs [c) 7158 6807 8041
Basic Earnings Per Common Shara (a) (c) 47 44 52
Diuted Earrungs Per Common Share (g) (¢) 46 44 51
Market Pnce Per Share-High 49 87 5000 4320
Market Price Per Share-Low 43 25 4157 3826
Fourth Quarter
Nat Sales $6,2180 $6,047 3 $5,654 4
Gross Profit 33524 3,238 30273
Net {Loss) Eamings (d) (476 2) 976 4 9746
Basic {Loss) Earmings
Per Commeon Share {a) (d) (31) 63 a2
Diuted (Loss) Earnings
Per Common Share (a) (<) (31} 63 82
Market Price Per Share-High 4910 44 36 47 63
Market Pnoe Per Share-Low 45 41 3750 40725

11} nnmdmwn'mmmmmpummmmm
00 net 8O0 10 the A year eamWgs per shars emourts due Lo roundng

1)} Sew\dmmammnesaumdwgadﬂmwmh-pmc&nmd
cotaborations ressarch and development

5] MWNMamdqudQMbrkaanm
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(o]} Fourtn quaner 2006 includes a pratax chargs of $1,307 1or acqurad N-NoGESe
and coliaborations resaarch and Gevelopment
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Management Report on Internal Control
Over Financial Reporting

The management of Abbott Leboratones is responsible for estab-
ushing and mamtaning adequate intemal control over financial
reporting Abbolt's internal control system was designed to provide
reasonable assurance to the company’s management and board of
directors regarding the preparation and tair presentation of pubhshed
financial statements

All Internal control systems, no matter how well designed, have
inherent mitatons Thersfore, even those systems determined

{0 be effective can provide only reasonable assurance with respect
to financial statement preparation and presentation

Abbott's management assessed the effectivaness of the company's
Internal control over financial reporting 83 of Decermber 31, 2006

in making this assessment, i used the critena set forth In internal
Control—Intagrated Framework issuad by the Committee of
Sponsonng Crganizations of the Treadway Commission As allowed
by SEC guidance, management exchided from tts assesment the
2006 acquistions of the Gudant businesses and Kos Pharmaceuticals,
which accounted for approximately 20 percent of consohdated totat
assets and approxmately 3 percent of consolidated net sales Based
on our assessmant, wa befieve that, as of December 31, 2006, the
company’s iternal control over financial reporing was effectva based
on those crtena

Abbott’s Independent registered public accounting firm has 1ssued
an audit report on our assessment of the company's internal controt
over financial reporung This report appears on page 63

Mies D White
Charman of the Board and Chef Executive Officer

Thomas C Freyman
Exacutive Vice President, Finance and Chisf Financal Cfficer

Greg W Linder
Vice President and Controller

February 15, 2007
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Reports of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of Abbott Laboratones

Wa have audited the accompanying consoldated balance sheets of Abboft
Laboratones end subsidiaries {the Company) as of Decernber 31, 2006,
2005, and 2004, and the related consolidated statements of earnengs,
shareholders’ invastment, and cash fiows for the years then ended These
financal statements are the responsibility of the Company’s management
Our responsibility is to exprass an apirvan on thess financial statements
based on our audits

Wa conductad our audits in accordarice with the standards of the Public
Company Accounting Oversight Board (United States) Those standards
require that we plan and perform the audtt to obtan reasonable assurance
about whether the financial statements are free of material misstaternent

An audt includes examining. on a test basis, ewdence supporting the
amounts and disclosures in the financial statements An audit also nckides
assessing the accountng principles used and significant estimates made by
maragement, as well as evaluating the overall financial statement presenta-
tion Wa beliave that our audits provide a reasonable bas:s for our opinion

Inn our opanich, such consolidated financial staternants present farty, in all
material respacts, the financial positon of Abbott Laboratones and subsid-
lanes as of December 31, 2006, 2005, and 2004 and the results of therr
operations and therr cash flows for the years then endad, in conforuty with
accounting principles genarally accepted in the United States of Amenca

As discussed in Notes 1, 4 and 9 to the consolidated financlal statements,
the Comparty changad its mathod of sccounting for pension and other
post employment benefits and share-based payments to adopt Statament
of Financial Accounting Standards {“SFAS”) No 158, Empioyers’
Accounting for Defined Benefit Pension and Cther Postretrement Plans,
and SFAS No 123(R), Share-Based Payment

We have also audited, In accordance with the standards of the Public
Company Accounting Qversight Board (Unrted States), the effectiveness of
the Company’s internat control over financial reparting as of December 31,
2006, based on the cntena estabished in Internal Control—Intagrated
Framework 1ssusd by the Committee of Sponsoring Organizations of

the Treadway Cormmission and our report dated February 15, 2007
expressed an unqualified opinion on management's assessment of the
effectveness of the Company's internal control over financial reporting

and an unqualfied opirion on the effactiveness of the Company’s internal
control over financial reporting

Deloitte & Touche LLP
Chicago, liincis
February 15, 2007

To the Board of Dwrectors and Shareholdars of Abbott Laboratanas

We have audited management's assassment, included 1 the accompany-
ing Management Report on Internal Control Over Financial Reporting dated
February 15, 2007 (Management's Report), that Abbott Laboratones and
subsidianes (the Company) mantamned effective internal control over finan-
cial reporting as of December 31, 2006, based on criteria established

in Intarnal Control— integrated Framework 1ssved by the Committes of
Sponsonng Organzatons of the Treadway Comnussion As described in
Management's Report, management excluded from s assessment the
nternal control over financial reporung for the 2006 acquisions of the
Guidant bustnesses [Guidant) and Kos Pharmacsuticals (Kos), which
accounted for approximately 20 percent of consolidated total assets and
approxmately 3 percent of consolidated net sales Accordingly, our audit
ciid not include tha internal control over financiat reporting at Guidant or
Kos The Company's managemaent is responsible for maintarng sffectve
internal contro! over financlal reporting and for ks assessment of the efiec-
tivaness of Internal control over financial reporting  Our responsibidity ts to

Abbott 2006 Annual Report

Exprass an Opirion on Managernent's assessment and an opinion on the
effectivaness of the Company's internal control over financial reporting
based on our audit

We conducted our audtt in accordance with the standards of the Publc
Cornpany Accounting Oversight Board (United States) Those standards
require that we plan and perfonm the audit to obtain reasonable assuranca
about whether effective intarnal control over financial reporting was
maintained in all matena respects  Our audit included obtainng an
understanding of intemal control over financial reporting, evaluating man-
agement’s assessment, testing and evaluating the design and opserating
affectveness of internal contral, and performing such other procedures as
wa congidaned necessary in the drcumnstances We believe that our audit
provdes a reasonable basis for our oprnions

A company’s intarnal control over financial reparting Is & process designed
by, or under the supervision of, the company's principal executive and prn-
cipal financial officers, or persons performing similar functions, and effected
by the company's board of directors, management, and other personnel to
provide reasonable assurance regarding the reliability of financial reporting
and the praparation of financial statements for extarnat PUTPOSES IN 8CCar-
dance with generally accepted accounting prnciples A company's internal
control over financial reporting includes those policies and procedures that
(1} pertain {0 the mantenance of records that, in reasonable detall, accu-
rately and fairly refiact the transactions and disposftions of the assets of
the company, (2) provicle reasonable assurance that transactions are
recorded as necessary G parmit preparation of financial statements in
accordance with ganerally accepted accounting principles, and that
recaipts and expendrures of the company are betng made only n accor-
dance with authonzations of management and directors of the company;
and (3) provide reasonable assurance regarding prevention or fimely
detecton of unauthanzed acquisition, usa, or disposition of the company’s
asssts that could have a materal effect on the financial statements

Bacausa of the mherent iritations of mternal contre) ever financial report-
ing, Including the possiblity of collusion or Improper management overide
of controls, matenal misstatements due 10 error or fraud may net ba pre-
vented or detectad on a timely basis Also, projections of any evaluation
of tha effectiveness of the internal control ovar financial reporting 1o future
penods are subject to the nsk that the controls may become inadequate
because of changes in concktions, or that the degree of compliance with
the policies or procedures may detencrate

in our opiruon, managemaent's assassment that the Company maintained
sfiective internal control over financial reporting as of December 31, 2008,
is faurly stated, in all matenal respects, based on the critena estabhished in
Infemal Control— integrated Framework wssued by tha Committee of
Sponsonng Organizabions of the Treadway Commission AiSO I Our opin-
ion, the Company martaned, in all matenal respects, sffacive nternal
control over financial reportng as of December 31, 2006, based on lhe
critena sstablished in Intarnal Control— integrated Framework 1ssued by
the Commitiee of Sponsoring Orpantzations of the Treadway Commission

Wa have also audited, in accordance with the standards of the Public
Cornpany Accountng Qversight Board (Unted Statas), the consolidated
financial statements of tha Company as of and for the yaar ended
December 31, 206 and our report dated February 15, 2007 expressed
an unqualfied opimon on those financial statements and ncluded an
axplanatory paragraph regarding the Company’s adaption of Statement
of Financial Accounting Standards ("SFAS™) No 168, Employers'
Accounting for Defined Benefit Pension and Other Postretirement Flans,
and SFAS No 123(R), Shara-8ased Payment, in 2006

Delotte & Touche LLP
Chucago, finos
February 15, 2007
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Financial Review

rabate A one-percentage pont increase in the percentage of rebates
to related gross sales would decrease net sales and operating earn-
ngs by approamately $110 mdion in 2006 Other allowances charged
aganst gross sales were approxmately $247 mallon, $284 rmifion and
$233 mulion for cash discounts in 2006, 2005 and 2004, respectively,
and $209 mulon, $162 mullion and $163 milon for retumns in 2006,
2005 and 2004, respectively Cash discounts are known withunt 15 o
30 days of sale, and thersfore can be reliably estmated Returns can
be rellably estimated because Abbott’s historical returns are low, and
because sales returns terms and other sales terms have remained
relatively unchanged for several penods

Management analyzes the adequacy of ending rebate accrual bal-
ances each quarter In the domestic nuintional business, management
uses both internal and external data avalable to estimate the level of
nventary in tha cistnbution channel Managament Internally astmates
the inventory 1n the retaii channet that is not on the retait shelf A third
party continuously measures time on the ratail shetf, which is a rela-
tively significant portion of the time inventory is in the distnbution
channel Except for a transition panod before or after a change i the
supplier for the WIC business i a state, inventory in the distnbution
channel does not vary substantially Management aiso estimates the
states’ processing lag tme based on claims data In addition, Internal
processing tme is a factar in estimating the accrual in the WIC busi-
ness, the state where the sale 1s made, which is the determining factor
for the applicable pnce, 15 reliably gstimable Esumates are required
for the amount of WIC sales withun each state where Abbott has the
WIC business External data sources utiized for that estmate are
paricipant data from the U S Department of Agnculture [USDaA),
which administers the WIC program, participant data from some of
the states, and internally administered market surveys The USDA has
besn making its data avalavle for many years Internal data ncludes
histoncal redernplion rates and pncing data At Decernber 31, 2008,
Abbott had the exclusve WIC business in 11 siates

In the domestic pharmaceutical business, the most significant charges
against gross sales are for Medicaid and Medicare Rebates, Pharmacy
Benefit Manager Rebates and Wholesaler Chargebacks In order to
evaluate the adequacy of the ending accrual balances, management
usas bath nternal and external estimates of the level of nventory In
the distnbution channsl and the rabate claims processing lag tme
External data sources used to estimate the inventory in the distnbution
channe! Include Invantory levels penodically reported by wholesalers
and therd party market data purchased by Abbott Management gst-
mates the processing lag time based on penodic sampiing of clams
data To estimate the pnce rebate percentage, systems and calcula-
tions are used to track sales by product by customer and 1o astimate
the contractual or statutory price Abbott's systems and calculations
have developed over trne as rebates have become more significant,
and Abbott beheves they are rellable

The following table 1s an analysis of the four largest rebate accruals,
which compnse approxmately 76 percent of the consobdated rebate
prowisions charged against revenues i 2006 Remainmng rebats

provisions charged against gross sales are not significant in the
determination of operating esarnings {dollars in thousands)

Domestic Pharmacautical Products
Domestic Madicad  Phamnacy
MNutrtionals and Benefit  Wholesaler
WIC  Madicare Manager Charge-
Rebates Rebates HAebates backs
Baance at
January 1, 2004 $113362 $220070 $145195 § 37,083
Provisong 871.817 596,330 274,681 419,486
Payments (687,132) (452,342) [271,078) (412,526)
Balance at
Oecember 31, 2004 98,047 373,058 153,798 44,053
Provisions 841,189 663,043 253,439 450,901
Payments (844,480)  (581,008) (273,166) (448,867}
Batanca at
December 31, 2005 94,776 455,003 134,131 48,087
Provisions 635,849 527,860 281,221 532,847
Payments [685,477) (533,632} {246,456) {513,905)
Baiance at
Oecember 31, 2006 $1368,148 $449231 $168896 § 67029

Adjustments for pnor years' rebate accruals have rot been matenal
Abbott employs vanous techniques to venly the accuracy of claims
submitted to #, and where possible, warks with the organizations sub-
mitting claims te gain nsight into changes that might affect the rebate
amounts For Medicaid, Mecicare and other government agency pro-
grams, the calculation of a rebate involves nterpretations of relevart
regulatons, which are subject to challenge or changs in interpretaton

Income Taxes - Abbatt operates iIn numerous countnes whers its
Incoma tax returns are subject 1o audits and adjustments Because
Abbatt operates globally, the nature of the audit tems are often very
complex, and the objectives of the govemmient auditors can result in
a tax on the same ncome in more than one country Abbott employs
nternal and external tax professonals to minimize audit adiustment
amounts where possible As part of Abbott's calculaton of the prow-
slon for taxes on earnings, Abbott recards the amount that it expects
to ncur as a result of audits Each quarter, Abbott reviews s expo-
sures n accordanca with Statement of Financial Accounting Standards
(SFAS) No 5, "Accounting for Contingencies " Inthe U S, Abboit's
federal mcome tax returns through 2003 are settled, and the income
tax returns for years after 2003 are open Except for taxes on dwi-
dends that wera remitted under the Amencan Jobs Creation Act of
2004, Abbott does not record deferred INcome taxes on 8arnmgs
reinvested indefinitely 1n foreign subsidianes On January 1, 2007,
Abbott must adopt the provisions of FASE Interpretation No 48
“Accounting for Uncertamty i Income Taxes® which changes the
measurement of tax contingancies Under this Interpretation, in order
1o recognize an uncertan tax benefit, the taxpayer must be more Ikely
than not of sustawrung the postion, and the measurement of the benefit
s calcutated as the fargest amount that s more than 50 percent likely
to be realized upon resolution of the benefit This Interpretation will
resuit In signdficantly more effort to assess tax yncertainties than was
required under SFAS No 5, and may rasult in witial recording of tax
expense that excesds the expected resclution of tax uncertainties

The adoption of this Interpretation 1s not expected to have a matenal

affect on Abbott's January 1, 2007 balance shest or the 2007 (

provision for Income taxes
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Financial Instruments and Risk Management

nvestment n Boston Saenufic Commeon Stock and Note Recevable

At December 31, 2006, Abbott holds 64 6 milhon shares, or approx:-
mately $1 0 billon of Boston Scientific common stock and has a
$900 mihon Yoan to a wholly-owned subsidiary of Boston Scientific
Abbott's cost basis in the sharas 1s approximately $1 3 billon A hypo-
thetical 20 percent decreasa in Boston Scientific’s share pnce would
decrease the valus of the Boston Scientific shares by approximately
$205 miion Abboit 1s required to dispose of the shares by October
2008 Sales of Boston Scientfic’s shares are imited 1o approximately
5 4 milion shares per month until October 2007 Abbot is a creditor
of Boston Scientific for the $900 mitlion loan that is due in 2011 and,
as such, 1s subject to credit nsk. In addition, Abbaolt holds a denvative
financial instrument liability relating to certan gan shanng aspects of
the rvestment in Boston Scientific common stock and an interest
denvatve financal mstrurnent asset relating to the loan

Other Market Price Sensitive Investments

Abbott holds avalable-for-sale equity secunties from strategic technot-
ogy ecquisitions  The market value of these investments, excluding
Boston Scientific, was approximatety $37 milion and $99 mulhon,
respectively, as of December 31, 2006 and 2005 Abbott monitors
thase investments for other than temporary declines in market value,
and charges impairment losses to incoms when an other than tempo-
rary decline in valus occurs A hypothetical 20 percent decrease In
tha share pnces of thesa nvestments would decrease tharr far value
at December 31, 2006 by approximately $20 million (A 20 percent
decrease s belleved to be a reasonably possible near-term change
share pnces )

Non-Pubicly Traded Equity Secunties

Abbott holds equity secunbies from strategic technology acquisiions
that are not traded on public stock exchanges The carrying value

of thase nvestments was approxamately $33 midlion and $17 mllion
as of December 31, 2006 and 2005, respoctvely Mo iIndmidual invest-
ment 15 1n excass of $13 millon Abbott monitors these investments
for other than termporary declines in market valus, and charges impair-
ment losses to ncome when an other than temporary dechna in
estimated valus occurs

Interest Rate Sensitive Financial Instrurments

At December 31, 2006 and 2005, Abbott had Interest rate hedge
contracts totaling $1 5 blion 1o manage s exposure to changes in

the farr value of debt due in 2000 through 2014 The effect of these
hedges 1s ta change the fixed interest rale 1o a vanable rate Abbott
does not use darvative financial Instruments, such as interest rate
swaps, to manage iis exposure to changes in interast rates for its
nvestment secunties At December 31, 2006, Abbott had $5 O bidlion
of domestic commercial paper outstanding with an average annual
Interest rate of 5 3% with an average remaining ife of 38 days The far
market vaiug of long-term debt at Dscember 31, 2006 and 2005
amounted to $7 1 bilton and $5 4 bilion, respectively {average interest
rates of 4 7% and 4 2%, respectvely) with maturities through 2023

At December 31, 2006 and 2005, the far market value of current

and long-term rvestment secuntiss amounted to $941 miion and
$30 million, respectively A hypothetical 100-basis paint change in the
interest rates would not have a matenal effact on cash flows, ncome
or market values (A 100-basis point change 1s belisved tobe a
reasonably possitle near-term change in rates )

Foreign Currency Sensitive Financial instruments

Abbott enters nto foreign curency forward exchange contracts to

manage its exposura to foreign curency denaminated intercompany

loans and trade payables and third-party trade payaites and recen-

ables The contracts are marked-to-market, and resulting gains or

losses are reflected in Income and are generally offset by losses or gans ‘
on the foreign currency exposure bemng managed At December 31, |
2006 and 2005, Abbott held $5 B bilion and $3 9 billion, respectively, [
of such contracts, which mature in the next tweive months [

In addition, certain Abbott foreign subsidianes enter into foreign cur-
rency forward exchange contracts to manage exposures to changes
n forengn exchange rates for antieipated ntercompany purchases by
those subsidianes whose functional currencees are not the U S dollar
These contracts ara designated as cash flow hedges of the vaniability
of the cash flows due to changes in foreign exchange rates and

are marked-to-markst with the resulting gamns or losses reflected in
Accumutated other comprehensive income {loss) Gans or losses will
be incluctad in Cost of products sold at the time the products are sold,
generally within the next twelve months At December 31, 2006 and
2005, Abbott held $768 millon and $222 millon, respectvely, of such
contracts, which all mature in the following calendar year

The following table reflects the total foreign currency forward contracts
outstanding at December 31, 2006 and 2005

2006 2005
Fair and Farand
Camyng Canying
Average Value Average Value
Contract Exchange  Recelvable/ Contract Exchange  Recewable/
{dollars in millions) Amount Rate [Payable) Amount Rate {Payabie}
Recewe prmarly US Doliars .
n exchanga for the following cumencies,
Euro $2,644 1301 338 4) $1,519 1184 ${(14)
Brtish Pound 1,910 1928 14 4) 1,148 1738 72
Japanese Yen 808 155 30 513 1134 e 4
Canadan Doltar 332 1115 B4 425 1176 121
Al other currencies 603 A 2 6) 487 N/A -
Total $6.387 $52 0 $4,002 147
o4 - -
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Financial Review

Abbott's reverues are denved pamarily from the sale of a broad line
of health care products under short-term recenvable armangements
Patent protection and licenses, technological and performance
features, and inclusion of Abbott's products under a contract or by
a pharmacy banefit manager most impact which products arg soid,
prce controls, compethion and rabatas mast iImpact the net seling
pnces of products, and foreign currency transiation impacis the
measursment of net sales Abbott’s primary products are prescriphon
pharmmaceuticals, nutntional products, vascular products and
diagnostic testing products Abbott also owns 50 percent of TAP
Pharmaceutical Products Inc that Abbott accounts for on the
aquity method

The woridwide launch of HUMIRA, the acquisiion of Gudant's
vasoular business, the amendment of the Boghnnger Ingatheim
agreement, and the ioss of patent protection for some pharmaceutical
products have impacted Abbott's sales, costs and financial postion
over the last three years

Pharrnaceutical research and development 15 focused on therapeuhc
areas that inciuds iImmunalagy, oncology, neurostiences, rnetaboysm,
and viral dissases in 2003, Abbott began the worldwide faunch ot
HUMIRA, which mcreased ns worldwide sales 10 $2 0 buhion 0 2006
compared io $1 4 bilion in 2005 Substantial research and develop-
ment and seling support has been and continues to bie deticated to
maximizing the worldwide potential of HUMIRA 1n December 2006,
Abbott acquired Kos Pharmaceuticals whith complernents Abbott's
@xisting franchise in the global dyskpidemia market and strengthens
the late-stage and mui-term pharmaceutical pipeline with opportunities
in cholasterol management, asthma and inhaled nsuln In 2005,
Abbott and Boehanger Ingelhaim (Bl) amended thewr agreement
wheraby Abbott distnbuted and promoted Bl products Effective
January 1, 2006, Abbott no longer distnbuted or recorded sales for
distribution actvitas for the Bl products Abbott’s gross margins for
81 products from the prior agreernent 1n effect through Dacember 31,
2005 ware substantially lower than its average gross margins Sales
of BY praducts were $150 milion and $2 3 bifion in 2006 and 2005,
respectively In addion, increased genenc compstition resulted in
worldwide saies of canthromycin declimng 23 parcent in 2006

in 2006 and 2006, Abbott's nutntional products busingsses were
reorganized into a worldwide business to better leverage the
opportuniies avadable for strong nutntional brands Significant efforts
have been focused on capturng thase opponturities, pariculary In
developing markets

In April 2006, Abbott acquired Guidant's vascular intarvention and
endovascutar solutions businesses and began to integrate it with
Abbatt's vaseular business The acquisiion significantly improved
Abbott's competitve position in this business that is charactenzed by
rapid innovation In 2006, Abbott receved European Union approval
to market the XIENCE V drug sluting stent

Abbort's diagnostic segment 1s compnsed of four separate divisions —
immuncassay/hematology, diabetas care, molecular, and point of care
In early 2004, Abbott acquired TheraSense for $1 2 bifion, and began
to Integrate it with Abbolt's diabetes care business In January 2007,
Abbott announced that it had agread to sell its core laboratory
diagnostics business, ncluding Abbott Point of Care, to GE for
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%8 13 billion in cash Abbott axpects the sale to close in the first
half of 2007 Abbott's Molecular Diagnostics and Diabetes Care busi-
nesses are not part of this transaction and will rermain part of Abbott

Abbott's short- and long-term debt totaled $12 4 billon at
December 31, 2008, largely incurred to finance recent acquistons
Oparating cash flows in excess of capital expenditures and cash
dividends have allowed Abbott to fund acquisitions over the last
three years At December 31, 2006, Abbott’s fong-termm debt rating
was AA by Standard and Poor's Corporation and Al by Moody's
fnvestors Service

in 2007, Abbott will focus on several key ilatives In the pharma-
ceutical business, Abbott will continue the taunch of newly approved
indhcations for HUMIRA, and will also focus on the integration of

os Pharmaceuticals into the Pharmaceutical Products segment
Pharmaceutical research and development efforts will continue to
focus on the therapeutic areas noted above with 2 signiicant portion
of the developmant expendiures allocated 10 new HUMIRA mdca-
tions Abbott expects to submit additional pharmaceutical regulatory
filngs n 2007 In the vascutar business, Abbott will continue the
launich of the XIENCE V drug-eluting stent in Euwrope, and will launch
in the US upon approval by the FDA, For ciabetes care, Abbott
anticipates the approval of FreeStyte Navigator Effort wall also be
required for the sale and separation of Abbott's core laboratory and
point of care diagnostics businesses {n tha other business segments,
Abbott will focus on developing or acquinng differentiated technologes
in trgher growth segments of those markets

Cnucal Accounting Policies

Sales Rebates — Approximately 40 percent of Abbott's consohdated
GroSs revenues are subject 1o vanous forms of rebates and aflowances
that Abbott records as reductions of revenuas at the time of sale Most
of these rebates and allowances are In the Pharmaceutical Products
sagment and the Nutritional Products segment Abbolt prowdes
rebates to pharmacy benefit management companieas, to state agen-
cies that administer the federal Medicaid and Medicare programs and
the Special Supplementat Food Program for Women, Infants, and
Children (WIC), wholesalers, group purchasing organizations, and
other government agencies and private entilies Rabate amounts are
usually based upon the volume of purchases using contractual or
statutory prices for a product Factors used In tha rebate calculations
nciude the identfication of which products have been soid subject to
a rebate, which customer or governiment agency pnee terms apply,
and the estimated lag time between sale and payment of @ rebate
Using histoncal trends, adjusted for current changes, Abbott estimatas
the amount of the rebate that will be paid, and records the habity as .
a raduction of gross sales when Abbott records its saia of the product
Settierment of the rebate genaralty occurs from two to 24 months

after sale Abbott regularly analyzes the histoncal rebate trends and
makes adjustments to reservas for changes in trends and terms of
rgbate programs Rebates and chargebacks charged agamnst gross
sales In 2006, 2005 and 2004 amounted to approxmately $2 6 billon, .
$2 5 buion and $2 4 bition, respectvely, or 23 2 percent, 22 9 percent
and 25 6 percant, respectvely, based on gross sales of approximately
$11 0 billon, $10 9 bition and $8 3 bdfon, respectively, subject to
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Pension and Post-Employment Benefits — Abbott ofters pension
benefits and post-employment heatth care to many of s employees
Abbott engages outside actuanes 1o calculate its obligations and costs
under these programs Abbott must develop long-term assumplions,
tha most significant of which are the health care cost trend rate, chs-
count rate and the expected return on plan assets The discount rates
used to measure labities as of December 31, 2006 and 2005 were
determined based on high-qualty fixed ncome securties that match
the duration of the expeciad ratres benefits Pror to December 31,
2005, the discount rate was determined by reference 10 8 composite
corporate AA bond index The health care cost trend rate represents
Abbott's expected annual rates of change in the cost of health care
benefits and s a forward projaction of heaith care costs as of the
measurement date A difference between the assumed rates and the
actual rates, which will not be known for decades, can be significant
in relation 1o the obligations and the annual cost recorded for these
programs Recent low interest rates have significantly increased
actuanal losses for these plans At December 31, 2008, pretax net
actuanal losses and pnor semice costs and {credits) recognized In
Accurnulated other comprshensive Income (loss) for Abbott's defined
benefit plans and medical and dental plans were $1 4 billon and
$537 milhon, respectively Actuanal losses and gains are amortized
over the remaining service penods of the employees under the corndor
method. 1n accordance with the rules for accounting for post-employ-
ment beneflts Differences batween the expected long-tarm return on
plan assets and the actual annual return are amortized over a five-year
penod Footnote 4 to the consoldated financial statements describes
the impact of a one-parcentage point change in the health care cost
trend rate, howaver, there can be no certamnty that a change would be
Imited to only ona percentage poit On December 31, 2006, Abbott
adopted the prowisions of SFAS No 158 “Employers’ Accounting

for Defineg Bensfit Pension and Other Postretrement Plans * The
provisions of this statement require the immediate recognition of the
deferrals on the balance sheet with a corresponding charge to
Accumulated other comprehensiva incoma {l0ss) Adoption of this
statement on December 31, 2006 resulted in a decrease in Abbott’s
shareholders’ equity of approximately $1 3 biion

Vatuation of intangibfe Assets — Abbott has acquired and contiues
1o acquire significant INtangible assets that Abbott records at far vajug
Those assats which do not yet have regulatory approvaf and for which
thare are no etternative uses are expensed as acquired in-process
research and development, and those that have regulatory approval
are capitelzed Transactions Invoving the purchase or sale of intang-
ble assets occur with some frequency between companies in the
heatth care field and valuations are usually based on a discounted
cash flow analysis The discounted cash flow model requires assump-
tions about the timing and amount of future net cash inflows, nsk, the
cost af capital, and terminal values Each of these factors can signifi-
cantty affect the value of the intangible asset Abbott engages
independant valuation experts who review Abbott's crtical assump-
tions and caleutations for significant acquisitions of intangibles  Ahbott
reviews mntangible assats for imparment each quarter using an undis-
counted net cash flaws approach If the undiscounted cash flows of
an intangible assel are less than the carrying valus of an intangible
assel, the ntangible asset 15 written down 10 Its farr value, which is
usually the discountad cash flow amount Where cash flows cannot
be identified for an Indwidual asset, the review 1s applied at the lowest
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group level for which cash fiows are identifiable Goodwll 15 reviewed
for impairnent annually or when an event that could result 1n an
impairment of goodwill occurs At December 31, 2006 goodwil and
intangibles amounted to $9 4 billion and $6 4 bition, respectively, and
amortization expense for tangible assets amounted to $575 milkon i
2006 There were no imparments of goodwall in 2006, 2005 or 2004
At December 31, 2006 the valuations for the Guidant and Kos acquisi-
tions have not been finalized

Liigation — Abbott accounts for litgation lassas n accordance with
SFAS No 5, “Accounting for Contingsncies * Under SFAS No 5, loss
contngency provisions are recorded for probable iosses at manage-
ment's bast estimate of a loss, of when a best estimate cannot be
made, a minimum loss contingency amaount s recorded These estr
mates are often intally developed substantially sariier than the ultimate
loss 1s known, and the astimates are refined each accounting period
as addmonal information becomes known Accordingly, Abbott 1s often
nibally unable to develop a best estimate of loss, and therefore the
minimum amount, which could ba zero, 15 recorded As nformation
bacomes known, either the minimum loss amount 18 increased, result-
ing in additional loss provisions, or a best estimate can be made, also
resutting m additicnal ioes provisions Occasionally, a best estimate
amount 18 changed 1o a lower amount when events resull in an expec-
tation of a more favorabie cutcome than previousty expected Except
for one group of cases relating 10 pharmaceutical pricing for which
Abbott 15 unable 10 estimats a loss, f any, Abbott estmates the range
of pussible loss to be from approxmatety $165 millon to $295 milon
for its legal procesdings and environmental exposures Reserves of
approximately $200 million have been recorded at Decamber 31, 2006
for these proceedings and exposures These reserves represent man-
agement’s best estmate of probable loss, as dafined by SFAS No 5

Stock Compensation — Through Decamber 31, 2005, Abbott mea-
sured compensation ¢ost using the intinsic value-based method of
aceounting for stock options granted to employses and disclosed the
impact of the far value method n the footnotes to the consolidated
financial statements On January 1, 2006, Abbott adopled SFAS

No 123 {revised 2004), “Share-Based Payment,” which requares that
far value be recorded i the results of operations Since there IS no
market for trading employea stock options, management must use a
fair value method There 1s no certainty that the results of a far value
method would be the value at which empioyee stock options would be
traded for cash Far value methods require rnanagement to make sev-
eral assumptions, the most sigmficant of which are the selection ola
farr value mode!, stock pnce volatiity and the average We of an aption
Abbaott has readily available grant-by-grant histoncal actnty for several
years In s option administrabion systermn that it usesin developng
some of Its assumptions Abbott uses the Black-Scholes method to
value stock options The results of the Black-Scholes model ars pen-
odically compared to the bincmial model and the results have been
comparable Abbott uses both histoncal volatitty of ts stock pnce and
the imphiad volatiity of currently traded options to deveiop the volatility
assumptions Abbott uses the tustoncal grant acthvity, combined with
expectations about future exercise actvty, to develop the average ife
assumptions Abbott has also used the histoncal grant data to evalu-
ate whether certain holders of stock options exercised therr options
diffarantly than other holders and has not found any differentiating
pattern among holders Abbott guantified the addtional pad in capital
amount avallable for use n determining tax effects of earty exercise for
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measurement of 1ax expense Abbott used the modified prospective A companson of signtficant product group sales is as foliows
method of adoption Under this method, pror years' financial results Percent changes are versus the pnar year and are based on
do not nclude tha mpact of recording stock options using far value unrounded numbers
Footnote 9 quantifiss the effsct n 2008 and 2004 had compensation Percent Porcent Porcent
cost been determined using the fair value method (dollars in miions) 2006 Change 2005 Change 2004 Changs
Results of Operations Phamaceuticals —
Sales U5 Specuty $3.505 25 $2.799 18 $2.410 26
The following table details the components of sales growih by US Pamary Care 2505 2 2480 - 2466 2
reportatla segment for the last three years International
Pharmaceutcals 5,157 8 4778 14 4202 18
Total % Components of Change %
Change Price Volume  Exchange Diagnostics —
Total Net Saies immunoassay 22t2 ' 4 287 2 2.4 2 -
2006 vs 2005 064 06 02 ©2  Dabetes Care 1138 6 1067 36 791 48
2005 vs 2004 135 01 121 13
2004 vs 2003 138 16 91 32 Nuruonals —
US Pediainc
Tow U S Nutrtonals 1,128 3 1097 @ 1,146 5
2006 v8 2005 (7 §jta) 24 S8 -~ International
2008 vs 2004 130 08 122 ~  Pedatric Nutntonais 899 20 698 17 598 13
2004 vs 2004 128 38 90 - US Adul
Nutritionala 1,007 2 1077 15 934 15
Total Internabional International
2006 va 2005 109 (13 2r 5 agut Nutntionais 5 1 76 8 68 13
2005 vs 2004 142 o9 120 29
2004 vs 2003 153 oo 88 74 ncreased sales volume of HUMIRA and increased valurme and price
for Kalstra and Depakote favorably impacted U S, Specialty sales
Priamaceutical Products Segment increased sales volurne for TrCor and Omnicef favorably impacted
2006 vs 2005 ® 5@ 18 1o 03  US Prmary Care sates and were partially ofiset by lower U S sales of
2005 vs 2004 149 06 130 13 Bawn due pimanly to genenc competition for the Immediate-release
2004 vs 2003 82 32 96 34 jomulation US sales of Biaxin were $151 million, $308 milion and
$458 mallion i 2008, 2005 and 2004, respectively increased sales
Diagnostic Products Segment volume of HUMIRA favorabily impacted interational Pharmaceuticals
2006 vs 2005 5 un 81 039 gales, partially offset by decraased sales volume n 2006 due to
2005 vs 2004 na o7 99 20 genenc competton for clarithromycin Diabetes Care product sales
2004 vs 2003 m 2 69 54 growth i 2006 and 2004 was favorably ¥mpacted by the acquistion
of TheraSense n the second quarter of 2004 The decrease In sales
Nutrtiona! Products Segment ofUS pediatn nutntionals in 2005 was primanly dua to overall infant
2006 vs 2005 96 c4 a7 03  nytntionals non-WIC category decline and competrive share loss
2005 vs 2004 87 8 24 98  yamatonal Pediatnc Nutritonals sales increases were dus pamanly
2004 vs 2003 02 on 89 14 tq volurne growth in developing countnas U S Adult Nutntionals sales
i 2005 and 2004 were favorably impacted by the acquistion of EAS
Vascular Products Segment in the fourth quarter of 2004 Abbolt has penodically sofd product
2008 vs 2005 ey @8 3332 09  nghts to non-strategic products and has recorded the related gans
2005 vs 2004 47 09 145 06  |nnet sales 1n accordance with Abbott’s revenue recogrition pOICIes
2004 vs 2003 183 an 210 ~  as discussed in footnote 1 to the consofidated financa! statements

Related net salas wers $190 mihon ix 2006, $177 mulkon in 2005 and

{&a The Pharmacautical Products segment hed an agreemant with Boahninger ingethaim (BY) $144 milion in 2004
16 co-promote and distribute thea of its products in the U S in 2008, Abbott and &
amendead the agreamart and effoctve January + 2008, Abbol! no longer distributad of
reconded sales for cistribution actiities for the B! products The icrasases n sales for
qummztsmnepmbrmmtww 12 3 parcont for 1018
US sales and 7 8 percant for Phanmaceuticsl Products segment sales
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The expiration of icenses, patent protection and ganenc compettion
can affect the future revenues and operating ncome of Abbott
Swgrwficant ongoing genenc acthties, and significant patent and cense
expirations in the next threa years are as follows The U S composk
tion of matter patent for Depakote expires in 2008 Abbott hoids
non-composiion of matter patents on the extendead release form of
Depakote U S sales of Depakote in 2006 were $1 2 bition In 2004,
the FDA granted approval for genenc competition to Synthroid and
genenc compettors have entered the market U S sales of Synthroid
wara $470 milion n 2006 and $498 millon in 2005 Clanthromycin

15 now subject to generic compethion n most European markets
European markat salas of clanthromycin i 2006 and 2005 were

$329 million and $418 million, respectively In the U S, clanthromycin
1s marketed in two forms, the immediate relsase and the extended
relaase forms In May 2005, the composition of matter patent on clar-
thromycin expred, and several mmediate relgase genertc products
ware launched by competitors Abbott holds non-composthon of
matter patents for the extended release form of clanthromycn in
December 2006, an extended release genenc product was launched
by a competitor The US Distnct Court of the Northern Dustrict of
Ihnois has dened Abbott's request for grant of a termporary restraining
order aganst the compattor There may be further genenc competition
for clanthromycin n other countnies in 2007 depending on the results
of legal proceedings related to the patents Upon the Dacember 2005
expration of a court order related to lcenses for sevofiurane, Baxter

1s now permitied to market a compettve form of sevofiurane In addi-
tion, sevoflurane has been subject o generic compsatiion from other
compettors in 1solated markets outside of the U S and further genenc
compettion in International markets 1s possible Worldwide sales of
savofiurane 1n 2006 and 2005 were $799 milion and $874 milhon,
raspectvely The compasition of matter patent for Omrucef expires in
May 2007 Abbott holds an additional non-composiion of matter pat-
ent for Omnicef Sales of Ommicer in 2006 and 2005 were $637 mitan
and $495 million, respectively The Pharmaceutical Products segment
markets all of the above products The patent for Prevacid, which is
licensed by TAP Pharmaceuticals (TAP), expires n 2009 Abbott
records TAP's results on the equity method

Operating Earnings

Gross profit margns were 56 3 percent of net sales in 2006, 52 4 per-
cent i 2005 and 54 9 parcent n 2004 Tha ncrease in the gross profit
tmargin in 2006 was due to favorable product mix, pnmanly as a result
of decreased sales of Boehnnger Ingelheim products that have lower
margins than for other products in the Pharmaceutical Products seg-
ment and the decrease in the gross profit margin n 2005 was due to
unfavorable product mx, primanty as a result of increased sales of
Boehnnger Ingetheim products Restructuring charges, discussed
below, reduced the gross profit margins n 2006 and 2005 by 1 1 per-
centage ponts and O 8 percentage poirts, respectively The gross
profit margln it 2004 was impactad by the favorable mix effect of
exchange on the gross profit margin and by unfavorable product mux,
pnmarily increased sales of iower margin Boshnnger Ingelheim prod-
ucts in the Pharmaceutical Products segment Gross profit margins in
all years were also affected by productmty Improvernants, tigher proj-
ect expenses for new products, igher manufactunng capacity costs
for anucipated unit growth and the effects of infiation

L:—— ‘?" - X

m?ij"l:.;:

e,

T o el
R R T N NPT

Abbott 2006 Annual Repon

inthe U S, states recenve pnce rebates from manufacturers of infant
formula under the federally subsidized Special Supplemental Food
Program for Women, Infants, and Children There are also rebats pro-
grams for pharmaceutical products These rebate programs continue
to have a negative effect on the gross profit margins of the Nutational
and Pharmaceuticat Products segments In addiion, pnoing pressures
untavorably impacied the gross profit margins for the Nutritional
Products segment in 2006, 2005 and 2004

The gross profit rargins for the Phamaceutical Products segment
were favorably impacted in 2008 and unfavorably impacted in 2005
and 2004 by product mix The favorable product mix n 2008 was due
to decreasad sales of lower margin Boehnnger Ingelheim products
and the unfavorabie product mpx in 2005 and 2004 was due prmanty
to ncreased sales of lower margin Boehningsr Ingetheim products and
higher other manufaciunng costs

Research and development expenss, excluding acquired IN-process
and collaborations research and development, was $2 3 billon in
2006, $1 8 bilion 1 2005 and $1 7 bilion in 2004 and represented
ncreases of 23 8 percent n 2006, 7 3 percent In 2005 and 4 5 per-
cent n 2004 The effect of recording compansation expense relaling
10 share-Dased awards and addtional costs associated with Abbott's
decision 1o discontmue the commereial development of the ZoMaxx
drug-eluting stant increased research and development xpenses by
6 3 percentage points over 2005 The remaining ncrease was due

to the acquisiion of Guidant's vascular nterverition and sndovascular
solutions businaesses and Increased spending 1o support pipelng
programs, including follow-on ndications for HUMIRA, and other
late-stage clinical programs in pharmaceuticals, diabates care and
vascular The maority of research and devefopment expenditures arg
concentrated on pharmaceutcal products

Seling, general and admunistrative expenses increased 15 5 percent
1t 2006 compared & ncreases of 11 7 parcent n 2005 and 2 4 per-
cent m 2004 2006 includes the eflect of recording compensation
axpense relating to share-based awards, 2 phianthropic contribution
to the Abbott Fund and the acquisition of Guidant’s vascular nterven-
tion and endovascutar solutions businesses Thesa iters increased
seling, general and administrative expenses by 8 B percentage points
over 2005 The restructunng charges discussed below and an
Increase n a bad debt resarve associated with an unfavorable count
ruling ncreased the percent change from 2004 by 2 7 percentage
points 1N 2005 In 2003, Abbott recorded in selling, general and
administrative expenses, a pretax charge of $614 milion related 10 2
settlement This 2003 charge reduced the Increase in seling, general
and administrative expenses by 15 0 percentage points tor 2004
The remaning increases in selling, general and admiristrative
expensas were dus pamanly to increased salling angd marketing
support for new and exsting products, ncluding continued spending
for HUMIAA, as well as spending on other marketed pharmaceutical
products These increases also reflect the effects of the acquisitions
of TheraSense and EAS 1 2004 Increases i all three years also
reflect inflation and additional seling and marketing support phmanly
In the Pharmaceutical Products segment
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Restructurings
(dadars i mulkons)

in 2006 and 2005, Abbott management approved plans {0 realgn

#ts worldwide pharmaceuncal manufactunng operalions and selscted
domestic and international commercial and research and development
operations in order to reduce costs n 2008 and 2005, Abbott
recorded pratax charges against earnings of approximately $210
and $268, raspactively, reflecting the mpairment of manufactunng
facfities and other assets, employee severance and other related
charges Approximately $181 and $174, respectively, 1 classified as
cost of products sold, $29 and $10, respectively, as research and
development and $72, in 2005, as seling, general and adrministrative
An additional $70 and $14 were subsequently recorded in 2006

and 2005, respectively, relating 10 thesa restructunngs, pnmariy

for accelerated depreciation As a resuit of product re-registration
timelines requirad under manufactunng regulabons in a number

of countnes, manufactunng related reakgnments are expected ta
continue into 2007

The following summanzes the actmty for restructunngs

Employes-
Retated Assat

and Other Impawments Total
2005 restructunng charges $191 7 $638 $2555
Payrents and impalrments {369 638 (1007
Accrued baiance at December 31, 2005 154 8 - 154 8
2008 restructuring charges "7 926 2103
Payments, inmpairments
and other adustments 792 26 (17118

Accrued balance at Oecember 31, 2008 $1033 s - $1933

Abbott expects to incur up to an additional $128 n futlure periods
for restructuring plans, pnmartly for accelerated depreciation

Net Interest Expense

Net interest expense increased n 2006 due pnmanly to higher Dorrow-
Ings as a result of the acquisition of Guidant's vascular ntervention and
endovascular solubons businesses, and Abbott's nvestments in the
common stock of Boston Scientific and a note receivable, partally
offset by higher Interest income

Other (income} axpense, net

The increase n Other (income) expensa In 2006 1s primarty due to
far-value gain adjustments to certain dervative financial instruments
refated ta the nvestment n Boston Scentdic camimon stock

Taxes on Earnings

The effective Income tax rates on ncome from continuing oparations
were 24 B percent in 2008, 27 0 percent in 2005 and 23 0 percent

In 2004 Taxes on eamings in 2008 reflect the effect of the tax rates
applied to acquired n-process and coflaborations research and devel-
opment and the resolution of prior years' ncome tax audits and the
eftact of discrats tax events. For 2006, the tax rates apphed to
acqurred n-process and collaborations research and development
increased the effective tax rate by 6 6 percentage points and the effect
of the Incoms tax audit resoluton and discrete tax events decreased
the effective tax rate by 5 5 percentage points In 2005, Abbott remit-
ted $4 3 bilion of foresgn eamings in accardancs with the Amencan

Jobs Creation Act of 2004 and recorded additional tax expense of
2245 mihan, which increased the effective tax rate by approxamately

5 3 percentage points This was partially offset by adjustments of prior
years' tax accounts rasulting pamanty from resoluton of pnor years®
accrual requirements, which decreased the effective tax rate by

2 3 parcentaga paints The effectve tax rate for 2004 reflects
adjustments of prior years' tax requirements primanty as a resuit of
resolutions of prior years' tax audits and the effect of non-deductible
acquired In-process research and development The effect of these
temns for 2004 was to decrease the effectva tax rate by approximately
1 2 percentage points Abbolt expects to apply an annual effective
rate of approximately 22 5 percent i 2007

Spin-off of Apbott's Core Hospital Products Business

1 2004, Abbott's Board of Directors declared a special dwdend distn-
bution of all of the cutstanding shares of common stock of Hospira,
Inc , payable on Apnl 30, 2004 Hospra ncluded the operations refat-
ing to the manufacture and sale of hosprtal products hcluding
specialty njectable pharmaceuticals, medication delivery systems and
cnlical care devices and Injectable pharmaceutical contract ranufac-
tunng Hosprra mcluded Abbatt's Hosprial Products segment, after
that segrnent’s reorganization on January 1, 2004, and portions cf the
former Internationa! segment The income and cash fiows of Hospira
and the direct transaction ¢osts of the spin-off have been presented
as discontinued operations in the Consolidated Statament of Eamings
and Staternent of Cash Flows

Abbott has retamed habitties for taxes on income prior to the spin-off,
defined benefit, post-empiloyment medical and dental plan obligations
and assets, as of the spin-off, for most of Hospira's U S retired
employess and U S retirement ekgible employees and certan poten-
tial liabilities, If any, related to alleged improper pnoing practices pnor
10 the spin-off In cannection with federal, state and private remburse-
rment for certain drugs

Business Combinatuons, Technoiogy Acquisiions
and Related Transactions

in Decernber 20086, Abbott acquired Kos Pharmaceuticals inc.

for cash of approximately $3 8 bilhon, net of cash held by Kos
Pharmaceuticals 1o expand Abbott's presence in the ipid manage-
ment market and to provide several on-market and late-stage pipeline
products Kos Pharmaceuticals Inc 1S a specialty pharmaceutical
company that develaps and markets propnetary medications for the
treatment of chronic carthovascular, metabolic and respratory
diseases This business was acquired on December 13, 2006 and the
financial results of the acquired operations are included in these finan-
cral statements beginning on that date The acquisiton was financed
pnmanly with shori-temm debt The prebiminary allocation of the acqu-
siion cost 15 shown 1 the table below fin millions of dollars)

Goodwill, prmarily non-ceductbla $1.824

Acqured in-process ressarch and development 1,262

Acquired ntangible assets, pnmarily

prociuct rights for markated products 821

Acqurred net tangible assets a7

Deferrad ncome taxes racarded at ecquisiion {234)
Total prefiminary allocation of acquision cost $3,77G




ﬁ:oqu’[red ntangible assets will be amortized over 1 to 15 years
; %f\lon—deducubla acqured in-process research and developmaent was
4= charged to ncome i 2006 The net tangible assets acquired consist
ik of trade accounts recervable, nventones and property and
it equiprment, net of assumed habilities, pnmanly accrued salanes and
?i{ fliwagas and other iabilihes

BESEI | der to expand ADDOI's presence In the growing vascular market,

Tt

= b

A Apbott acquired Gudant's vascular interverition and endovascular

it gonons businesses for approximately $4 1 billion, m cash, m connec-
_ticn with Boston Scentfic's acquisttion of Guidant These businesses
v " wers acqurred on Apni 21, 2006 and the financial results of the
< acquired operations are maluded i these financial statements begin-
o ning on that data In addiuon, Abbott will also pay to Boston Scientific
bt $250 milion each upon government approvals to market the XIENCE
o v drug-eluting stent inthe U S and in Japan Each $250 millien pay-
3:3 menit will result n the recording of additional goodwill The preliminary
i allocation of the acquisdion cost 1S shown in the table below {in mithons
;? of dofiars) The valuation of intellectual property, inciuding ntangible
b assets and acquired in-process research and development, 15 sub-
1
b
i
I
.

|3

stantially complete, but the valuations of the cther assets and habilities
are prelminary The allocation will be finalized when certain information
regarding the other assets and habilities 1s known

Goodwill, prmarily deductible 51,688
Acquired mtangible assets primartty
: product nghts for marketad products 1,185
' Acquied in-process research and davelopment 865
4 Acquired nel tangible assets 580
Total praliminary allocation of acquisition cost $4,128

Acquired intangible assets will be amortized over 3 to 15 years
faverage of approximatety 10 year: 5) Tex deductible acquired in-pro-
cess research and development was charged to income in 2006
The net iangible assets acquired consist pnmanty of property and
equipment of approximately $530 mullion, trade accounts recevable
of approximately $250 million and inventones of approxmatety
$120 milion, net of assumed kabilities, primariy trade accounts
payable, ktygation reserves and other habdities

- In order to faciiate Boston Scientific’s acquistion of Guidant, Abbott
aleo acquired 64 6 milhion shares of Boston Sclentific common stock
drectly from Boston Scientific and loaned $800 million 1o a wholly-
owned subs:ciary of Boston Scientific Abbott 1s required to dispose
of the shares by October 2008 Sales of the shares are limited to
approximately 5 4 milion shares per month untit October 2007 The

‘ amount recorded upon the acquisiion of the shares includes a dis-

count to market, based on an apprassal, to reflect the value of the

restnchions on sale On the date of acquiston, half of the shares wene
recorded as avaliable for sale in accordance with SFAS No 115 and

the remander under the cost methed in accordance with APB No 18

As of December 31, 2006, all of the shares are recorded as available

for sale in accordance with SFAS No 115 The loan, which is due in

Aprll 2011, 15 guaranteed by Boston Scientific and bears a favorable

etfactive interast rats of 4 percent, which s reflected 1n the valuation

of the note receivable in connaction with the acquistion of the shares,

Boston Scientific 18 entitied 10 certan after-tax gains upon Abbott's

sale of the shares Abbott would retan any gains on the sale of the

Boston Scientfic shares up to & sales pnce of $23 83, Boston

P
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Scientific would recetve any after-tax gains on the sale of the shares
for the portion of the sales pnce In excess of $23 83 but lower than
$26 00, and Boston Scientrfic would recenve one-half of any after-tax
gan for the portion of the sales prce In Bxcess of $25 98 Based on
an apprarsal, Abbott recorded approximately $114 milton for this
gan-shanng dernvative financia! nstrument kabiity In addiion, Baston
Scentific agreed 1o reimburse Abbott for certain borrowing costs on
debt incurred to acquire the Boston Scentific shares After Apbott
neurs the first $10 millon of interest cost on dabt incurred to acquire
the shares, Bostan Sclentific will remburse Abbott for the next

$60 mulkon of mterast cost Rewmbursement for the incremental
interest cost waill be in the form of additional common stock of Boston
Scientific, payable 18 months after the acquisiton Abbott recorded
approximately $55 mition for this \nterest denvative financial Instrument
asset The effect of recording the shares, the loan to Boston Scientfic
and the dervative financial nstruments at fair valus on the date of
acquisition resulted in the recording of additional goodwall of approxi-
mately $204 miifon The financial assets and kabiity acquired from
Boston Scientific were valued and recordad at acauistion as follows
{in mulions of dollars)

Boston Scientfic commen stokk $1.326
Nota recevable 829
Dertvative financial instruments net (59}
Total $2,006

in 2005, Abbott acguired the remaining interest in a small medical
products company that was previously accountad for under the equity
method of accounting and & less than 50 percent equity interest N a
small medical products company The aggregate cash purchase price
was approamatsly $25 milion Acquisition accounting resulted in the
recordng of non-tax deductible goodwill of approximately $69 mibon,
intangible assets of approxmately 822 milhon and a charge of approxi-
mately $17 rmifion for acquired In-process research and development
In 2005, Abbott acquired additional nghts related to HUMIRA for
approxmately $270 milion, which are baing amortized over 13 years

In 2004, Abbott acquired TheraSenss, Inc , & leader in the develop-
ment, manufactunng and marketing of biood glucose self-monitonng
systems, for approximately $1 2 biflion 1n cash, i-STAT Corporation,

a manufacturer of point-of-care diagnostic products for blood analysis,
tor approxmately $394 milhon 1n cash, EAS, a nuinhonal company
with a portfolio of natonatly recognized brands, for approximately
$320 millon in cash, and Spine Next, 8 manufacturer of orthoped:c
spinal implant dewces, for approximately $58 mifion n cash plus
additonal milgstone payments of up to $23 million upon achievement
of future targets Abbott also acquired certan other product technolo-
ges for approximately $352 milion These acquisitions resulted m

a charge of $271 mitkon for acquired In-process research and devel-
opment, intangible assets of approxmately $1 3 billon, non-tax
deductble goodwill of approxmately $323 milion and deferred income
taxes of approximately $406 million Acquired intangible assets,
primarily trade names, are amortized over 5 to 20 years (average of
approximately 14 years)

Had the above acquisitions taken place on January 1 of the pravious
year, consolidated net sales and ncome would not have been signifi-
cantly different from reporied amounts

n
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Financial Review

Subsequent Event — Announced Sates of Busnesses

On January 18, 2007, Abboft announced that t had agreed to sell its
cora labaratory diagnostics business, including Abbott Paint of Care,
to GE for $8 13 bilion n cash The sale 1s expected to close In the first
hatf of 2007 and 1s subject to customary clasing condilions, mcluding
regudatory approvals Tha carrying amount of the assets and labilities
mciuded in the sale 1s estimated to be approximately $2 6 bilion and
net sales for these businesses were approxmately $2 7 bilion in 2006
Abbott astimates tax expense of approximatety $2 G bilion wilt b
recorded on the gam.

Financia) Condibion
Cash Flow

Net cash fram operating activities of oontﬁumg cparations amodrtedt
1o $5 3 bihon, $5 0 bilkon and $4 3 bilkon n 2006, 2005 and 2004,
respectively The increase in cash from operating actvities in 2006
compared 10 2005 15 due 1o higher net earnings adjusted for after-tax
non-cash charges for acquired IN-process research and developmant
and share-based compensabon and higher contnbutions to retirement
benefit plans in 2005 compared ta 2006, partially offset by tugher
income tax payments in 2006, including tax payments related to

the 2005 remittances of foreign earmings under the Amerncan Jobs
Creation Act In 2008, 2005 and 2004, $200 million, $641 mihon

and $482 million, respectively, was contrbuted to the main domestic
defined benefit plan Abbott expects pension fundmg for its main
domestic pension plan of $200 mifion annually The increased contr-
bution In 2005 was due, n part, to the investment of cash remitted
under the Amencan Jobs Creation Act of 2004 Abbott expects annual
cash flow from operating actmties to continue 16 exceed Abbott's
capital expendrtures and cash dwidends

Debt and Capital

At Decamber 31, 2006, Abbatt’s fong-term debt rating was AA by
Standard & Poor’s Corporation and A1 by Moody's Investors Service
Abbott has readily available financial resources, including unused lines
of cracht of $7 O billion, including a $4 bikon short-term facility, that
support comimercial paper borewing arrangements Subsequent to
the announced potential acquismon of Kos Pharmaceutcals Inc ,
Standard and Poor's affirned ts current dett ratings for Abbott and
maintaned its current “stable” outlook and Moody's Investors Service
affirmed s cumrent debt ratings for Abbott and affimmea its current
“negatve” outiook

In October 2006, the board of directors autharized the purchase

of $2 5 billon of Abbot!’s common shares from time 1o trme and

no shares were purchased under this authonzation in 2006 in 2006,
2005 and 2004, Abbott purchased approximately 17 3 mifhon,

30 G miflion and 11 7 millon, respectively, of ts common shares
under prior authonzations at a cost of approximately $755 milon,
$1 3 bihon and $500 mufion, respectvely

Under a registranon statement filed with the Secunties and Exchange
Gommission in February 2005, Abbott issued $4 0 bilon of long-term
debt i 2006 that matures in 2009 through 2016 with interest rates
ranging from 5 375 percent to § 875 percent Proceeds from this debt
were usad to pay down domestic commercial paper borrowings that
wera incurted to partally fund the acquision of Guidant's vascular
intervention and endovascular sofuhons businesses The acquisition
of Kos Pharmaceuticals was financed pnmanly with commercial paper
borrowings In addition, commercial paper borrewings were used to
repay $1 9 billon of long-term debt n 2006 In 2005, Abbott borrowed
%1 9 bulion of long-term debt that matures n May 2008 with vanable
interest rates above UBOR In 2006, $1 6 bilen of this debt was pad
pror to matunty In 2004, Abbott issusd $1 5 bion of long-term debt
that matures n 2009 through 20714 with interest rates ranging from

3 5 percent 10 4 35 parcent

Warking Caputal

Al December 31, 2006 current habilittes exceeded current assets

by approximately $669 milion as a result of increased short-term
borrowings used to acquire Kos Pharmaceuticals n December 2006
Warking caprital was $4 0 bion at Decomber 31, 2006 and $3 9 bilion
at December 31, 2004

Capiial Expenditures

Capttal expenditures of $1 3 billon in 2006, $1 2 bilon in 2005 and
%1 3 biflron in 20604 were principally for upgrading and expanding
manufacturing, research and development, investments in information
technotogy and admunistrative support facikties in all segments, and
for laboratory instrumants placed with customers

Contractual Obligatons

The following table summarizes AbDott's estmated contractual
obligations as of December 31, 2006

(dollars i mulkons) Payment Oua By Penod
2012 and
Total 2007 2008-2009 2010-2011 Thereafter
Long-term deht, including curent matunies and futurs interest payments $ 9,148 $ 432 32,775 $2,564 $3,377
Cperating laase obfigations 404 a0 121 80 123
Captialized auta lease obiigatons 06 28 58 ~ -
Purchase commaments (a) 2,751 2574 130 36 11

Other long-term labiities reflacted on the consclidated balance shegt —

Benefit plan obligations 1,964 ' - 279 312 1,373
Other 1,341 - 858 207 376
Total $15,494 £3,114 3 921 33,199 $5.260

& Purchasa comentments ara for purchases made 1 the nonmal cowrse of busness (o meet operational and capital expenditure requirements




——

E% Abbott has penodically entered into agreements n the ordmary course
S%e of bustness, such as assignment of product nghts, with other compa-
i mes which has resutted In Abbott becoming secondanly hable for
abligations that Abbott was previously pnmanly lable Since Abboft
; "‘] no longer mantains a business relafionsp with the other parties,
‘" Abbott 15 unable to develop an estimate of the maximum potantial
amount of future paymants, if any, under these obhgahons Based
upcn past expenence, the Iikelihood of payments under these agree-
ments 15 remote In addion, Abbott penodically acquires small
companigs or product nghts in which Abbott agrees to pay contingent
consideration based on attairung certain thresholds

In connecton with tha acquistion of the common shares of Boston
Seentfic, Boston Scientific 15 entitied 1o centain after-tax gans, f any,
upon Abhott's sales of the Boston Scientfic shares In addition,
Abbaott has retained labilities for taxes on income prior to the spin-off
of Hospira and certam potential iabiliies, i any, related to alleged
¥NPropar pricing practices in connection with federal, siate and private
rembursement for certam drugs

Recantly Issued Accounting Standards

in July 2008, the FASE 1ssued interpretation No 48, “Accounting

for Uncertainty i income Taxes ™ This interpretation requires that a
recordad tax benafit must be mora likely than not of being sustamed
upon examination by tax authonties based upon its techrical ments
The amount of benelt racorded 1s the largest amount of benefit that
15 greater than 50 percent Ikely of being realized upon ulimate settle-
ment Upon adoption, any adjustment will be recorded directly to
beginning retamed earnings The Interpretation 1s effective for Abbott
beginning no later than Jarwary 1, 2007 Abbott has not yet adopted
the prowisions of ths Interpretation The adoption of ths Interpretation
18 not expected to have a matenal effect on Abbott's Jaruary 1, 2007
balance sheet or the 2007 provision for Income taxes

In Septernber 2006, the FASE 1ssued Statement of Financial
Accounting Standards (SFAS) No 157, “Falr Value Measurements *
The new statement establishes a framework for measunng far value
In generally accapted accounting principles and expands disclosures
about tar value measurements  This statement 1s effective for fiscal
years beginmng after Novemnber 15, 2007 Adoption of the prowisions
of this statemant 1S not expected to have a material effect on the
results of operations or financal position of Abbott
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Legistative lssues

In August 2008, the President of the United States signed the Pension
Protection Act of 2006 Among other things, the Act establishes new
minmum funding regquirements for plan years beginning n 2008
Abbott doses not expect this Act to significantly impact future fundings
of its domestic defined benefit pension plans

Abbott's pnmary markets are highly competitve and subject 1o sub-
stantial govesnment regulation throughout the world Abbott expects
debate 10 continue over the avallability, method of delvery, and pay-
ment for health care products and servces Abbott beheves that f
legistation 15 enacted, it could have the effect of reducing access 1o
health care products and services, or reducing prices or the rate of
pnce incraases for healih care products and services It is not possible
to predict the extent to which Abbott or the health care industry in
general might be adversaly affected by these factors in the future

A more complete discussion of these factors 1 contaned n item 1,
Business, and Item 14, Risk Factors on Form 10-K

Private Securiies Litigation Reform Act of 1995 —
A Caution Concerming Forward-Looking Statements

Under tha safe harbor provisions of the Private Securnities Litigation
Reformn Act of 1295, Abbaott cautians nvestars that any forward-look-
ing statérnents or proyactions made by Abbaelt, including those made
in this document, are subject to nsks and uncertantes that may cause
actual results to diier materially from those projecied Economic,
compétitve, governmental, technological and other faciors that may
affect Abbott's operations are discussed in 1A, Risk Factors, to the
Annual Report on Form 10-K
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Summary of Selected Financial Data

{dolars kn milions, except per shars data)

Year ended December 31 2006 2005 2004 2003 2002 2001 2000
Summary of Operations

Net Sales $22,476 3 223378 19.6800 17,2803 152795 13,9185 11,5206
Cost of products sold $ 9,8161 10,6411 8,884 2 77742 68,8205 6,107 1 4,762 1

Research and development (a) § 22553 t.821 2 1,696 8 16238 1,474 5 1,491 8 1,245 6
Salling, general and administrative $ 63497 5,486 1 49218 4,808 1 3,724 9 34910 2.669 B
Operating aarnings $ 20422 43623 3,898 3 29740 31519 14982 26819
intarest expense $ 4182 2414 2002 1883 2389 3073 1138
Interest ncome - § (1238} 87 7) B1 1 (41 9) (33 9) {71 4) 80 1}
Other {income), net $ (5265) @113 (376 4) (558 5) {374 4) {231 3} {436 9)
Earnings from continuing

operations before taxes 522764 45199 4,1256 33872 33210 1,493 6 3,3850
Taxgs on earnings from

continuing operations $ 5596 1,247 849 8 882 4 7740 2159 806 1

Earnings from continung operabions $ 171868 3,721 3.1758 25047 2,547 0 1277 7 24889
Basic earnings per share

from Gontinuing operations § 112 217 203 1860 1863 o082 1861

Diluted earmings per share

from contiquing operakions $ 112 2186 202 159 162 082 1569
Financial Pgsiion

Working capital § (B693) 3,9705 39038 2,6509 2,196 492 4 307187
Long-term investments $1,2299 1340 1458 406 4 2508 647.2 8380
Net property and equipment § 69464 6,003 1 6,007 9 62818 5,828.1 55515 48169
Total Bssets $36,178 2 29,1412 28,767 5 26,0393 235927 22,7555 14,796 7
Long-term debt $ 70097 4,571 5 4,787 9 3,452 3 42740 43355 1,076 4
Sharsholders’ investment $14,054 2 14,4153 143258 13,0723 10,664 6 2059 4 85709
Return on shareholders’ investment

from continuing eperations % 121 235 238 226 280 159 344
Book value per share $ 914 937 918 836 682 583 554
Other Statishics

Gross profit margin % 563 524 549 550 554 56 1 587
Reseanch and development to net sales % 100 82 86 94 a7 107 108
Net cash from operating activities

of continuing operations $ 52621 5047 4 4,308 0 3,3852 3.6535 30837 2,780 0
Capital expenditures $ 1.3537 8 1,207 5 1,291¢6 1,080 1 1,105 4 8963 6 8368
Cash ddends declared per comimon share $ 118 110 104 0S8 094 084 078
Common shares outstanding in thousands) 1,537,243 1,530,235 1,560,024 1,564,518 1563068 1554530 1,545,834
Number of common shareholders 77,727 82,237 88,582 91,212 94,687 97,760 101,272
Number of employees 66,663 59,735 680,617 58,181 57,819 56,428 45,571

Sales per employee (in doliars) $ 337,163 373,848 324,662 297,010 264,265 246,668 252,806
Markst pnce per share - high $ 4987 5000 47 83 a7 15 5800 5717 5625
Market pnce per share - low $ 3918 37 50 38 26 3375 28 80 42 00 29 375
Market pnce per share - Close $ 487t 3943 46 B5 46 60 4000 3575 48 438

fa) n 2008, 2005, 2004, 2003 2002 and 2001 Abboh also recorded pratax chargss of $2 014, $17 270 $100 $1048 and $1 330 for acquwed «1-procass resgarch arkt developmant retated

1o busness acquistions
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Shareholder and Corporate Information

Stock Lusting

Thae ticker symbol for Abbott’s common
stock 1s ABT It is hsted on the New York,
Chicago, London and Swiss exchanges

It is traded on the Boston, Phiadelphia and
National Stock Exchanges, as well as on
the NYSE Arca and NASDAQ M markets

Quarterly Ddend Dates

Dradends are expected to be declared and
paid on the following schedule i 2007,
pending approval by the board of direclors

Quarter Declared Record  Pald
First 2/16 4/13 5/15
Second 6/15 13 8/15
Thied 914 10/15 11/15
Fourth 12/14 1/16/08  2/15/08

Tax Information for Shareholders

Abbott is an hnows High Impact Business
and 1s located n a U S federal Foregn
Trade Sub-Zona {Sub-Zone 22F)
Dmdends may be ehgible for a
subtraction from bass ncoms for

Ihnois Incomea tax purposes

ff you have any questions, please contact
your tax advisor

Dwidend Reinvestment Plan

The Abbott Dvidend Renvestment

Plan offers registered shareholders an
opportunity to purchase additional shares,
commussion-free, through automatic
dvidend reinvestment and/or optional
cash investments Interested persons
may contact the transfer agent, call
Abbott's Investor Newstine or write Abbott
Shareholder Services

Dmdend Direct Deposit

Shareholders may have quarterly dnadends
deposited diractly into a checking or
savings account at any financial institution
that participates in the Automated Cleanng
House systemn For more information,
please contact the transfer agent, call

the Investor Newsline or wnte Abbott
Shareholder Services

Annual Meeting

The annual meeting of shareholders will

be held at 9 am on Fnday, Apnl 27,

2007, at Abbott's corporate headquarters
Questions regarding the annual mesting may
be directed to the Comporate Secretary

A copy of Abbott's 2006 Form 10-K Annual
Report, as filed with the Securties and
Exchange Commission, 1s available on the
Abbott Web site at www abbott com

or by contacting the Investor Newsline

CEQ and CFO Certifications

In 2006, Abbott’s chief executive officer
{CEC) provided to the New York Stock
Exchange the annual CEO certificatian
regarding Abbott’s compliance with the
New York Stock Exchange’s corporate
governance lising standards In addition,
Abbott's CEO and chief financial offtcer
filed with the U S Secunties and Exchange
Commission ali required certifications
regarding the quality of Abbott's pubhc
disclosures in its fiscal 2000 reports

Investor Newshne
{847y 937-7300

Investor Relations
Dept 362, APED2

Shareholder Services
Dept 312, AP6D2

Corporate Secretary
Dept 364, APED2

Abbott

100 Abbott Park Road

Abbott Park, IL 60064-6400 U S A
{847) 937-6100

Web Site
www abbott com

o

Giobal Citzenship Report

Visit www abbiott com/citzenship to read
Abbott's current global citizenship report

Transfer Agent and Registrar

Computershare
PO Box 43078
Providence, Al 02940-3078
(888} 332-2268

.

www computershare com
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Shareholder Information

Peay)

Shareholders with questions about ther
accounts may contact the transfer agent,
call the Investor Nawsline or witte Abbott
Shareholder Services

Indniduals who would Iike to receve Y
.

o

additionat informaton or have questions n

regarding Abbott’s business actvities
may call the Investor Newsline, wnte Abbott )
Investor Relations or visit Abbott's Web aite

Some statements i this annual repont may be forward-looking statements for purposes of the Private Securities Litgation Reform Act of 1995

Abbott cautions that these forward-looking statements are subject to nsks and
those indicated in the forward-looking statements Economic, competitve

, governmental, technological

uncertanties that may cause actual results to differ matenally frorn
and other factors that may affect Albbott’s

operations are discussed In ltem 1A, “Risk Factors.” i our Secunties and Exchange Commussion 2006 Form 10-K and are ncorporated by refsrence

Wa undertake no obligation to release publicly any revisions

to forward-looking statements as the result of subsequent events or developments

Abbott trademarks and products in-icensed by Abbatt are shown in talics in tha text of this report Crastor and Herceptin are not trademarks of Abbott Laboratories
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