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ABBOTT CAPITAL INDIA LIMITED 1

DIRECTORS' REPORT

For the year ended 30 November 2007

The directors present thewr annual report on the affairs of the company, together with the accounts and auditors' repor, for the
year ended 30 November 2007

This directors’ report has been prepared in accordance with the special provisions relating to small companies under section
246(4) of the Comparnes 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

J Coulter (Resigned 30/3/07)

A Forrest (Resigned 25/10/07)

J Rankin (Appointed 30/3/07)

R Funck (Appointed 30/3/07, resigned 3/12/07)
J Stewart (Appointed 25/10/07)

PRINCIPAL ACTIVITIES AND BUSINESS REVIEW

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

RESULTS

The audited accounts for the year ended 30 November 2007 are set out on pages 3to 7

The profit after tax for the year was £2,414,000 (2006 £967,000 loss)

Intenm dividends of £12,000,000 (2006 £nil) were paid during the year The directors recommend that no further dividend be
paid (2006 E£nil)

DIRECTORS' RESPONSIBILITIES

United Kingdom company law requires the directors to prepare financial statements for each financtal year which give a true
and farr view of the state of affars of the company as at the end of the financial year and of the profit or loss of the company
for that period In preparing 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 1s iInappropriate to presume that the company wll
continue in 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 alsc 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 imegularnties

DIRECTORS' INDEMNITIES

The company has made qualifying third party indemnity 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 i1s no relevant audit infermation (as defined in S234ZA of 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

Deloifte & Touche LLP have expressed their wilingness to continue in office as auditors and a resolution to re-appoint them
will be proposed at the forthcoming Annual General Meeting

?f{q(ﬂ

Date BY ORDER OF THE BOARD,
Queenborough, S BROWN
Kent, ME11 5EL Company Secretary




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

We have audited the financial statements of Abbott Capital India Limited for the year ended 30 November 2007 which
compnse the profit and loss account, the balance sheet and the related notes 1 to 15 These financial statements have
been prepared under the accounting policies set out therein

This repart 1s made solely to the company's members, as a body, In accordance with section 235 of the Companies Act
1985 Our audit work has been undertaken so that we might state to the company's members those matters we are required
te state to them in 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 report, or for the
opinions that we have formed

Respective responsibilities of directors and auditors

The directors’ responsibilities for prepanng the financial statements in accordance with apphcable law and United Kingdom
Accounting Standards (United Kingdom Generally Accepted Accounting Practice) are sel out in the Statement of Directors'
Responsibilities

Qur responsibiity 15 to audit the financial statements in accordance 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 far view and are properly prepared n
accordance wath the Compantes Act 1985 We also report to you whether in our opinion the information given n the Directors’
Repont 1s consistent with the financial statements

In addition we report to you if, in our opinion, the company has not kept proper accounting records, if we have not received all
the information and explanations we require for our audit, or if iInformatien specified by law regarding directors’ remuneration and
other transactions 15 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 Internationa! Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board An audit includes 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 eshmates and judgements made by the directors in the
preparation of the financial stafements and of whether the accounting policies are appropnate to the circumstances of the
company, consistently applied and adequately disclosed

We planned and performed our audit so as to abtain 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 error in forming cur opinion we also evaluated the overall
adequacy of the presentation of information in the financial statements

Opinion

{n our opinion
- the financial statements give a true and fair view, In accordance with United Kingdom Generally Accepted Accounting Practice,
of the state of affarrs of the company as at 30 November 2007 and of its loss for the year then ended,

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

Daait s aad L
DELQITTE & TOUCHE LLP

Chartered Accountants and Registered Auditors
Londen

Date 2% fahed MY




ABBOTT CAPITAL INDIA LIMITED 3

Profit and Loss Account for the year ended 30 November 2007

2007 2006
Notes £000's £000's
Income from shares 1n group undertakings 1,977 -
Other expenses 3) {12) 179
QOperating profit 1,965 (179)
Interest recervable and similar income (4) 637 404
Interest payable and similar charges (5) - (2
Profit on ordinary activities before taxation - 2602 - 223
Tax charge on profit on ordinary activities (" 188 (1,190}
Profit / {loss) for the financial year 2,414 (967)

All transactions are denved from continuing cperations
The accompanying notes are an integral part of this profit and loss account

There were no recognised gains or losses th either 2007 or 2006 other than the results for the financia! year




ABBOTT CAPITAL INDIA LIMITED 4
Balance Sheet as at 30 November 2007
2007 2006
Notes £000's £000's
FIXED ASSETS
Investments (9) 50,116 50,116
CURRENT ASSETS
Debtors (10} 287 9,870
Cash at bank and in hand 132 35
419 T 9905
CREDITORS amounts falling due within one year (11) (116) (16)
NET CURRENT ASSETS T 303 T 9889
TOTAL ASSETS LESS CURRENT LIABILITIES 50,419 60,005
NET ASSETS ~__ 50419 —_ 60005
CAPITAL AND RESERVES
Called up share capital (14) - -
Share Premium (13) 9,971 9,971
Other Capital reserve (13) 40,145 40,145
Profit and loss account (13) 303 9,889
SHAREHOLDERS' FUNDS (tz2y 50,419 T 60,005

The accounts on pages 3 to 7 were approved by the board of directors on 24 September 2008 and signed on its behalf by

J Stewart
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 2007

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 hisioncal cost basis and have been prepared in accordance with applicable Urnited
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 1s a wholly owned subsidiary of the ultmate parent company, Abbott Laboratones
incorporated in the state of llinois, USA, which prepares consohdated accounts that are publicly available (see note 15)

b) interest income
Interest income s due to the company from cash deposits with affilated companies or third party banks Interest income
1s calculated on a dally basis and accrued monthly

c} Taxation

UK corpaoration tax Is provided at amounts expected to be paid, or recovered, using the tax rates and laws that have been
enacted or substantively enacted by the balance sheet date

Deferred tax 1s recognised in respect of all iming differences that have onginated but not reversed at the balance sheet date
Timing differences are differences between the company's taxable profits and s 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 recognised in the
accounts A net deferred tax asset s recognised as recoverable only when, on the basis of available evidence, it can be
regarded as more likely than not that there will be suitable taxable profits from which the future reversal of the underlying
timing differences can be deducted Deferred tax 1s not discounted

d) 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 differences in
the profit and ioss account

e} Fixed asset investments
Fixed asset iInvestments 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 in group undertakings, which are from the subsidiary incorporated in
India

3 OTHER EXPENSES

2007 2006
£000's £000's
Loss on foreign exchange - 152
Auditors' remuneration payable for the audit of the company's annual accounts 4 4
Non-audit fees fer the other services pursuant to legislation - Tax services - 6

4 INTEREST RECEIVABLE AND SIMILAR INCOME
2007 2006
£000's £000's
Loans to other affiiated undertakings 624 404
Other Interest Income - 13 -
637 404

5 INTEREST PAYABLE AND SIMILAR CHARGES

2007 2006
£000's £000's
Other loans - 2

6 STAFF COSTS AND DIRECTORS EMOLUMENTS

Dunng the year, and the preceding year, all the directors were paid by other affiliates within the Abbott Laboratones group of
companies The company had no other employees in either year




ABBOTT CAPITAL INDIA LIMITED 6
NOTES TO THE ACCOUNTS (Continued}
For the year ended 30 November 2007
7 TAX CHARGE ON PROFIT ON ORDINARY ACTIVITIES
2007 2006
The tax charge 1s based on the profit for the year and comprises £000's £000's
UK Corporation tax at 30% (2006 30%) 188 112
Foretgn tax on share transfer - 1,078
Current tax charge for the year 188 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 1s as follows
2007 2006
£000's £000's
Profit on ordinary activities before tax 2,602 223
Tax on profit on ordinary activities at standard UK corporation
tax rate of 30% (2006 30%) 7681 &7
Relief for fareign tax {593} -
Expenses not deductible for tax purposes - 45
Foreign tax on share transfer - 1,078
188 1,190
In the pnor year, the foreign tax on share transfer was incurred in Indta due to the transfer of Abbott India Limited shares from
Abbott Equity Heldings Unlimited to Abbott Capital India Limited
8 DIVIDENDS
2007 2006
£000's £000's
Intenim dividend paid of £6,000,000 (2006 £nil) per ordinary share 12,000 -
9 FIXED ASSET INVESTMENTS
The following are included 1n the company net book value of fixed asset investments
2007 2006
Substdiary undertakings £000's £000's
Cost and net book value at the beginning and end of the year 50,116 50,116
The company has investments n the following subsidiary
Country of Principal 2007 2006
Incorporation Activity Holding Holding
Abbott India Limited India Healthcare 65 1% 617%
Duning the year Abbott India Limited carned out a share buy back programme which reduced its share capital from 153 million
Rupees to 145 mihon Rupees The company's shareholding in Abbott India Limited was unchanged and therefore the program
resulted in an increase in the company's proportionate shareholding
Under section 228A of the Companies Act 1985, the company 1s exempt from the requirement to prepare group accounts
10 DEBTORS
2007 0086
£000's £000's
Due from other group undertakings falking due within one year 287 9,839
Corporation tax recoverable - 31
287 9,870
11 CREDITORS
2007 2006
£000's 000's
Corporation tax payable 102 -
Accruals 14 16
116 16
12 RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS
2007 2006
£000's £000's
Profit / {loss) for the financial year 2414 (967)
Dividends (12,000 -
Net {deduction) to shareholders’ funds {9,586) (967)
Opening shareholders’ funds 60,005 60,972
Closing shareholders’ funds 50,419 60,005




ABBOTT CAPITAL INDIA LIMITED

NOTES TO THE ACCOUNTS (Continued)
For the year ended 30 November 2007

13 RESERVES

Share Other Profit & loss
Premium reserves account
£000's £000's
At 1 December 2006 9,971 40,145 9,889
Loss for the year - - 2414
Dividends - - (12,000}
At 30 November 2007 9,971 40,145 303
14 CALLED UP SHARE CAPITAL
2007
£
Authonsed
100 ordinary shares of £1 each 100
Called up, allofted and fully paid
2 ordinary shares of £1 2

15 ULTIMATE HOLDING COMPANY AND GROUP STRUCTURE

Total
£000's
60,005

2,414

{12,000}
50,419

N
(=]
=
imioe

100

a) The company 1s exempt under the Companies Act 1985 from the obligation to prepare and deliver group accounts

The smallest and largest group into which the results of Abbott Capital India Limited are consolidated 1s the ultimate parent
coempany Abbott Laboratones, incorporated in the State of lilinois, USA The consolidated accounts are available to the public
and may be obtained from Abbott Laboratories, 100 Abbott Park Road, Abbott Park, IL60064-6400, USA The company's
immediate parent company 1s 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 Laboratones Group As

permitied by Financial Reporting Standard 8, details of such transactions are not provided in these accounts as the

campany Is a wholly-owned subsidiary undenaking and the consolidated accounts of the group are available to the pubhc

(see (a) above)
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ABBOTT » 2007 ANNUAL REPORT

Consohdated Statement of Earnings
(dofars and shares in thousands except per share data)

Year Ended December 31 2007 2008 2005
Net Sales $25,914,238 $22,476,322 $22,337,808
Cost of products sold 11,422,046 9,815,147 10,641,111
Research and development 2,505,649 2,255,271 1,821,175
Acquired in-process and collaborations research and development — 2,014,000 17,131
Seling, general and administrative 7,407,998 6,349,685 5,496,123
Total Operating Cost and Expenses 21,335,693 20,434,103 17,975,540
Operating Earnings 4,578,545 2,042,219 4,362,268
Interest expense 593,142 416,172 241,355
Interest (income) (135,752 {123,825} (87,693}
{Income) from TAP Pharmaceutical Products Inc joint venture {498,0186) (475,811) (441,388}
Net foreign exchange (gain) loss 14,897 28,441 21,804
Other (income) expense, net 135,526 (76.128) 8,270
Earnings Before Taxaes 4,469,648 2,276,370 4,619,920
Taxes on Earnings 863,334 559,615 1,247,855
Net Earnings $ 3,606,314 $ 1,716,755 $ 3,372,065
Basic Earnings Per Cormmon Share $ 234 $ 112 $ 217
Diluted Earnings Per Commeon Share $ 23 8 112 $ 216
Average Number of Common Shares Outstanding

Used for Basic Earnings Per Common Share 1,543,082 1,529,848 1,652,457
Dilutive Common Stock Options and Awards 16,975 6,876 11,646
Average Number of Common Shares Outstanding

Plus Dilutive Common Stock Options and Awards 1,660,057 1,538,724 1,564,103
Qutstanding Common Stock Options Having MNo Dilutve Effect 8,406 23,567 22,469

The accompanying notes to consolidated financial statements are an integral part of this statement



Consolidated Statement of Cash Flows

ABBOTT « 2007 ANNUAL REPORT

{dollers in thousands)

Year Ended December 31 2007 2006 2005
Cash Flow From (Used m) Operating Actvities

Net earnings $ 3,606,314 $ 1,716,755 $3,372,0685
Adjustments to reconcile net earnings

to net cash from operating actmvities —

Depreciation 1,072,855 983,485 888,808
Amortization of ntangible assets 782,031 575,266 480,131
Share-based compensation 429,677 328,957 30,140
Acquired in-process research and development - 1,927,300 17,131
investing and financing {(gains) losses, net 356,331 277,388 125,328
Trade recevables (431,846) (101,781} (98,218)
Inventones 131,324 104,653 88,257)
Prepaid expenses and other assets (418,344) {283,455) (406,858}
Trade accounis payable and other liabiliies {82,960} (183,203) 199,703
Income taxes {261,539} (84,275) 537,429
Net Cash From Operating Activities 5,183,843 5,262,089 5,047,404
Cash Flow From (Used in) Investing Activitias

Acqusttions of businesses and technotogies, net of cash acqured — (7,923,163) {295,123)
Acquistions of property and equiprment {(1,656,207) {1,337.818) (1,207,493)
Sales of {invesiment i} Boston Scientific commeon stock,

and (nvestments in) note recevable and dervative financial instruments 568,437 (2,085,780) -
Purchases of investment secunties (32,852) (33,632) {15,670)
Proceeds from sales of investment secunties 17,830 18,476 783,699
Other {33,485) (25,712) 14,600
Net Cash (Used in} Investing Activities (1,136,277} (11,397,629 {720,087}
Cash Flow From (Used in} Financing Activities

{(Repayments of) net proceeds from issuance of shori-term debt and other {3,603,481) 5,183,225 (1,528,180)
Proceeds from 1ssuance of long-term debt 3,500,000 4,000,000 1,851,013
(Repayment) of long-term debt (441,012) {3.532,408) {150,000)
Purchases of common shares (1.058,793) (754,502) (1,302,314}
Proceeds from stock options exercised, ncfuding ncome tax benefit 1,248,804 502,782 223,637
Dmdends paid (1,959,150} (1,777,170) (1,686,472)
Net Cash {Used in) From Financing Activities (2,312,632) 3,621,927 (2,592,318)
Effect of exchange rate changes on cash and cash equivalents 200,258 73,986 (193,954)
Net cash provided by operating actvities of discontinued operations of Hospira, Inc — 67,152 127,012
Net Increase (Decrease) in Cash and Cash Equivalents 1,935,192 (2,372,495) 1,668,059
Cash and Cash Equivalents, Beginning of Year 521,192 2,893,687 1,225,628
Cash and Cash Equivalents, End of Year $ 2,456,384 & 521,192 $ 2,893,687

The accompanying notes to consoldated financial statemants are an integral part of this statement
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ABBOTT = 2007 ANNUAL REPORT

Consolidated Balance Sheet

{dollars i1 thousands)
December 31 2007 2006 2005
Assets
Current Assets
Cash and cash equivalents $ 2,456,384 $ 521,192 $ 2,893,887
Investments, including $307,500 of nvestments
measured at farr value at December 31, 2007 364,443 852,243 62,406
Trade recervables, less allowances of —
2007 $258,288, 2006 $215,443, 2005 $203,683 4,946,876 4,231,142 3,576,794
Inventones
Firished products 1,677,083 1,338,349 1,203,657
Work in process 681,634 886,425 630,267
Matenals 592,725 781.647 708,155
Total nventones 2,851,442 2,806,421 2,541,979
Deferred income taxes 2,109,872 1,716,916 1,248,569
Other prepaid expanses and recenvables 1,213,716 1,153,969 1,062,593
Total Current Assets 14,042,733 11,281,883 11,386,028
Investments 1,125,262 1,229,873 134,013
Property and Equipment, at Cost
Land 494,021 488,342 370,949
Bulldings 3,589,050 3,228,485 2,655,356
Equipment 10,303,402 9,947,503 8,813,517
Construction n progress 1,121,328 737,609 920,599
15,597,801 14,401,939 12,760,421
t.ass accurulated depreciation and amortization 8,079,652 7,455,504 6,757,280
Net Property and Equipment 7,518,149 6,946,435 6,003,141
Intangible Assets, net of amortization 5,720,478 6,403,619 4,741,647
Goadwall 10,128,841 9,449 281 5,219,247
Deferred Income Taxes and Other Assats 1,178,461 867,081 1,667,127
$39,713,824 $36,178,172 $29,141,203

The accompanying notes to consolidated financial statements are an integral part of this statement
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Consolidated Balance Sheet

ABBOTT » 2007 ANNUAL REPORT

{doflars & thousand's)

December 31 2007 2006 2005

Liabiities and Shareholders’ Investment

Current Liabilhies

Short-term borrowings $ 1,827,361 $ 5,305,985 $ 212,447

Trade accounts payable 1,219,529 1,175,580 1,032,516

Salanes, wages and commissions 859,784 807,283 625,254

Other acerued liabilities 3,713,104 3,850,723 2,783,473

Dividends payable 504,540 453,994 423,335

Income taxes payabls 80,406 262,344 488,926

Current portion of long-term debt 898,554 95,276 1,849,563

Total Current Liabiities 9,103,278 11,951,195 7,415,514

Long-term Debt 9,487,789 7,009,664 4,571,504

Post-smployment Obligations and Other Long-term Liabilities 3,344,317 3,163,127 2,155,837

Deferred Income Taxes — — 583,077

Commitments and Contngencies

Shargholders’ Investment

Preferrad shares, one dollar par value

Authonzed — 1,000,000 shares, nong issued - — -—

Cornmon shares, without par value

Authonzed — 2,400,000,000 shares

Issued at stated capital amount —

Shares 2007 1,580,854,677,

2006 1,550,590,438, 2005 1,553,769,958 6,104,102 4,290,929 3,477,460

Common shares held in treasury, at cost —

Shares 2007 30,944,537,

2006 13,347,272, 2005 14,534,979 (1,213,134} {195,237} (212,255)

Earnings employed in the business 10,805,809 9,568,728 10,404,568

Accumulated other comprehensive income {l0ss) 2,081,763 389,766 745,498

Total Shargholders' Investment 17,778,540 14,054,186 14,415,271
$39,713,924 $36,178,172 $29,141,203
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ABBOTT » 2007 ANNUAL REPORT

Consohdated Statement of Sharehotders’ Investment
{oodlars 17 thousands except per shara data)

Year Ended December 31 2007 2006 2005

Common Shares

Begnning of Year

Shares 2007 1,550,590,438, 2006 1,5653,769,858, 2005 1,575,147,418 $ 4,290,929 $ 3,477,460 $ 3,189,465
Issued under Ncentive stock programs

Shares 2007 30,264,239, 2006 14,456,341, 2005 8,752,085 1,316,294 526,435 299,329
Tax benefit from option shares and vesting

of rastneted stock awards {no share effect) 163,808 42,062 52,363

Shars-based compensation 433,319 337,428 28,731

Issuance of restncted stock awards (100,248) (52,392) (27,125)
Retired - Shares 2006 17,635,861, 2005 30,129,545 - {40,064) {65,303)
End of Year

Shares 2007 1,580,854,677, 2006 1,550,590,438, 2005 1,553,769,958 % 6,104,102 $ 4,290,929 $ 3,477,480
Common Shares Held in Treasury

Beginning of Year

Shares 2007 13,347,272, 2006 14,534,979, 20056 15,123,800 $ (195,237) $ {212,258) $ (220,854)
Issued under incentive stock programs

Shares 2007 2,063,123, 2006 1,197,838, 2005 588,824 37,080 17,492 8,599
Purchased

Shares 2007 19,680,388, 2006 10,131 {1,054,977) (474) -

£nd of Year

Shares 2007 30,844,537, 2006 13,347,272, 2005 14,534,979 $(1,213,134) $ (195237) $ (212,255)
Earruings Employed in the Business

Beginning of Year $ 9,568,728 $10,404,568 $10,033,440
Net earnings 3,606,314 1,716,755 3,372,065
Cash dmdends declared on common shares

(per share — 2007 $1 30, 2006 $1 18, 2005 $1 10} {2,009,696) {1,807,829) (1,704,077}
Reclassification resulting from the application of the fair value option

to Boston Scientffic common stock, net of tax (188,534) - -

Cost of common shares retired in excess of stated capital amount (237,958) (780,152) (1,315,397}
Cost of freasury shares issued below market vatue 66,955 35,386 18,537
End of Year $10,805,809 $ 9,568,728 $10,404,568
Accumulated Other Comprehensive Income (Loss)

Beginning of Year $ 389,766 $ 745,408 $ 1,323,732

Reclassification resulting from the application of the far value option

to Boston Scientific common stock, net of tax 181,834 — —

Begmmning of Year, as adjusted 571,600 745,498 1,323,732

Other comprehensive income (loss) 1,510,163 898,266 (578,234)
Adustment to recognize net actuanal gain (loss)

and pnor service cost as a component of

accumulated other comprehensive income (loss), net of tax — (1,253,998) —

End of Year $ 2,081,763 $ 389,766 $§ 745498
Cornprehensive income $ 5,116,477 $ 2,615,021 $ 2,793,831

The accompanying notes to consohdated financial statements are an integral part of this staternent



Notes to Consolidated Financial Statements

Note 1 — Summary of Sigrsficant Accounting Policies

Nature of Business — Abbott’s principal business 1s the
discovery, development, manufacture and sale of a broad line
of health care products

Concentration of Risk and Guarantees — Due to the nature of its
operations, Abbott 1s not subject to sigrificant concentration nsks
relating to customers, products or geographic locations, except that
three U S wholesalars accounted for 25 percent, 23 percent and
24 percent of trade receivables as of December 31, 2007, 2006
ard 2005, respectively Product warranties are not significant

Abbott has no matenal exposures to off-balance sheet arrangements,
no special purpose entities, nor actvities that inciude non-exchange-
traded contracts accounted for at farr value Abbott has penodically
entered into agreements In the ordinary course of business, such as
assignment of product nghts, with other companies which has
resulted in Abbott becoming secondarily liable for obligations that
Abbott was previously pnmanly lable Since Abbott no longer main-
tans a busness retationship wath the other parties, Abbott 1s unable
to develop an estimate of the maximum potential amount of future
payments, if any, under these obligations Based upon past expern-
ence, the likelihood of payments under these agreements I1s remote
Abbott penodically acquires a business or product nghts in which
Abbott agrees to pay contingent consideration based on attaining
certan threshalds or based on the occurrenca of certain events In
connection with the spin-off of Hospira, Inc , Abbott has retained
nabilities for taxes or mcome prior 1o the spin-off and certain potential
lizbiites, If any, related to alleged improper pricing prachices in con-
nection with federal, state and prvate rembursement for certan drugs

Basis of Consolidation — The consolidated financial statements
include the accounts of the parent company and subsidianes, after
elimination of intercompany transactions The accounts of foreign sub-
sidianes are consolidated as of November 30, dus to the time needed
1o consolidate these subsidiaries In December 2005, certan foreign
subsidianes borrowed approximatety $1 4 billon These borrowings
and refated interest expense have been reflected on the December 31,
2005 Consolidated Balance Shest and 2005 Consolidated Statement
of Eamnings No other events occurred related 1o thesa foreign subsid-
1anes in December 2007, 2006 and 2005 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 principles In the
United States and necessanly Include amounts based on estmates
and assumptions by management Actual results could differ from
those amounts Sigmificant estimates include amounts for sales
rebates, ncome taxes, pension and other post-employment benefits,
valuation of ntangible assets, litgation, share-based compensation,
dervative financial instruments, and nventory and accounts
recewvablo exposures

Revanue Recognition — Revenue from product sales s recognized
upon passage of titfe and nsk of loss to customers Prowvisions for
discounts, rebates and sales ncentives to customers, and returns

and other adjustments are provided for in the penod the related sales
are recorded Sales Incentives to customers are not matenal Histoncal
data 1 readily avalable and reliable, and 1s used for estmating the
amount of the raduction in gross sales Revenue from the launch of
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a new product, from an improved version of an exsting product,

or for shipments in excess of a customer's normal requiremnents are
recorded when the conditions noted above are met In those situa-
tions, management records a returns reserve for such ravenue,

f necessary Sales of product nghts for marketable preducts are
recorded as revenus upan daposition of the nghts Revenue from
license of product nghts, or for performance of research or selling
activities, 1s recorded over the perods sarned

Income Taxes — On January 1, 2007, Abbott adopted the provisions
of FASB Interpretation No 48, "Accounting for Uncertainty in Income
Taxes ” Under this Interpretation, i order to recognize an uncertan
tax benefit, the taxpayer must be mora likely than not of sustaining
the position, and the measurement of the benefit 1s calculated as the
largest amount that 1s more than 50 percent Iikely to be realized upon
resolution of the benefit Deferred ncome taxes are provided for the
tax effect of differences between the tax bases of assets and labiities
and ther reported amounts In the financial statements at the enacted
statutory rate to be in effect when the taxes are paid U S income
taxes are provided on those eamings of foreign subsidianes which
are intended to be remitted to the parent company Deferred income
taxes are not provided on undistnbuted earnings renvested indefinitely
in foreign subsidaries as workang capital and plant and equipment
Interest and penalties on Income tax oblkgations are ncluded In

{axes on mcome

Pension and Post-employment Benefits — Abbott accrues for the
actuarnally determined cost of pension and post-employment benefits
over the service attrbution perods of the employees  Abbott must
develop long-term assumptions, the most significant of which are the
health care cost trend rates, discount rate and the expected return
on plan assets Differences between the expected long-term return
on plan assets and the actual return are amortized over a five-year
period Actuanal losses and gains are amortized over the remairing
service atinbution penods of the employees under the corndor
method On December 31, 2006, Abbott adopted the provisions of
SEAS No 158, “Employers’ Accounting for Defined Benefit Pension
and Other Postretrement Plans " This statement requires recognition
of the deferrals on the balance shaet with a corresponding charge

to Accumulated other comprehansive Incoma (loss) Adoption of this
statement on December 31, 2006 resulted in a decrease In Abbott's
shareholders’ equity of approxmately $1 3 bilion

Farr Value Measurements — On January 1, 2007, Abbott adopted
SFAS No 157 “Far Value Measurements ™ Adoption of the provisions
of this standard did not have a matenal effect on Abbott's financial
posttion For assets and liabilties that are measured using quoted
prices In active markets, total far value s the published market pnce
per unit multiphed by the number of units held without consideration of
transaction costs Assets and liabilities that are measured using signifi-
cant other observable Inputs are valued by reference to similar assets
or labilittes, adjusted for contract restnctions and other terms specific
to that asset or llabiity For thesa items, a significant portion of fair
value 15 denved by reference to quoted prices of similar assets or liabil-
iies In active markets For all remaining assets and liabibties, far value
1s denved using a fair value model, such as a discounted cash flow
mode! or Black-Scholes model Purchased intangible assets are
recorded at farr value The fair value of significant purchased ntangible
assets 15 based on ndependent appraisals Abbott uses a discounted
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cash flow model to value intangihle assets The discounted cash flow
moedel requires assumptions about the tming and amount of future
net cash inflows, nisk, the cost of capital, terminal values and market
participants Intangible assets and goodwill are reviewed for imparr-
rnent at least on a quarterly and annual basis, respectvely

Share-based Compensation —- Through December 31, 2005, Abbott
measured compensation cost using the intrinsic value-based method
of accounting for stock options and replacement stock options
granted to employees Restricted stock awards and units have been
amortized over their service penod with a charge to compensation
expense In 2008, Abbott adopted SFAS No 123 (revised 2004),
“Share-Based Payrment,” which requires that the far value of stock
options be recorded in the results of operations

Lingation — Abbott accounts for iigation losses i accordance with
SFAS No & Under SFAS No 5, loss contingency provisions are
recorded for probable losses at management's best estirmate of a loss,
or when a best estimate cannot be made, a minimum loss contin-
gency amount I1s recorded

Cash, Cash Equivalents and investments ~ Cash equivalents consist
of time deposits and certificates of deposit with onginal matunties of
three months or less Except for Abbott's nvestrnent in the comman
stock of Boston Scientific, investments in marketable equity secunties
are classified as available-for-sale and are recorded at far value

with any unrealized holding gains or losses, net of tax, included In
Accumulated other comprehensive Incoms (loss) Beginning on
January 1, 2007, the nwvestment in the common stock of Boston
Scientific 1s accounted for as a trading security with changes in far
velue recorded In Income  Investments N squity secunties that are not
traded on public stock exchanges are recorded at cost Investments in
debt securies are dassified as held-to-maturty, as management has
both the intert and ability to hold these secunties to matunty, and are
reported at cost, net of any unamortized premium or discount Ihcome
relating to these secunties 1S reported as Interest INncome

Abbott reviews the carrying valus of Investments in equity secunties
each quarter to determine whether an other than temporary decline

in market value exists Abbott constders factors affecting the investes,
factors affecting the industry the mvestes cperates in and general
equity market trends  Abbott considers the length of time an invest-
ment’s market value has been below carrying value and the near-term
prospects for recovery to carrying value When Abbott determines
that an other than temporary decline has occurred, the investment

15 written down with a charge to Other (income) expenses, net

inventones — Inventones are stated at the lower of cost (first-in,
first-out basie) or market Cost includes matenal and conversion costs

Property And Equipment — Depreciation and amortization are
provided on a straight-line basis over the estirmated useful Iives
of the assets The foliowing table shows estimated useful lives
of property and equipment

Classification Estimated Useful Lives
Buldings 10 1o 50 years (average 27 years)
Equipment 3 to 20 vears (average 11 years)
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Product Liabiity — Abbott accrues for product labilty claims, on

an undiscounted basis, when it 1s probable that a lability has been
incurred and the amount of the hability can be reasonably estimated
based on existing iInformatnon The liabilities are adusted quarterly as
additicnal information becomes avallable Recewvables for msurance
racovenes for product hability claims are recorded as assets, on an
undiscounted basis, when 1t s probable that a recovery will be real-
1zed Abbott cames third-party insurance coverage in amounts that
reflect histoncal loss expenence, which does not include coverage
for sizable losses

Research and Development Costs — Internal research and develop-
rnent costs are expensed as incurred  Clinical tng) costs incured oy
third parties are expensed as the contracted work I1s performed Where
contingent milestone payments are due to third parties under research
and development arrangements, the milestone payment obiigations
are expensed when the milestone results are achieved

Note 2 — Supplemental Financial Information
{dofiars i thausands)

Current Investments 2007 2006 2005
Time deposits and

certificates of deposit $ 56943 $ 76804 $ 62,406
Beoston Scentidfic common stock 307,500 775,249 -
Total $ 364,443 $ 852,243 § 62,408
Long-term Investmerts 2007 2008 2005
Boston Scientfic camman stock $ — & 248048 & -
Other equity secunties 229,518 129,830 116,447
Note recavable from Boston

Scientific, 4% interest, dus in 2011 850,594 837,260 -
Otner 45,150 14,734 17,566
Total $1,125262 $1,220,873  $134,013

In 2007, the Financial Accounting Standards Board issued Statement
of Financial Accounting Standards No 169, “The Fair Value Option

for Financial Assets and Financial Liabilities ” SFAS No 159 allows
comparies to measure specific financial assets and liabiities at far
value, such as debt or equity investments The farr value option for the
investment in Boston Scientific commoen stock was applied effectve
January 1, 2007 Abbott applied the far value cption to its investment
in Boston Scientific stock under SFAS No 168 because, unlike its
other equity mvestments, the Boston Scientific stock is not a strategic
investment and Abbott 1s required to dispose of the stock no later than
October 2008 Abbott was subject to a Imtation on the amount of
shares it may sell in any one month through October 2007 and Abbott
will not reacquire the Boston Scientific shares it sells Accordmngly,
since at adoption, realized gans or losses wers expected in the near
future, the far value option better represented the near-term expected
earnings Impact from sales of the stock Under the fair value option,
any cumulative unrealized gains or losses on an equity INvestment
previously accounted for as an avallable-for-sale secunty 1s recorded
as a cumulative effect adjustment to retained earnings as of the date
of adoption of the standard The pretax and after tax adjustrnent to
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Earnings employed n the business upon adoption was $297,000
and $189,000, respectively, and the farr value and camying amount
of the nvestment before and after adoption was approximately
$1,000,000 The pretax and after tax adjustment to Accumulated
other comprehensive Incoma (loss) was $303,000 and $182,000,
respectively The effect of the adoption on deferred income taxes
was not significant

Other (income) expense, net for 2007 includes a $190,000 far
market value loss adjustment to Abbott's investment in Boston
Scientific common stock and a realized gain of $37,000 on the sales
of Boston Scientific common stock Other {income) expense, net for
2007 and 2006 includes fair valus gan adjustments of $28,000 and
$91,000, respeciively, to certain denvative financial nstruments
included with the Investment in Baston Scentific common stock

Other Acerued Liabilities 2007 2006 2005
Accruaed rebates payable

ta government agencies $ 661,822 § 660,875 § 620,300
Accrued other rebates (g} 444,633 390,863 206,514
All cther 2.606,6849 2,798,985 1,856,659
Total $3,713,104 $3,850,723 $2,783,473

{a) Accrued wholesaler chargeback rebates of $156 896, $122 729 and $83 551 at
Docamber 31 2007, 2008 and 2005 respectively are netted in trade recenvables
because Abbott's customens ars vorced at a higher catalog pnca but only remit
to Abbott therr contract price for the products

Post-employment Obligations and
Other Long-term Labilities 2007 2006 2005
Defined benefit pension pians and
post-employment medical and
dental plans for significant plans

$1,872,518 $1,897,525 $1,087,159

All other 1,471,799 1,265602 1,088,678
Total $3,344,317 $3,163,127 $2,155,837
Comprehensive Income, net of tax 2007 2008 2005
Foreign currency gain (loss}

translation adjustments $1,153,008 $1,033,9688 $ (953,726)

Minimum pansion liabidity adustments,
net of taxes of $(198,100} n 2005 -
Net actuarial gains and prior service
cost and credits and amortzation
of net actuanal losses and pnor
service cost and credits,

net of taxes of ${225,500)
Unrealized gains (josses) on
marketable equity secunties, net of
income taxes of ${31,100) in 2007
and $118,500 in 2006

Net adustments for denvatve
instruments designated

as cash flow hedges

Other comprahensive income (l0ss}
Net Eamings

Comprehensve Income

5,361 346,172

342,724 - -

53,844 (177,722} {9,254)

(39,614)
1,510,163 898,266
3,806,314 1,716,755

$5,116,477 $2,615,021

36,659 38,574
{578,234)
3,372,065

$2,793,831
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Supplemental Comprehenisve Income
information, net of tax 2007 2006 2005
Cumulatve foreign currency
tranglation {gain) adustrments
Cumulatve minimum
pension iability adjustments - -
Net actuanal losses and pnor
service cost and credits
Cumulatve unreallzed (gains) loss
on markstable equity secunties
Cumulative losses (gain) on
dervative nstruments designatad
as cash flow hedges

$(2,948,352) $(1,795,143) $(761,175)

8,931

914,844 1,257,568 -

(66,408) 169,275 (8,447)

18,148 (21,468) 15,193
On December 31, 2008, Abbott adopted the provisions of SFAS

No 158 “Employers’ Accounting for Defined Benefit Pension and
Other Postretrament Plans " Adoption of this statement resulted

n a decrease In Abbott’s shareholders' equity of $1,257,568, net

of taxes of approximately $733,000

Supplemental Cash Flow Information 2007 2006 2005
income taxes paid 051,648 $1,281,711  $746,504
Interast paict 583,891 428,668 213,087

Note 3 — Financial Instruments, Denvatves and Far Valug Measures

Certain Abbott foraign subsidianes enter into foreign currency forward
exchange contracts to manage exposures to changes in foreign
exchange rates for anticipated intercompany purchases by those
subsidianes whose functional curencies are not the U S dollar
These contracts, totating $281 millon, $768 millon and $222 méllion
at December 31, 2007, 2006 and 2005, respectively, are designated
as cash flow hedges of the vanability of the cash flows due to changes
in foregn exchange rates Abbott records the contracts at far value,
resulting n a charge of $12 mithon in 2007 and credis of $16 milion
and $39 millon to Accumulated other comprehensive Income {loss) In
2006 and 2005, respectively Ineffectiveness recorded in 2007, 2006
or 2005 was not significant Accumulated gans and losses as of
December 31, 2007 will be included n Cost of products sold at the
time the products are sold, generally through the next twelve months

Abbott enters into foreign cumency forward exchange contracts to
manage currency exposures for foreign currency denominated third-
party trade payables and recewvables, and for intercompany loans and
trade accounts payable where the recevabla or payable 1s danomi-
nated in a currancy other than the functional currency of the entity
For intercompany loans, the contracs require Abbott to sell or buy
foresgn currencles, pnmarily European curmencies and Japanese yen,
in exchange for pnmanty U § dollars and other Eurcpean currencies
For intercormpany and trade payables and recevables, the currency
exposures are pnmanly the U S doltar, European currencies and
Japanese yen These contracts are recorded at far value, with the
resulting gains or losses reflected In ncome as Net foreign exchange
{gain) loss At December 31, 2007, 2006 and 2005, Abbott held

$5 5 billon, $5 6 bilhon and $3 9 bilion, respectively, of such foreign
cumrency forward exchange contracts
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Abbott has designated approximately $1 7 billion of foreign denomi-
nated short-term debt as a hedge of the net investment in certan
foreign subsidianes Accordingly, changes in the farr value of this

debt due to changes in exchange rates are recorded In Accumulated
other comprehensive income (l0ss), net of tax, resutting in a charge of
$72 mdlion to Accumulated other comprehensive income (loss) in 2007

Abbott 15 a party to Interest rate hedge contracts totaling $1 5 billon
to manage its exposure to changes in the farr value of $1 5 billion of
fixed-rate debt due 2009 through 2014 These contracts are desig-
nated as far value hedges of the vanability of the far value of fixed-rate
debt due to changes in the long-terrm benchmark interest rates The
effect of the hedge is to change a fixed-rate interest cbigation to a
vanable rate for that portion of the debt Abbott records the contracts
at far value and adjusts the carrying amount of the fixed-rate debt by

an offsetting amount No hedge ineffectivenass was recorded in
income n 2007, 2006 and 2005

Gross unrealized holding gains (losses) on available-for-sale equity
secunties totaled $108 millon and $(3) million, respectrvely, at
December 31, 2007, $21 millon and ${304) million, respectively,

at December 31, 2006 and $18 million and $(4) million, respectvely,
at December 31, 2005

The carrying values and fair values of certain financial nstruments

as of December 31 are shown In the table below The camrying values
of all other financial nstruments appraximate ther estmated far
values The counter parties to financial Instruments consist of select
mator internaiional financial Instituttons  Abbott does not expect any
losses from nonperformance by thess counter pariies

{dollars in millons} 2007 2006 2005

Carrying Fair Camying Farr Carmying Fair

Value Value Value Valug Value value

GCurrent Investments
Avallable-for-Sale Equity Secunties $ - $ - $ 775 $ 775 s - 3 -
Trading Secunties 308 308 - - - —
Other 57 57 77 77 62 G2
Long-tarm Investments
Avallable-for-Sale Equity Secunties 230 230 378 378 116 116
Note Receivable 851 805 B37 849 - -
Other 45 40 15 15 18 18
Total Long-term Debt (10,386) (10 593) {7 105) (7 113) (6,421) (6,375)
Foresgn Currency Forward Exchange Contracts
Recenable position 24 24 34 34 19 19
{Payable) position (45} (45) {86} (86) (34) (34}
Interest Rate Hedge Contracts (25} (25) {B5) (85) 82) 82)

The following table summanzes the bases used to measure
certain assets and llabilities at far value on a recurning basis
In the balance shaet

Basis of Far Valus Measurement

Basis of Far Value Msaasurament

Quoted Quoted
Prces Prces
in Actve  Signficant in Active  Significant
Balance at  Markets for Cther Balance at  Markets for Other
December 31 Identical Observable December 31 identcal Cbservable
{dollars in milicns) 2007 Itemns Inputs 2007 Items Inputs
Assels Labilties
Trading secunties $308 $308 55— Interast rate swap derivatve
Marketable avalable-for-sale finzncial Instrumants g 25 $~ $ 25
secunties 193 183 - Fair value of hedged long-term debt 1,475 - 1,475
Forexgn currency forward Foreign currency forward
exchange contracis 24 — 24 exchange contracts 45 - 45
$525 $501 $24 $1.545 $— $1,545

In 2007, adjustrnents to record a denvative financial instrument
lability whose value was derved using signficant unobservable inputs
resulted in a credit to Other (income) expense, net, in the amount of
$25 million The value of this denvative financial instrurnent lability was
zero at December 31, 2007
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Note 4 — Post-Employment Benefits
(Cotars m thousanas)

Retrerment plans consist of defined benefit, defined contribution

and medical and dental plans Information for Abbott's major defined
benefit plans and post-employment medical and dental benefit
plans 15 as follows

Definec Banefit Plans
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Medical and Dental Plans

2007 2006 2005 2007 2006 2005
Projected benefit obligations, January 1 $5,614,060 $5,041,086  $4,753,225 $1,520,412  $1,282301  $1,112,124
Servica cost — benefits earned dunng the year 240,098 218,662 205,286 57,991 55,618 43,554
Interest cost on projected benefit obligations 316,163 275,389 259,709 97,030 79988 64,088
Losses {gains), pnmanly changes in discount and medical
cost trend rates, plan design changes, law changes and
differences between actual and estimatad health care costs {308,760) 64,003 142,453 (100,739) 133,766 138,442
Benefits pad (228,009) (212,630) {195,964) (61,048) {67,511} {65,907)
Acquistions - 86,024 - - 26,250 -
Other, pnmarify foreign currency translation 140,821 141,526 {123,623) - - -
Projected benefit obiigations, Decembaer 31 $5,783,373 $5,614,060  $5041,086 $1,513,646 $1,520432 §1,282,301
Plans' assets at far value, January 1 $5,085,626 $4,348779  $3,465,666 $ 212035 $ 149,080 § -
Actual return on plans’ assets 442 536 507,223 384,912 19,578 22,955 9,080
Company centnbutions 282,619 266,269 755,882 136,048 107,511 205,907
Benefits pad {228,009) (212,630) (195,964) (61.048) 67,511) {65,807)
Acquisitions - 92,780 - - - -
Other, primanly foreign currency translabion 83,902 83,225 (61,817) - - —
Plans’ assets at far value, December 31 $5,666,674 $5,085626  $4,348,779 $ 306,613 $ 212035 $ 149,080
Projected benefit obligatons greater than
plans’ assets, December 31 $ (116,809 § (528434) $ (692,307) $(1,207,033) ${1,308,377) ${(1,143,221)
Unrecognized actuanal losses net 1,501,409 897,717
Unracognized pnor servica cost (credits) 5,004 (264,499)
Net prepaid {accrued) benefit cost $ 814,106 $ (710,003)
Long-term assets $ 576,148 $ 84,266 $ - % —
Short-term habiibes (27,360 (23.552) — -
Long-term labiliies (665,485) (589,148) {1,207 033) (1,308,377)
Nat habiity $ (116.699) 3 (528,434) $(1,207,033)  $(1,308,377)
Accrued benefit cost $ (483,789 $ (710,003}
Prepaid benefit cost 1,262,852 -
Intangible assets 130 -
Accurnulated other comprehensivg income {loss) 14,873 -
Net prepad (accrued) benefit cost $ 814,106 $ (710,003
Amounts Recognized in Accurmulated Other
Comprehensiva Income (loss)
Actuarial losses, net $ 919,710  $1,343,052 $ 635302 $ 785778
Prior sarvice cost (credits) 39911 42 659 (227 387} (248,947)
Total $ 959,621 $1,385.711 $ 407905 $ 536,8M
The projected benefit obligations for non-U § defined benefit plans December 31, 2007, 2006 and 2005, the aggregate accumulated
was $1,754,000, $1,483,000 and $1,148,000 at December 31, 2007, benefit obligations were $697,000, $544,000 and $465,000, respec-
2006 and 2005, respectvely The accumulated benefit obligations for tvely, the projected benefit abligations were $770,000, $592,000 and

all defined benefit plans was $4,920,000, $4,738,000 and $4,158,000 $508,000, respectively, and the aggregate plan assets were $84,000,
at December 31, 2007, 2006 and 2005, respectively For plans where $22,000 and $5,000, respectivety

the accumulated benefit obligations exceeded plan assets at
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Defined Benafit Plans

Medical and Dental Plans

2007 2006 2005 2007 2006 2005
Service cost — benefits earned during the year $ 249,008 $ 218,662 $ 205,286 $ 57,991 $ 55618 $ 43554
Interest cost on projected banafit obligationg 316,163 275,389 259,709 97,030 79,988 64,088
Expected return on plans’ assats {425,639) (382,220 {360,304) (24,569) (16,253) {11,948)
Amorazaton of actuanal losses 81,110 78,2868 £5,744 54 727 44 612 31,562
Arnortizaton of pnor senice cost [credits) 3,573 341 68 (21,550) 21,160} 21,160}
Total cost $ 224,305 $ 190,460 $170,503 $163,629 $142,805 $108,103

Other comprehensive mcome (loss) for 2007 mncludes amortization of
actuanal losses and pnor service cost of $81,110 and $3,573, respec-
tively, and net actuanal gains of $34 1,408 for defined benefit plans
Other comprehensive incorne {loss) for 2007 includes amortization of
actuanal losses and pnor semce credits of $54,727 and $21,550,
respectively, and net actuanal gains of $95,748 for medical and dental
plans The pretax amount of actuanal losses and prior service cost
(credits) Included in Accumulated other comprehensive Income {loss)
at December 31, 2007, that 1s expected to be recognized in the net
penodic benefit cost in 200813 $46,100 and $3,800, respectvely, for
defined benefit pension plans and $42,600 and $(21,500), respec-
tively, for medical and dental plans

The wexghted average assumptions used to determine benefit cbliga-
tions for defined benefit plans and medical and dental plans as of
December 31, the measurement date of the plans, are as follows

2007 2006 2005
Discount rate 6 2% 57% 55%
Expected aggregate average long-term
change In cornpensation 42% 42% 4 2%

The weighted average assumptions used to determine the net cost for
defined benefit plans and medical and dental plans are as follows

2007 2006 2005
Discount rate 57% 55% 5 6%
Expected return on plan assets B 3% 85% 8 4%
Expected aggregate average
long-term change n compensatan 42% 42% 42%

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

2007 2006 2005
Health care cost trend rate
assumed for tha next year 7% 7% 7%
Rate that the cost trend
rate gradually declines to 5% 5% 5%
Year that rate reaches the
assumed uttimate rate 2012 2012 2012

The discount rates used to measure llabilities were determined based
on high-guality fixed income secunties that match the duration of the
expected retiree benefits The health care cost trend rates represent
Abbott’s expected annual rates of change in the cost of health care
benefits and 1s a forward projection of health care costs as of the
measurement date A cne-percentage pont increase/{decrease)

In the assumed health care cost trend rate would increase/(decrease)
the accumulated post-employment benefit obligations as of
December 31, 2007, by $205,600/$(163,500), and the total of

the senace and interest cost components of net post-employment
health care cost for the year then ended by approximately
$28,700/$(22,400)

Approximately 70% of Abbott's U S defined benefit plans and
medical and dental plans assets are invested in equity secunties
with the rernainder invested in primanly fixed income secunties The
investment mix between equity secunties and fixed income secunties
15 based upon achieving a desired return, balancing higher return,
more volatile equity secunttes, and lower return, less volatile fixed
Income secunties Abbott’s domestic plans are invested in diversified
portfolios of public-market equity and fixed income securities
Investment allocations are made across a range of markets, industry
sectors, capitalzation sizes, and, n the case of fixed iIncome secun-
ties, matunties and credit quality The plans do not directly hold any
secunties of Abbott Abbott's international defined benefit plans are
invested in a corresponding manner, with some vanance in portfolio
structure around local practices

The plans’ expected return on assets, as shown above, 1s based on
management's expectations of long-term average rates of return to be
achieved by the undertying investment portfolics In establishing this
assumption, management considers historical and expected returns
for the asset classes in which the plans are invested, as well as current
economic and capital market conditions

Abbott funds its domestic pension plans according to RS funding
limitations In 2007 and 2008, $200,000 was funded to the main
domestic pension plan and in 2005, $641,000 was funded to the main
domestic pension plan (nternatonal pension plans ara funded accord-
ing to similar regulations  Abbott expects pension funding for its main
domestic pension plan of $200,000 annually

Total benefit payments expected to be paid to participants, which
includes payments funded from company assets as well as pad from
the plans, are as follows

Defined Medical and

Benefit Plans Dental Plans

2008 $ 234,600 $ 79,200
2009 237,800 84,500
2010 247,500 89,800
2011 256,800 95,600
2012 270,800 99,700
201310 2017 1,621,800 567,900

The Abbott Stock Retirement Plan is the pnncipal defined contnbution
plan Abbott's contrbutions to this plan were $119,000 in 2007,
$102,000 in 2008 and $100,000 1n 2005

Abboit prowdes certan other post-employment benefits, pnmarnly
salary continuation ptans, 1o quaifying domeshc employees, and
accrues for the related cost over the service lives of the employees
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Note 5 — Taxes on Earnings
(doflars i thousands)

Taxes on eamings reflect the annual effective rates, ncluding charges
for Interest and penalties Deferred income taxes reflect the tax conse-
quences on fulure years of differences between the tax bases of assets
and labilities and therr financial reporting amounts U S incoma taxes
are provided on those earnings of foreign subsidianes which are
intended to be remitted to the parent company Except for taxes on
dvidends that were remitted under the Amencan Jobs Creation Act

of 2004, Abbott does not record deferred ncome taxes on earnings
renvested Indefintely In foraign subsidianes Undistnbuted earnings
renvested indefinitely in foreign subsidianes as working capital and plant
and equipment aggregated $12,330,000 at December 31, 2007 Itis
not praciicable to determine the amount of deferred Income taxes not
provided on these earnings In the U S, Abbott's federal income tax
returns through 2003 are settled, and the Income tax returns for years
after 2003 are open Therg are numerous other Income tax junscictions
for which tax returns are not vet settled, none of which are iIndwvidually
signficant Reservas for Interest and penalties are not significant

Earnings before taxes, and the related provisions for taxes on
earnings, were as follows

Earnings Before Taxes 2007 2006 2005
Domestic $ 660,984 $ (668,384) $2,068,232
Foreign 3,799,684 3,144,754 2,551,688
‘Total $4,460,648 $2,276370 $4,610,920
Taxes on Earnings 2007 2006 2005
Current
U S Federal and Possessions $ 533,460 $ 491,579 $ 526,213
State 30,134 17,352 89,483
Foreign 875,205 633,947 616,118
Total current 1,238,798 1,142,878 1,231,814
Deferrad
Domestic (303,857)  (544,678) 4,709
Foreign (74,367) {35,564) 17,035
Enacted tax rate changes 2,559 (3,021) {5,703}
Total deferred (375,465}  (583,263) 16,041
Total $ 863,334 $ 550,615 $1,247 855
Differences between the effective income tax rate and the
U'S statutory tax rate were as follows

2007 2006 2005
Statutory tax rate 350% 350% 350%
Benefit of lower tax rates and
tax exemptions m Puerto Rwco,
the Netheriands and Ireland (12 6) (18 4) 64)
Effect of taxes on remittances of
foreign earrungs In connection with
the Amencan Jobs Craation Act of 2004 - - 53
Effect of non-deductible acquired
in-process research and development - 194 -
State taxes, net of federal benefit 04 03 12
Adustments primarily related to
resolution of pnor ysars'
accrual requirements - (58} {1 8)
Domestiz drvdand exclusion 31N 59 27
All other, net 04 - 386}
Effectve tax rate on earnings 193% 24 6% 27 0%
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As of December 31, 2007, 2006 and 2005, total deferred tax assets
were $3,682,137, $3,172,033 and $2,040,806, respectrvely, and total
deferred tax iabiities were $1,353,575, $1,136,964 and $1,355,181,
respectively Valuation aliowances for deferred tax assets were not
significant The tax effect of the differences that give nse to deferred
tax assets and lablities were as follows

2007 2006 2005

Compensation and employee benefits $ 861,483 § 921,313 $ 37,578
Trade recevable reserves 336,542 236,218 227,251

Inventory reserves 219,795 163,004 161,834
Deferred intercompany profit 261,427 390,144 319,402
State income taxes 84,420 51,494 48,153
Depreciation (104,773) (134,649) (157,272)
Acquired In-process rasearch and

development and other accruals

and reserves not currently deductible 1,751,428 1,268,445 1,132,054

Qther, pnmanly the excess cf bock
basis over 1ax basts of Intangble assets  (1,196,627) {872,334) (1,095,182}
Total $2,213,885 $2,023635 $ 675818

On January 1, 2007, Abbott adopted the provisions of FASB
Interpretation No 48, *Accounting for Uncertainty In Income Taxes *
Under this Interpretation, In order to recognize an uncertain tax
beneft, the taxpayer must be more likely than not of sustaning the
position, and the measurement of the benefit 1s calculated as the
largest amount that 15 more than 50 percent likely to be realized upon
resolution of the benefit Adoption of this Interpretation did not have
a matenial Impact on Abbott’s financial posttion The following table
surmmarizes the gross amounts of unrecognized tax benefits without
regard to reduction in tax labimes or addtions to deferred 1ax assets
and labilties if such unrecognized tax benefits were settied

January 1, 2007 $ 712,700
Increase due to current year tax positions 339,600
Increase due to pnor year tax positions 146,700
Decrease due 1o prior yaar tax positions {10,800)
Settlements (62,000)
December 31, 2007 $1,126,100

The total amount of unrecognized tax benefits that, if recognized,
would affect tha effective tax rate 15 approximately $890,000

Abbott does not expect significant changes in the aggregate amaount
of unrecognized tax berefits that may occur within the next twelve
months, other than tax settlements

Armong the provisions of the Amencan Jobs Creation Act of 2004 was
a provision that allows for the exclusion from income of a portion of the
remittances of earnings of foreign subsidianes to U S shareholders
through December 31, 2005 In 2005, Abbott remitted 10 accordance
with the provisions of the Act approximatety $4,300,000 of foreign
earnings previously reinvested indefinitely The additional income tax
expense recorded for the remittance was approximately $245,000
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Note 8 — Segment and Geographic Area Information
{doliars in mifkons)

Abbott's pnncipal business 1s the discovery, development, manufacture
and sale of a broad Iine of health care products Abbott’s products are
generally sold directly to retallers, wholesalers, hospitals, health care
faciities, laboratones, physicians’ cffices and government agencies
throughout the world Abbott’s reportable segments are as follows

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

Nutntional Protlucts — Worldwide sales of a broad line of adult and
pediatrc nutritional products

Diagnostic Products — Worldwide sales of diagnostic systems
and tests for blood banks, hospitals, commercial laboratonas and
alternate-care testing sites  For segment reporting purposes, three
diagnostic dvisions are aggregated and reported as the Diagnostic
Products segment

Vascular Products — Workdwide sales of coronary, endovascular
and vessel closure products

Abbett's undertying accounting records are mamntaned on a legal
entity basis for government and public reporting requirements
Segment disclosures are on a performance basis consistent with inter-
nal management reporting Intersegment transfers of inventory are
recorded at standard cost and are not a measure of segment operat-
ing earnings The cost of some corporate functions and the cost of
certain smployee benefits are charged to segments at predetermined
rates that approximate cost Remaning costs, If any, are not allocated
to segments Effective in 2007, the Diagnostic segment was reorga-
mized Pnor years' segment informaton has been adjusted to reflect
this change For acquisitions prior to 2006, substantally all ntangible
assets and related amortization are not aflocated to segments The
following segrment information has been prepared in accordance with
the internal accounting policies of Abbott, as descrbed above, and
are not presented in accordance with generally accepted accounting
principles applied to the consclidated financial statements

Net Szles to Operating Depreciation Additions to

External Customers (a) Earrungs (Loss) (a) and Amortizatan Leng-term Assets Total Assats

2007 2006 2005 2007 2006 2005 2007 2006 2005 2007 2008 2005 2007 2006 2005
Pharmaceuticals (b) (c) $14,632 $12,395 $13691  $5509 34,522 $4,204 $330 %150 $170 $ 407 %2615 $389 $ 90,197 § 9,281 § 6,766
Nutntionals {d) 4388 4,313 3,937 855 1206 1036 115 112 a9 388 184 81 3261 2487 2219
Diagnostics 3,158 2,843 2,689 252 240 261 286 248 201 374 373 359 3792 3,734 3,432
Vascular {0) 1,663 1,082 253 (188) {115) (13B) 234 157 20 312 3,637 B3 4706 4,400 290
Total Reportable
Segments 23841 20633 20,570 $6428 35853 $5455  $965 9667 3490 $1.481 36808 $917  $20.956 $19,882 $12,707
Other 2073 1,843 1,788
Net Sales $25.814 $22,476 $22,338

&) Net sales and operating sarrungs fer 2007 and 2005 were favorably atiecied by the relatvely weaker US dollar and were unfavorably aflecied by the relatively stronger U'S dollar in 2006
{5} The increase in Pharmacesical Product segment sates in 2007 1s due pnmarily to the acquisition of Kes Pharmaceuticals Inc n December 2008 and the decrease in 2006 13 due pnmarily

to the effects of the termination of a drstnbution agreement

) Addmions tofong temm assets for the Phammaceutical Praducts segment includes goodwill and intangitte assets acquired of $1 560 and $821 respectively in 2006 and for the Vascutar
Products segmant includes goodwill and intangible assets acquired of $1 688 and $1 195 respectively in 2006

{d} The decreass in the Nuintional Products segment operating earnings n 2007 was prnmanly due to the complation of the U S8 co promotion of Synagrs in 2006

2007 2008 2005
Totat Reportable Segment
Operating Earnings $6,428 $5,853 35 455
Corporata functions and
benefl plans costs (g) [a21) {449) (289)

Non-reportable segmeants 298 197 204

Net interest expensa (456} {292) (154)
Acquired in-process and collaborations

research and davelopment - 2,014) a7
Income from TAP Pharmaceutical

Products Inc joint venture 498 476 441

Share-based compensavon {f) {430) (330) (3
Other, net (g} (1,447) (1,165) (980)
Consolidated Earnings Before Taxes $4,470 $2,276 $4,620
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(e} Corporate functions and benefit plans costs for 2006, inciudes a phianthropse
contribution of $70 to the Abbott Fund

{fi Thaincrease n share based compensation n 2007 is partiglly due to the grantng of
replacement stock options as a result of the Ncrease N the market value of Abbott
common stock Abbott adopted FASB No 123 (revised 2004) Share-Based Payment
on January 1, 2006

{@ Other net for 2007 ncludes $197 for restructunng plans $256 for acqusmon
integration and related costs pnmanly associatad with the acquisiions of Guxdant's
vascular nterveriion and endovascular solutions and Kos Phamaceuticals Inc and
a $190 far market value loss adjustment to Abbott's investmant In Boston Scientific
common stock Other net for 2006 includes $281 for restructunng plans $220 for
acquisition witegration and related costs pamarity associated with the acquisition
of Guidant's vascular intervention and endovascular sohubons businesses Other
et for 2005 nchudes $266 for restruchuring and wmparmen charges
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2007 2006 2005
Total Reportable Segment Assets $20,956 $19,882 $12,707
Cash and investments 3,946 2,603 3,000
Current deferred income taxes 2,110 1,717 1,249
Non-reportable segments 1,575 1.486 1 341
All other, net, pnmanly goodwall
and intangible assets not allocated
to reportable segments 11,427 10,490 10,754
Total Assets $39,714 $36,178 $29,141
Met Sales to
External Customers (h) Long-term Assets
2007 2006 2005 2007 2006 2005
United States $13,252 $11,995 $12,707 312,870 $13536 $ 7,717
Japan 1,111 1,054 1,027 087 974 935
Germany 1,235 B85 992 6822 6,154 5467
The Netherdands 1,271 1,061 899 211 185 156
Italy ara 848 806 288 256 211
Canada 832 762 680 156 74 68
France 854 696 657 142 131 92
Spain 731 583 542 336 283 232
United Kingdom 627 517 504 1,371 14486 1,281

All Other Countnes 5,027 4075 3,624 2,488 1,857 1,596
Consolidated $25,914 $22,476 $22,338 $25,671 $24,896 $17,755

() Sales by country are based on the country that sold the product

Note 7 — Liigation and Ermironmental Matters

Abbott has been identified as a potentally responsible party for
nvestgation and cleanup costs at a number of locations in the United
States and Puerto Rico under federal and state remediation laws and
18 Inveshgating potential contamination at a number of company-
owned locations Abbott has recorded an estimated clsanup cost for
each site for which managsment believes Abbott has a probable loss
exposure No individual site cleanup exposurs 1s expected to exceed
$3 million, and the aggregate cleanup exposure 1S not expected to
exceed $15 milion

There are a number of patent disputes with third parties who clam
Abboti’s products nfnnge ther patents In one of those disputes, filed
In Apnl 2007, Abbott 15 unable to estmate a range of possible loss,

if any, and no reserve has been recorded Abbott's acquistion of Kas
Phanmaceuticals Inc resulted in the assumptton of vanous cases and
Investigations and Abbott has recorded reserves related to several of
those cases and investgations
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There are several ol actions pending brought by ndmiduals or
entities that allege generally that Abbott and numerous phammaceutical
companies reported false or misleading pncing information relating to
the average wholesale price of certain pharmaceutical products in
connection with federal, state and private reimburserment Gl actions
have also been brought against Abbott, and n some cases other
members of the pharmaceutical Industry, by state attorneys general
seeking to recover alleged damages on behalf of state Medicaid pro-
grams In May 2006, Abbott was notified that the U S Department

of Justice Intervened in a cvil whistie-blower lawsuit alleging that
Abbott inflated prices for Medicaid and Medicare rembursable drugs
The outcome of these investigations and iibgation could include the
imposition of fines or penalties Abbott has recorded reserves for its
estimated losses in a few of the cases, however, Abbott 1 unable to
estimate the rangs or amount of possible loss for the majonty of the
cases, and no loss reserves have bean recorded for them 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 retaned liability for losses that result
from these cases and investigations to the extent any such losses
both relate to the sale of Hospira's products prior to the spin-off of
Hospira and relate to allegations that were made in such pending
and future cases and nvestigations that were the same as allegations
existing at the date of the spin-off

Within the next year, tegal proceedings may occur that may result in
a change n the estimated reserves recorded by Abbott For its legal
proceedings and environmental exposures, except as noted in the
second and third paragraphs of this {footnote, Abboit estimates

the range of possible loss to be from approximately $110 million to
$325 milion The recorded reserve balance at December 31, 2007
for these proceedings and exposures was approximataly $165 milion
These reserves represent management's best estimate of probable
loss, as defired by Statement of Financtal Accounting Standards

No 5, “Accounting for Contingencies ™

While 1t 1s not feasibla to predict the outcome of all such proceedings
and exposures with certanty, management believes that ther ulimate
disposttion should not have a matenal adverse effect on Abbott's
financial position, cash flows, or results of operations, except for the
cases and investigations discussed in the third paragraph of this foot-
note, the resolution of which could be matenal to cash flows or results
of operations for a quarter
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Note 8 — incentive Stock Program

The 1996 Incentive Stock Program authonzes the granting of stock
options, replacement stock options, stock apprecation nghts, imited
stock appreciation nghts, restrcted stock awards, restrnicted stock
units, performance units and foreign qualfied benefits Stock options,
replacement stock options and restricted stock awards and units
compnse the majonty of benefits that have been granted and are
currently outstanding under this program In 2007, Abbott granted
20,263,311 stock options, 16,696,463 replacerment stock options,
1,856,770 (net of forfatures of 87,400} restncted stock awards and
649,530 (net of forfeitures of 23,600) restncted stock units under the
program The purchase price of shares under option must be at least
equal to the fair market value of the common stock on the date of
grant, and the maxirnum term of an option 1s 10 years Options vest
equally over three years except for replacement oplions, which vest

in six months Options granted before January 1, 2005 included

a replacement feature Except for options outstanding that have a
replacement featurs, options granted after December 31, 2004 do
not include a replacement feature When an employee tenders mature
shares to Abbott upon exercise of a stock option, a replacement
stock option may be granted equal o the amount of shares tendered
Replacerment opticns are granted at the then curent market price for
a term that expires on the date of the undertying option grant Upon a
change in control of Abbott, all outstanding stock options becoma fully
exgreisable, and all terms and condittons of all restncied stock awards
and units ars deemed satisfied Restncted stock awards granted in
2007 and 2006 generally vast between 3 and 5 years and for

resincied stock awards that vest over 5 years, no more than one-third
of the award vests in any one year upon Abbott reaching a mimmum
return on equity target Restnicted stock uruts granted in 2007 and
2006 vest over three years and upon vesting, the recipient receives
one share of Abbott stock for each vested restncted stock unit The
aggregate far market value of restncted stock awards and units is
recognized as expense over the service penod Restricted stock
awards and settlement of vested restncted stock units are 1ssued out
of treasury shares Abbott issues new shares for exercises of stock
options Abbott does not have a policy of purchasing its shares relat-
Ing to its share-based programs At January 1, 2008, approxmately
51 millton shares were reserved for future grants under the 1996
Program Subsequent to year-end, the Board of Directors granted
approximately 22 million stock options and restricted stock awards
and units from this reserve

Tha number of restncted stock awards and uruts outstanding and

the weighted-average grant-date far value at December 31, 2006
and Decermber 31, 2007 was 3,830,728 and $45 31 and 3,740,341
and $48 04, respectively The number of restncted stock awards

and units, and the weighted-average grant-date far value, that

were granted, vested and lapsed during 2007 were 2,317,300 and
$52 73, 2,156,091 and $46 54 and 251,596 and $47 58, respectively
The fair market value of restncted stock awards and units vested In
2007, 2006 and 2005 was $114,170,000, $32,226,000 and
$12,949,000, respectively

Ophions Cutstancing Exercisable Options

‘Weghted ‘Wenghted Weighted Weighted

Avarage Average Average Average

Exercisa Rermaming Exgrcise Remaining

Shares Price Life (Years) Shares Prce Life {Years)

Decernber 31, 2006 146,080,704 $4380 62 100,543,786 $43 51 51
Granted 36,959,774 5371
Exercised (47,655,849) 41 83
Lapsed (2,371,779) 47 53

Dacember 31, 2007 132,992,850 $47 19 66 88,057,465 $4B 22 55

The aggregate intnngsic value of options cutstanding and exercisable
at December 31, 2007 was $1 2 billion and $882 million, respectively
The total intnnsic vatue of options exercised in 2007, 2006 and 2005
was $613 mullion, $205 millton and $188 million, respectively The total
unrecognized compensation cost related to all share-based compen-
sation plans at December 31, 2007 amounted to approximatety $250
million which 1s expected to be recognized over the next three years

Cn January 1, 2008, Abbott adopted the provistons of Statement of
Financial Accounting Standards No 123 {revised 2004), *Share-Based
Payment," which requires that the far value of share-based awards be
recorded in the results of operations  Abbott used the modified pro-
spective method of adoption Under this method, pror years' financial
results do not inctude the impact of recording stock options using fair
value Under the revised standard, awards 1ssued after 2005 and the
remainder of any unrecognized cost for grants issued pnor to 2006
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are charged to expense Total non-cash compensation expense
charged aganst income in 2007 and 20086 for share-based plans
totaled approximately $430 milhon and $330 million, respectively,
and the tax benefit recognized was approximately $142 millon and
$78 mithon, respectively Compensation cost capitalized as part of
nventory 1S not significant

Through December 31, 2005, Abbott measured compensation cost
using the intrinsic value-based method of accounting for stock options
and replacement options granted to employees Had compensation
cost been determined using the far value-based accounting method In
2005, pro forma net Income would have been $3 2 billon, basic earn-
ings per share would have been $2 04, and diluted earnings per share
would have been $2 02
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The farr value of an option granted in 2007, 2006 and 2005 was
$12 88, $11 72 and $12 17, respectively The fair value of an option
grant was estmated using the Black-Scholes option-pncmg model
with the following assumptions

2007 2006 2005
Risk-free interest rate 4 5% 4 6% 38%
Average Iife of options (years) 59 61 54
Volatility 250% 28 0% 29 0%
Dividend yleld 25% 27% 22%

The nsk-free interest rate 1s based on the rates avalable at the time of
the grant for zero-coupon U S government 1ssues with a remaining
term equal to the option's expected life The average Ife of an option
granted in 2007 and 2006 1s based on both historical and projected
exercise and lapsing data Prior to 20086, the average Ife of an option
granted was based on histoncal experence Expected volatility for
2007 and 2006 option grants 15 based on implied volatitities from
traded options on Abbott’s stock and histoncal volatiity of Abbott's
stock over the expected life of the option Expected volatility for
options granted pnor to 2006 was based on histoncal volatility over
a penod prior to the option grant equal to the option's expected Ify
Dwidend yield 1s based on the option’s exercise pnce and annusl
dwidend rate at the tme of grant

Note 9 — Debt and Lines of Credit
{dolfars in thousands)

The following 18 a summary of long-term debt at December 31

2007 2006 2005
0 77% Yen notes, due 2007 $ - & - $ 83854
Notes, vanable interest above LIBOR — - 770,000
Bntish Pound notes,
vanable ntersst above LIBOR - - 344,000
Euro notes, vanable intarast
above LBOR, due 2008 - 264,180 638,766
6 0% Notes, dus 2008 - 200,000 200,000
5 4% Notes, due 2008 - 200,000 200,000
1 05% Yen notes, dus 2008 - 430,775 418,270
3 5% Notes, due 2009 500,000 500,000 500,000
5 375% Notss, due 2009 500,000 500,000 -
1 51% Yen notes, dus 2010 135,257 129,232 125,481
3 75% Notes, due 2011 500,000 500,000 500,000
5 6% Notes, due 2011 1,500,000 1,500,000 -
5 15% Notes, due 2012 1,000,000 — -
1 95% Yen notes, due 2013 225,428 215,387 200,135
4 35% Notes, due 2014 500,000 500,000 500,000
5 875% Notes, due 2018 2,000,000 2,000,000 -
5 6% Notes, due 2017 1,500,000 - -
6 15% Notes, due 2037 1,000,000 - -
Cther, including farr value adustrments
relating to interest rate hadge contracts
designated as fair value hedges 127,104 70,000 82,198
Total, net of curment matunties 9,487,788 7,009664 4,571,504
Current matunties of long-term debt 898,554 95276 1,849,563

Total carrying amount $10,386,343 $7,104,940 $6,421,067
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Principal payments required on long-term debt outstanding at
Decernber 31, 2007, ara $857,454 in 2008, $1,003,619 1n 2009,
$138,218 1n 2010, $2,001,958 in 2011, $1,000,390 n 2012 and
$5,281,102 thereafter

At December 31, 2007, Abbott had $3,000,000 of unused lines of
credit, which support commercial paper borrowing arrangements The
unused lnes of credit expra In 2012 Related compensating balances,
which are subject to withdrawa! by Abbott at its option, and commit-
ment fees are not matenal Abbott's weighted-average interest rate on
short-tenm bormowings was 3 7% at December 31, 2007, 5 0% at
December 31, 2006 and 1 3% at December 31, 2005

Note 10 — Business Combinaticns, Technoiogy Acguisitions
and Related Transactions

In December 2008, Abbott acquired Kos Pharmaceuticals Inc

for cash of approximately $3 8 billon, net of cash held by Kos
Pharmaceuticals Inc , to expand Abboit's presence i the kpid
management market and to provide several on-rnarket and late-
stage pipeline products Kos Pharmaceuticals Inc was a specialty
pharmaceutical company that developed and marketed propnietary
medications for the treatment of chronic cardiovascular, metabolic and
resprratory diseases This business was acquired on December 13,
2006 and the financial results of the acquired operaticns are Included
in these financial statements beginning on that date The acquisition
was financed pnmanty with short-term debt The allocation of the pur-
chase prce resulted in a charge of $1 3 bilion for acquired in-process
research and development, ntangible assets of $821 million, goodwil
{pnmarly non-deductible) of $1 6 bilion and net labilhes, prmarly
deferrad iIncome taxes recorded at acquistion of $331 mullion
Acquired intanglble assets are being amortized over 4 to 15 years
Non-deductible acquired in-process research and development was
charged to ncome in 2006

A substantial amount of the acquired in-process research and
development charge relating to the Kos acquisition related pnmarly
to cholesterol treatment drugs The research efforts ranged from

70 percent to 80 percent complete at the date of acquisiion The
valuation method used to farr value the projects was the Multti-penod
Excess Earnings Method {Income Approach) and the nsk-adjusted
discount rate used was 16 percent In developing assumptions for
the vatuation model, comparable Abbott products or products
marketed by competitors were used to estmate pricing, margins
and expense lavels As of December 31, 2007, one drug was
approved for marketing in the U S and the remaning research efforts
were pnimarly on schedule The estimated projected costs to com-
plete the projects totaled approximately $75 million as of December
31, 2007 with anticipated product launches from 2008 through 2010
There have been no significant changes in the development plans for
the acquired incomplste projects Significant net cash inflows will
commence with the launches of the products

In order to expand Abbott's presence in the growing vascular market,
Abbott acquired Guidant’s vascular intervention and endovascutar
solutions businesses on Apnl 21, 2006 for approximatety $4 1 billion,
in cash, In connection with Boston Scientific's acquisition of Guidant
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In addition, Abbott will also pay to Bosten Screntific $250 million each
upon government approvals to market the Xrence V drug-eluting stent
nthe U S and in Japan Government approvals are anticipated in
2008 for the U S and in 2009 for Japan Each $250 milion payment
will result in the recording of additional goodwill The allocation of the
purchase pnce resutted in a charge of $665 million for acquired in-pro-
cess research and development, intangible assets of $1 2 billon,
goodwill {pnmanly deductible) of $1 7 bilion and tangible net assets of
$580 milicn Acquired intangible assets are being amortized over 4 to
15 years Deductible acquired in-process research and developmant
was charged to income in 2008 The net tangible assets acquired
constst pnmanty of property and equipment of approximataly $530 mil-
lion, trade accounts recevable of approximately $250 million and
inventories of approximately $120 million, net of assumed liabiiitigs,
primanly trade accounts payable, itgation reserves and other lliabiities

A substantial amount of the acquired In-process research and davel-
opment charge relating to the Guidant acquisition related to drug
eluting and bicabsorbable stents The research efforts ranged from

35 percent to 85 percent complete at the date of acquisitien The
valuation method used to far value the projects was the Multi-penod
Excess Eamings Method (Income Approach) and the nsk-adjusted
discount rates used ranged from 16 percent to 25 percent In develop-
Ing assurnptiens for the valuation model, comparable Abbott products
or preducts marketed by compstitors were used to estmate pnoing,
margins and expense levels As of December 31, 2007, the research
efforts wers primarily on schedule The estimated projected costs to
complete totaled approximately $390 milion as of December 31,
2007, with anticipated product launch dates from 2008 through 2013
Thers have been no significant changas m the development plans for
the acquired incomplete projects Significant net cash inflows will com-
mence within ene to two years afier product launch

In order to facilitate Boston Scientific’s acquisition of Guidant, Abbott
also acquired 64 6 milion shares of Boston Scientfic common stock
directly from Boston Scientific and loaned $900 million to a wholly-
owned subsidiary of Boston Scientific The common stock was valued
at $1 3 bilion and the note receivable was valusd at $829 milion at
the acquisition date In connection with the acquisition of the shares,
Boston Scientrfic 1s entitled to certan after-tax gains upon Abbott's
sale of the shares In addition, Boston Scientfic agreed to remburse
Abbott for certain borrowing costs on debt incurred to acquire the
Boston Scientfic shares Abbott recorded a net denvative financial
instruments liability of $59 million for the gain-shanng dernvative finan-
cial nstrument liability and the interest denvatve financial instrument
asset The effect of recording the shares, the loan to Boston Scientific
and the denvative financial instruments at fair value on the date of
acquisition resulted in the recording of additional goodwill of approxi-
mately $204 milion Changes in the far value of the denvative financal
Instruments, net are recorded in Other ncome) expense, net

In 2005, Abbott acquired the remaining interest In a small medical
products company and a less than 50 percent equity interest ina
small medical products company for $25 milion In 2005, Abbott
also acquired additional nghts related to HUAMIRA for approximately
$270 mulon, which are being amertized over 13 years

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

Note 11 — Goodwill and Intangible Assets
{doliars i mifions)

Abbott recorded goodwill of $53, $3,721 and $68 10 2007, 2006 and
2005, respectively, related to acquisitions Goodwill adjustments
recorded in 2007 allocated to the Pharmaceutical Products segment
amounted to $194 and goodwil allocated to the Vascular Products
segrment amounted to $(141} Acguired goodwill allocated to the
Pharmaceutical Products segment amounted to $1,590 1n 2006 and
goodwill allocated to the Vascular Products segment amounted to
$1,688 in 2008 Foreign currency translation and other adjustments
increased {decreased) goodwill in 2007, 2006 and 2005 by $627,
$509 and $(535), respectrvely The amount of goodwil related to
reportatye segments at December 31, 2007 was $6,221 for the
Pharmaceutical Products segment, $210 for the Nutrtional Products
segment, $261 for the Diagnostic Products segment, and $2,086 for
the Vascular Products segment There wera no reductions of goodwill
relating to imparments or disposal of all or a portion of a business

The gross amount of amortizable intangible assets, pnmanty

product nghts and technology, was $9,043, $8,988 and $6,776 as of
December 31, 2007, 2006 and 2005, respectively, and accumulated
amortization was $3,323, $2,602 and $2,053 as of December 31,
2007, 2006 and 2005, respectively The estmated annual amortization
expense for ntangible assets 1s $710in 2008, 2009 and 2010,

$690 1N 2011 and $680 in 2012 Intangible assets are amortized over
4 to 25 years (average 11 years)

Note 12 — Equity Method Investments
{dollars i riions)

Abbott’s 50 percent-owned joint venture, TAP Pharmaceutical
Products Inc (TAP), 1s accounted for under the equity method of
accountng The investrment in TAP was $159, $162 and $167 at
December 31, 2007, 2006 and 2005, respectively, and dvidends
receved from TAP were $502, $487 and $343 in 2007, 2006 and
2005, respecively Abbott performs certain adminustrative and manu-
factunng services for TAP at negotiated rates that approximate fair
value Summanzed financial Information for TAP 15 as follows

Yaar Ended Dacember 31 2007 2006 2005
Net sales $3 002 $3,363 $3 260
Cost of sales 720 836 883
income before taxes 1,564 1,524 1,379
Net ncome 956 852 883
Decamber 31 2007 2006 2005
Current assets $1,101 $1,181 $1,339
Total assets 1,354 1,333 1470
Current kabilitigs 914 955 1,082
Total labilties 1,037 1009 1,136

Undistnbuted earnings of investments accounted for under the equity
method amounted to approximately $136 as of December 31, 2007
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Note 13 — Restructunng Plans
(doliars in milltons)

in 2007, 2006 and 2005, Abbott management approved plans to
realign its worldwide pharmaceutical and vascular manufactunng

operations and selected domestic and international commercial and

research and developrment operations in order to reduce costs In

2007, 2006 and 2005, Abbott recorded pretax charges agamnst eam-
ings of approximately $107, $210 and $256, respectively, reflectng
the imparrment of manufactunng faciities and other assets, employee
severance and other related charges Approximately $94, $181 and
$174, respectvely, 1s classified as cost of products sold, $3, $29 and
$10, respectively, as research and development and $10 in 2007 and
$72 1n 2005 as seling, general and administratve Fair value for the
determination of the amount of asset impaiments was determined

primanly based on a discounted cash flow method An additional

$90, $70 and $14 were subsequently recorded in 2007, 2006 and

2008, respectvely, relating to these restructunngs, pnmanty for

accelerated depreciation In addition, Abbott implemented facilities

restructunng plans m 2007 related to the acquired operations of

Kos Pharmaceuticals Inc , which resulted in an increase to goodwill

of approximately $52

The following summarnzes the actmvity for restructunngs

Employee-
Related Asset

and Cther Impairments Total
2005 restructunng charges $192 $64 $256
Payments, imparmeants
and other adjustments {37 64) {101}
Accrued balance at December 31, 2005 158 - 155
2006 restructuring charges 118 93 21
Payments, imparments
and other adjustments {80 @3) (173)
Accrued balance at Dacember 31, 2006 193 - 193
2007 restructunng charges 122 38 160
Payments, mparments
and other adjustments (121} {38} {159)
Accrued balance at December 31, 2007 $194 & — $164

Abbott expects to incur up to an addibonal $73 in future penods for

restructunng plans, primanly for accelerated depreciation
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Note 14 — Quarterly Resuits (Unaudited)

(dollars in militons except per share data)

2007 2008 2005
First Quarter
Net Sales $5.9455 $5,183 5 $5,3827
Gross Proft 3,353 5 30138 2,860 1
Net Earmings 697 8 8650 B37 9
Basic Earnings Per Common Share (8) 45 57 54
Diksted Earnings Per Common Share (b) 45 66 53
Market Prce Per Share-High 57 26 45 58 48 16
Market Pnce Per Share-Low 4875 3318 43 34
Second Quarter
Net Sales $6,370 6 $5,501 1 $5,523 8
Gross Prafit 3,566 3 31125 2,882 0
Net Earnings (c) oBG 7 8122 8771
Basic Earnings Per Common Share (a) {c) 64 40 56
Diluted Earnings Per Commion Share (L} {c) 63 40 56
Market Pnce Per Share-High 59 50 43 61 4998
Market Price Per Share-Low 52 80 4055 4598
Trurd Quarter
Net Sales $6,376 7 $5,5738 $5,384 0
Gross Profit 35127 3,1825 2,706 8
Net Earnings {d) 770 7158 6807
Basic Earnings Per Common Share {a} (o) 46 47 44
Diluted Eamings Per Common Share (b (d) 45 46 44
Market Price Per Share-High 56 91 49 87 50 00
Market Pnce Per Share-Low 49 58 4325 41 57
Fourth Quarter
Net Sales $7,221 4 $6,2180 $6,047 3
Gross Profit 40597 3,352 4 32378
Net Eamings (Loss) (e) 1,2030 (476 2) 976 4
Basic Earmngs (Loss)
Per Common Share {a) (8) 78 (31) 63
Diluted Earnings (LOSS)
Per Common Share (b) (e) 77 {31) 63
Market Price Per Share-High 59 48 49 10 44 36
Market Pnce Per Sharg-Low 50 51 45 41 37 50

&

)

fc)

@

()

ﬂ'\ewmmmeq.:aners'bescearmngspaslwafWNO?andzooadonotadd
to the full year eamuings per share amounts due to rounding

The sum of the quarters’ diutad earmings per shars for 2006 does not add 1o the
full year samings per share amount dus 1o rounding

Second guartar 2008 includes a pretax charge of $463 for acqurred iN-procass
and collaborations research and development

Thurd quarter 2008 includes a pretax charge of $214 for acquired N-process rasearch

arddavelopmntarﬂZOOSndudespretaxresmunngmargwofmm

Fourth quartar 2008 inchsdas a patax chargs of §1 307 lor acqurad 1 process
and collaboratens research and devedopment
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Management Report on Internal Controf
Over Financial Reporting

The management of Abbott Laboratones 1s responsible for
establishing and mantaning adequate internal control over financial
reporting Abbott’s internal control system was designed to provide
reasonable assurance 10 the company's management and poard of
directors regarding the preparation and far presentation of published
financial staterents

All internal control systems, no matter how well designed, have
inherent hmitabons  Therefore, even those systems determined

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

Abbott's management assessed the effectiveness of the company's
internal control over financral reporting as of Decermber 31, 2007

In making this assessment, #t used the critena set forth in Internal
Control-Integrated Framework 1ssued by the Committee of Sponsoring
Qrganizations of the Treadway Commission Based on our assess-
ment, we helieve that, as of Dacember 31, 2007, the company's
internal contral over financial reporting was effective based on

those cntena

Abbott’s independent registerad public accounting firm has 1ssusd

an audd report an their assessment of the sffectivenass of the
company’s tnternal control over financial reporting This report appears
on page 63

Mies D White
Charrman of the Board and Chief Executive Officer

Thomas C Freyman
Executve Vice President, Finance and Chief Financial Officer

Greg W Linder
Vice President and Controller

February 14, 2008
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Reports of independert Registered Public Accounting Firm

7o the Board of Directors and Sharehoiders of Abbott Laboratones

We have audited the accompanying consolidated balance sheets

of Abbott Laboratones and subsidianes (the “Company”} as of
December 31, 2007, 2006, and 2005, and the related consolidated
staternents of earnings, shareholders’ nvestment, and cash flows for
the years then ended These financial staternents are the respensibility
of the Company's management Our responsibility 1s to express an
opinion on these financial statemants based on our audits

We conducted our audits in accordance with the standards of the
Public Company Accounting Ovearsight Beard (United States) Those
standards require that we plan and perform the audit to obtain reason-
able assurance about whether tha financial statements are free of
matenal misstatement An audit iIncludes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial
statements An audit also n¢ludes assessing the accounting prncples
used and significant estmates made by management, as well as
evaluating the overall financial statement presentation We believe

that our audits provide a reasenable basis for our opinion

In our opinicn, such consohidated financial statements present farrly,

in all matenal respects, the financial position of the Company as of
December 31, 2007, 2006, and 2005 and the resulis of s operations
and its cash flows for the years then ended in conformity with account-
ing pnnciples generally accepted in the United States of Amenca

As discussed in Naotes 1, 2, 4, and 8 to the consoldated financial
staternents, the Company changed its method of accounting for faw
value measurements to adopt Statement of Financial Accounting
Standards (“SFAS" No 157, Far Valie Measurements, and adopted
the farr valus option under SFAS No 159, The Faur Valua Option for
Financial Assets and Financial Liabilities, for certain investments in
2007, and the Company changed tts method of accounting for pen-
sion and other post employment benefits and share-based payments
to adopt SFAS No 158, Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans, and SFAS No 123(R),
Share-Based Payment, n 2006

We have also audrted, n accordance with the standards of the Public
Company Accounting Oversight Board (United States), the Company's
Internal control over financial reporting as of December 31, 2007,
based on the crtena established in intemal Control-integrated
Framework 1ssued by the Gommittee of Sponsoring Organizations of
the Treadway Commussion and our report dated February 14, 2008
expressed an unqualfied opinion on the Company's internal contral
over financial reporting

Deloitte & Touche LLP
Chicago, lnois
February 14, 2008

To the Board of Directors and Sharehoiders of Abbott Laboratonies

Wa have audited the internal control over financial reporting of Abbott
Laboratories and subsidranes (the “Company”) as of December 31,
2007, based on cniteria established in internal Control-integrated
Framework 1ssued by the Committea of Sponsoring Organizaions of
the Treadway Commussion The Company's management 1S responsi-
bla for maintaning effective intemal control over financial reporting and
for its assessment of the effectiveness of nteral control over financial
reporting, ncluded In the accompanying Management Report on
interna) Control Cver Financial Reporting Our responsibility 1s to
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express an opinion on the Company's internal controf over financial
reporting based on our audit

We conducted our audit in accordance with the standards of the
Public Company Accounting Oversight Board (United States) Those
standards require that we plan and perform the audit to obtain reason-
able assurance about whether effective interna! control over financial
reporting was maintained in all matenal respects Our audi included
obtaning an understanding of internal control over financial reporting,
assessing the nsk that a matenal weakness exists, testing and evaluat-
Ing the design and operating effectiveness of nternal control based

on the assessed nsk, and performing such other procedures as we
considered necessary in the circumstances We believe that our audit
provides a reasonable basis for our opinion

A company’s internal controt over financial reperting 1S a precess
designed by, or under the supervision of, the company’s pnncipal
executive and principal financial officers, or persons performing similar
functions, and effected by the company's board of directors, manage-
ment, and other personnel to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial state-
ments for external purposes In accordance with generally accepted
accounting principles A company's internal control over financial
reporting includes those policies and procedures that {1} pertan to the
maintenance of records that, in reasonable detail, accurately and fairty
reflect the transactions and dispositions of the assets of the company,
(2) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance
with generally accepted accounting prneiples, and that receipts and
expenditures of the company are being made only In accordance with
authonzations of management and directors of the company, and

{3) provide reascnable assurance regarding prevention or timely detec-
tion of unauthonzed acquisition, use, or dispositon of the company's
assets that could have a matenal effect on the financiat statements

Because of the inherant imetations of internal contral over financial
reporting, mchuding the possibiity of collusion or iImproper manage-
ment overnde of contrals, matenal risstaternents due to error or fraud
may not be prevented or detected on a timely basis Also, projections
of any evaluation of the effiectivensss of the internal control over finan-
cial reporting to future penods are subject to the nsk that the controls
may become inadequate because of changes in conditions, or that the
degree of comphance with the policies or procedures may detenorate

In our opinion, the Company mantaned, » all matenal respects, effec-
tive Internal control over financial reporting as of December 31, 2007,
based on the cntena esiablished In Intemal Control-integrated
Framework 1ssued by the Committee of Sponsonng Organizations

of the Treadway Cormrmission

We have aiso audited, in accordance with the standards of the Public
Company Accounting Oversight Board (United States}, the consol-
dated financial statements of the Company as of and for the year
ended December 31, 2007 and our report dated February 14, 2008
expressed an unqualfied opinion on those financial staterments and
included an explanatory paragraph regarding the Company's adoption
of new accounting standards

Delortte & Touche LLP
Chicago, llinos
February 14, 2008
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Financial Instruments and Risk Management

Investment 0 Boston Scientific Cormmon Stock and Note Receivable

At Decemnber 31, 2007, Abbott held 26 4 milion shares, or approxi-
mately $300 millon of Boston Scientific common stock Subsequent
to year end, all of these shares were sold resulting In a small gain At
December 31, 2008, Abbott held 64 6 million shares, or approximately
$1 bilion of Boston Scientific common stock Abbott also has a

$900 mulion loan, due i Apnl 2011, to a wholly-gwned subsiciary of
Boston Scientific as of December 31, 2007 and 2006, and, as such,
1s subject to credit nsk

Other Market Pnce Sensitive Investments

Abbott holds availlable-for-sale equity secunties from strategic technol-
ogy acquisitions  Excluding Boston Scientific, the market value of
these Investments was approximately $193 million and $97 mullion,
respectively, as of December 31, 2007 and 2006 Abbott monitors
these investments for other than temporary declines in market valus,
and charges impairment losses to Income when an other than tempo-
rary dechne in value occurs A hypothetical 20 percent decrease in
the share prices of these investments would decrease ther fair value
at Decermnber 31, 2007 by approximately $39 milton (A 20 percent
decrease 1s believed 1o be a reasonably possible near-term change

in share pnces )

Non-Publicly Traded Equity Securities

Abbott holds equity securities from strategic technology acquisitions
that are not fraded on public stock exchanges The carrying value of
these Investments was approxmately $37 million and $33 million as of
December 31, 2007 and 2006, respechively No individual investment
18 i excess of $13 million Abbott montors these investments for
other than temporary declines in market value, and charges impair-
ment losses to income when an cther than temporary decline in
estimated value occurs

Interest Rate Sensitive Financial Instruments

At December 31, 2007 and 2006, Abbott had interest rate hedge
contracts totaling 31 5 bullon to manage ts exposure to changes

In the fair value of debt due in 2009 through 2014 The effect of
these hedges Is to change the fixed interest rate to a vanable rate
Abbott does not use denvative financial Instruments, such as interest
rate swaps, to manage Its expesurs to changes in interest rates

for its nvestment secunties The far value of long-term debt at

December 31, 2007 and 2006 amounted to $10 6 bilion and

$7 1 hbilhon, respectively (average interest rates of 5 0% and 4 7%,
respactively) with matunties through 2037 At Decembaer 31, 2007
and 2008, the far market value of current and long-term investment
secunties amounted to $836 millon and $941 million, respectively
A hypothetical 100-basis point change in the interest rates would
not have a matenal effect on cash flows, ncome or market values
(A 100-basis point change I1s believed to be a reasonably possible
near-term change in rates )

Foreign Currency Sensitve Fnancial Instrurmeris

Abbott enters into foreign currency forward exchange contracts to
manage Its exposure to foreign currency denominated mtercompany
loans and trade payables and third-party trade payables and receiv-
ables The contracts are marked-to-market, and resuling gains or
logses are reflacted in income and are generally offset by losses or
gans on the foreign currency exposure being managed At December
31, 2007 and 2008, Abbott held $5 5 bilion and $5 6 billion, respec-
tively, of such contracts, which mature In the next twelve months

In addition, certan Abbott foreign subsidianes enter into foreign
cumrency forward exchange contracts to manage exposures to
changes in foreign exchange rates for anticipatad intercompany pur-
chases by those subsidianes whose functional currencies are not the
U S doltar Thesa contracts are designated as cash flow hedges of
the vanability of the cash flows due to changes i foreign sxchangs
rates and are marked-to-market with the resulting gains or losses
reflected n Accumulated other comprehansive iIncome {loss)

Gains or losses will ba included in Cost of products sold at the tme
the products are sold, generally within the next twelve months

At December 31, 2007 and 2006, Abbott held $281 millon and
$768 million, respectively, of such contracts, which all mature in the
followang calendar year

Abbott has designated approxmately $1 7 billon of foraign denomi-
nated short-term debt as a hedge of the net investment in certain
foreign subsidiaras Accordingly, changes in the farr value of this debt
due to changes in exchange rates are recorded in Accumulated other
compreheansive Income (joss)

The following table reflects the total foreign currency forward contracts
outstanding at Decembear 31, 2007 and 2006

2007 2006

Farr and Farr and

Cammying Carrying

Average Value Average Value

Contract Exchange  Recewvabie/ Contract Exchange  Pecewable/

{dottars in rillions) Armount Rate {Payable) Amount Rate (Payable)

Receive pnmanly U S Dollars

in exchange for the following currencies

Euro $2,630 1464 $(11) $2,644 1301 $(38)

Bntish Pound 1,030 2041 - 1,930 1928 {14)

Japanese Yen 93g 1139 5) 898 1355 3

Canadian Doltar 426 0885 {1 332 1115 B

All other currencies 716 N/A {9 603 N/A 3

Total $5,741 %(21) $6,387 (52}




Financial Review

Abbott's reverues are denved primarnty from the sale of a broad line
of health care products under short-term recevable arrangements
Patent protection and hcenses, technological and performance
features, and inclusion of Abbott's products under a contract or by

a pharmacy benefit manager most impact which products are sold,
price controls, competition and rebates most impact the net seling
prces of products, and foreign currency translation impacts the
measurement of net sales and costs Abbott’s prmary products

are prescnption pharmaceuticals, nutntional products, diagnostic
testing products and vascular products Abbott also owns 50 percent
of TAP Pharmaceutical Products Inc that Abbott accounts for on the
equity method

The wortdwide launch of addiional indications of HUMIRA, the acqui-
sitions of Guidant's vascular intervention and endovascular solutions
businesses and Kos Pharmaceuticals Inc , the amendments ending
the Boehnnger Ingelheim agreement and the Synagis co-promotion
agreement, the loss of patent protection for some pharmaceutical
products, and realized gains and unrealized losses on the Boston
Scientific comman stock have iImpacted Abbott's sales, costs and
financial position over the last threa years

Pharmaceutical research and development s focused on therapeutic
areas that include immunology, oncology, neuroscience, pain manage-
ment, and infectious diseases In 2003, Abboit began the worldwide
launch of HUMIRA for rheumatond arthntis, followed by launches for
three additional indicatons, which increased HUMIRA's woridwide
sales to $3 0 billion n 2007 compared to $2 0 bilion in 20086, and

$1 4 hillon in 2005 Including the launch of a fifth Indication n 2008,
Abbott forecasts worldwide HUMIRA sales of approximately $4 billon
N 2008 Substantial research and development and selling support
has been and continues to be dedicated to maxumizing the worldwide
potential of HUMIRA In December 2008, Abbott acqured Kos
Pharmaceuticals Inc which complements Abbott's existing franchise
i the dyshpidermia market and strengthened the pharmaceutical
pipelne for cholesterel management In 2005, Abbott and Boehnnger
Ingetheim (Bi) amended their agreement whereby Abbott distnbuted
and promoted B! products Effective January 1, 2006, Abbott no
longer distnbuted or recorded sales for distrbution actities for the

Bl products Abbott's gross margins for Bl products from the pnor
agreement in effect through December 31, 2005 were substantally
lower than Its average gross margins Sales of Bl products were
£150 millon and $2 3 bilion 1n 2006 and 2005, respectively In addi-
tion, iIncreased genenc competiion resulted in U S sales of Omnicef
declining from $6837 million 1n 2006 to $235 milion 1 2007, and
worldwide sales of clanthromycin dechning from $1 1 bilion in 2005
to $724 mifion in 2007

On December 31, 2008, the U § co-promotion agreement for
Synagis terminated Revenues for co-promaotion of Synagis were
$373 milien In 2006 Abbott’s nutntional products businesses have
been reorganized into a worldwide business to better leverage the
opportunities avallable for strong nutntional brands  Significant efforts
have been focused on captunng those opportunities, particularty in
developing markets whare growth has been strong

in Apnl 2006, Abbott acquired Guidant's vascular intervention and
endovascular solutions businesses and began to integrate it with
Abbott’s vascular busingss The acquisiton significantly improved
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Abbott's competitive position in this business that 1s characterzed by
rapid Innovation In 2006, Abbott receved Europsan Union approval
to market the Xience V drug eluting stent, and Abbott 1s awarting
approvalinthe U S

Abbott’s diagnostic segment compnses three separate divisions-
immunochemistry/hematology, pont of care, and molecular
Subseguent to the termination of the agreement to sell the Immuno-
chemistry/hematology and point of care businesses to GE, Abbott
has re-focused on managing and growing these businesses

Abbott acquired 64 6 million shares of Bosten Sciantific in connection
with Abbott’s acguisition of the vascular intervention and endovascular
solutions businesses of Guidant In 2007, the net loss charged to
expense for the Investment was $1563 milion At December 31, 2007,
Abbott held 26 4 milion shares of Boston Scientific common stock
Subsequent to year end, all of these shares were sold rasutting In a
small gain Abbott's short- and long-term debt totaled $12 2 billon at
December 31, 2007, largely ncurred to finance recent acquisttions
Operating cash flows n excess of caprtal expenditures and cash
dmvdends have partally funded acquisitions over the last three years
At Decermber 31, 2007, Abbott’s long-tern debt rating was AA by
Standard and Poor's Corporation and A1 by Moody's Investors Service

In 2008, Abbott will focus on several key intiatves In the pharmaceu-
tical business, Abbott will continue the launch of newly approved
ndications for HUMIRA and continue to leverage the product and
pipeline opportunities of its ipid franchise, Including the Kos
Pharmaceuticals Inc business Pharmaceutical research and develop-
ment efforts will continue to focus on the therapeutic areas noted
above with a significant portion of the development expenditures allo-
cated to new HUMIRA ndications, as well as Simcor and ABT-335,
cholesterol drugs, ABT-335/Crestor fixed dose combination, ABT-874,
a biologic for psonasis and Crohn's disease, and controlled release
Vicodin CR, as well as several Phase | and Phase Il chinical programs in
neuroscience and oncology In the vascular business, Abbott will con-
tinus the launch of the Xience V drug-eluting stent nternationalty, and
will launch in the U S upon approval by the FDA For diabetes care,
Abbott anticipates taunching the FreeStyle Freedom Lite monitor in the
U S as well as the FreeStyle Navigator In the other business seg-
ments, Abbott will focus on developing or acquinng differentiated
technologies in igher growth segments of those markets

Critical Accounting Policies

Sales Rebates — Approximately 48 percent of Abbott's consolidated
gross ravenues are subject to vanous forms of rebates and allowances
that Abbott records as reductions of revenues at the time of sale Most
of these rebates and aflowances are in the Pharmaceutical Products
segment and the Nutntional Products segment Abbott prowdes
rebates to pharmacy benefit management companies, to state agen-
cies that administer the federal Medicaid and Medicare programs and
the Special Supplemental Food Program for Women, Infants, and
Children (WIC}), wholesalers, group purchasing orgamizations, and
other government agencies and private entiies Rebate amounts are
usually based upon the volume of purchases using contractual or
statutory pnces for a product Factors used in the rebate calculations
include the identificabon of which products have been sold subject to
a rebate, which customer or government agency pnce terms apply,
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and the estimated lag time between sale and payment of a rebate
Using histoncal trends, adusted for current changes, Abbott estimates
the amount of the rebats that will be paid, and records the habifity as a
reduction of gross sales when Abbott records 1its sale of the product
Settlement of the rebate generally occurs from two to 24 months after
sale Abbott regularty analyzes the historical rebate trends and makes
adjustments to reserves for changes in trends and terrms of rebate
programs Rebates and chargebacks charged against gross sales

In 2007, 2006 and 2005 amounted to approximately $3 2 bilion,

$2 6 billion and $2 5 billion, respectively, or 21 5 percent, 23 2 per-
cent, and 22 9 percent, respectively, based on gross sales of
approximately $15 0 bilion, $11 0 bilion and $10 8 bilion, respactrvely,
subject to rebate A one-percentage point increase in the percentage
of rebates to related gross sales would decrease net sales and
operating earnings by approximately $150 million in 2007 Abboit
considers a one-percentage point increase to be a reasonably likely
increase In the percentage of rebates to related gross sales Other
allowances charged against gross sales were approximately $325 mil-
lion, $247 milhon and $284 million for cash discounts in 2007, 2006
and 2005, respactively, and $263 milion, $209 milien and $162 milion
for returns In 2007, 2006 and 2005, respectively Cash discounts are
known within 15 to 30 days of sale, and therefors can be reliably esti-
mated Returns can be reliably estimated because Abbott's histoncal
returns are low, and because sales returns terms and cther sales
terms have remamned 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 available to estmate the level of
mnventory in the distnbution channel Management has access to sev-
eral large customers' Inventory management systems, and for other
customers, utiizes data from a third party that continuously measures
tima on the retail shelf These sources allow management to make
reliable estimates of nventory In the distnbution channel Except for a
transition penod before or after a change in the supplier for the WIC
business in a state, inventory in the distrbution channel does rot vary
substantially Management also estimates the states' processing lag
tme based on clams data In addition, internal processing tme 1s a
factor in estmating the accrual In the WIC business, the state where
the sale 18 made, which is the detenmining factor for the applicable
pnce, s reliably determinable Estimates are required for the amount
of WIC sales within each state where Abbott has the WIC business
External data sources utiized for that estimate are participant data
from the U S Department of Agncutture (USDA), which administers the
WIC program, parhcipant data from some of the states, and internalty
adminstered markst surveys The USDA has been making its data
available for many years Internal data mcludes histoncal redemption
rates and pneing data At December 31, 2007, Abbott had the exclu-
stve WIC business in 27 states

In the domestic pharmaceutical bustness, the most significant charges
against gross sales are for Medicaid and Medicare Rebates, Phammacy
Benefit Manager Rebates and Wholesaler Chargebacks In order to
evaluate the adequacy of the ending accrual balances, management
uses both internal and external estimates of the level of Inventory

In the distnbuiion channel and the rebate claims processing lag time
External data sources used to estimaie the inventory In the distribution
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channel Include nventory levels penodically reported by wholesalers
and third party market data purchased by Abbott Management esh-
mates the processing lag time based on penodic sampling of clams
data To estimate the pnice rebate percentage, systems and calcula-
tions are used to track sales by product by customer and to estimate
the contractual or statutory price Abbott's systems and calculations
have developed over time as rebates have become more significant,
and Abbott believes they are reliable

The following table 1s an analysis of the four largest rebate accruals,
which comprise approximatsty 74 percent of the consolidated rebate
provisions charged aganst revenues in 2007 Remaining rebate
provisions charged against gross sales are not significant in the deter-
minaticn of operating earnings {doflars in thousands)

Domestic Pharmaceutical Products

Domestic Medicad ~ Pharmacy
Nutntionals and Benefit Wholesaler
WIC Medicare Manager Charge-
Rebates Rebates Rebates backs
Balance at
January 1, 2005 $ 98,047 $373,058 3153798 & 44053
Prowvisions 641,389 663,043 253,499 450,901
Payments (644,460} (581,088) {273,166) (446,867)
Balance at
December 31, 2005 94,776 455 003 134,131 43,087
Provisions 636,849 527 860 281,221 532 847
Payments (595 477)  (533,632)  {246,456) (513,905)
Business combnation - 36,191 50,675 20,189
Balance at
Decernber 31, 2006 136 148 485,422 219,571 87,218
Provisions 753,535 438,198 411,798 786,183
Payments (690,438) (503,580}  (3394,692) (781,547)
Batance at
Dacarnber 31, 2007 $199,245 $420,040 $236677 $ 91,854

Histoncally, adjustments to pnor years' rebyate accruals have not been
matenal to net ncome In 2007, adjustments were made to pror
years' rebate accruals The Medicaid and Medicare rebate accrual
was reduced by approximately $69 millon and the WIC rebate accrual
was mcreased by approximately $19 millon Abbott emnploys vanous
technigues to verfy the accuracy of claims submitted to t, and where
possible, works with the organizations submitting claims to gain insight
Into changes that might affect the rebate amounts For Medicaid,
Medicare and other government agency programs, the cakculation

of a rebate involves interpretations of relevant regulations, which arg
subject to challenge or change n interpretation

Income Taxes — Abbott operates in numerous countnas where its
Income tax returns are subject to audits and adjustments Because
Abbott operates globally, the nature of the audit tems are often very
complex, and the objectives of the government auditors can result in

a tax on the same income In more than one country Abbott employs
internal and axternal tax professionals to minimize audit adjustment
amounts where possible On January 1, 2007, Abbott adopted the
provisions of FASB Interprstation No 48 “Accounting for Uncertainty in
Income Taxaes,” which changed the measurement of tax contingencies
Under this interpretation, in order to recognize an uncertain tax benefit,
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the taxpayer must be more likely than nat of sustaining the position,
and the measurement of the benefit 1s calculated as the largest
amourt that 1s more than 50 percent likety to be realized upon resolu-
tion of the benefit Application of this Interpretation requires a
significant amount of judgment In the U S , Abbott's federal ncome
tax returns through 2003 are settled, and the income tax returns for
years after 2003 are open Abbott does not record deferred iIncome
taxes on earnings reinvested indefinitsly in foreign subsidianes

Pansion and Post-Employment Benefits — Abbott offers pension
benefits and post-employment health care to many of its employees
Abbott engages outside actuaries to calculate its obligations and costs
under these programs Abbott must develop long-term assumgtions,
the most significant of which are the health care cost trend rates, dis-
count rate and the expected return on plan assets The discount rates
used to measure labilities were determined based on high-qualty fixed
neome secunties that match the duration of the expected retiree ben-
efits The health care cost trend rates represent Abbott's expected
annual rates of change In the cost of health care benefits and 1s a for-
ward projection of health 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 to the obliga-
tions and the annual cost recorded for these programs Recent low
Interest rates hava significantly iIncreased actuanal losses for these
plans At December 31, 2007, pretax net actuanal losses and pnor
service costs and {credits) recognized in Accumulated other compre-
hensive iIncome ({loss) for Abbott's defined benefit plans and medical
and dental plans were $%80 million and $408 milion, respectively
Actuanal losses and gains are amoriized over the remaining service
attnbution penods of the employees under the comdor method, In
accordance with the rules for accounting for post-employment bene-
fits Differences between the expected long-term return on plan assets
and the actual annual return are amortized over a five-year period
Footnote 4 to the consoldated financial statements descnbes the
impact of a one-percentage pomnt change N the health care cost trend
rate, howaver, there can be no certainty that a change would be Im-
ted 1o only one percentage pont On Decemmber 31, 2006, Abbott
adopted the provisions of SFAS No 158 "Employers’ Accounting for
Defined Benefit Pension and Other Postretremant Plans * The prowi-
sions of this statement require the recognition of the deferrals on the
balance sheat with a correspending charge to Accumulated other
comprehensive ncoma (loss) Adoption of this statement on
December 31, 2006 resufted In a decrease n Abbolt's shareholders'
equity of approxmately $1 3 billon

Valuation of Intangible Assets — Abbott has acquired and continues
to acquire significant Intangible assets that Abbott records at fair value
Those assets which do not yet have regulatory approval and for which
there are no alternative uses are expensed as acquired in-process
research and development, and those that have reguiatory approval
are capitalized Transactions involving the purchase or sale of intangi-
ble assets occur with some frequency between companies in the
health 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 infiows, nsk,

the cost of capital, terminal values and market participants Each of
these factors can significantly affect the value of the intangible asset
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Abbott engages independent valuation experts who review Abbott's
crtical assumptions and calculations for significant acquisitions of
ntangibles Abbott reviews intangible assets for impaiment each
quarter using an undiscounted net cash flows approach If the undis-
counted cash flows of an Intangible asset are less than the carrying
valus of an intangible asset, the intangible asset s wntten down to its
far value, which 1 usually the discounted cash flow amount Whera
cash flows cannot be identified for an indvdual asset, the review is
apphed at the lowest group level for which cash flows are identifiable
Goodwill 1s reviewed for impaiment annually or when an event that
could result in an impastment of goodwill ocours At December 31,
2007, goodwill and intangibles amounted to $10 1 bilion and

$5 7 billion, respectively, and amortization expense for intangible
assets amounted to $782 millon in 2007 There were no Impasrments
of goodwall n 2007, 2006 or 2005

Litrgation — Abbott accounts for liigation losses in accordance with
SFAS No 5, *Accounting for Cantingencies " Under SFAS No 5, loss
contingency provisions are recorded for probable losses at manage-
ment’s best estimate of a loss, or when a best estimate cannot be
made, a minmum loss contngency amount 1s recorded These esti-
mates are often imhally developed substantially earber than the utumate
loss 18 known, and the estimates are refined each accounting penod
as additional mfermation becomas known  Accordingly, Abbott 1s often
intially unable to develop a best estmate of loss, and therefore the
minimum amount, which could be zero, 1s recorded As information
becomes known, either the minimum loss amount 18 increased,
rasulting in additional loss provisions, or a best estimate can be made,
also rasulting in addional loss provisions Occasionally, a best esti-
mate amount 1s changed to a lower amount when events result m an
expectation of a more favorable outcome than previously expected
Except for a patent case and the majonty of cases relating to pharma-
ceutical pncing for which Abbott is unable to estimate a loss, If any,
Abbott estimates the range of possible loss to be from approximately
$110 milion to $325 million for 1ts legal proceedings and envronmental
exposures Reserves of approxmatety $165 milion have been
recorded at December 31, 2007 for these proceedings and expo-
sures These reserves represent management's best estimate of
probable loss, as defined by SFAS No 5

Stock Compensation — On January 1, 2006, Abbott adopted

SFAS No 123 {revised 2004), “Share-Based Payment,” which requires
that far value of stock options be recorded in the results of operations
Since there 1s no market for trading employee stock options, manage-
ment must use a far value method There Is no certainty that the
results of a far value method would be the value at which employee
stock options would be traded for cash Fair value methods require
management to make several assumptions, the most sigrificant of
which are the selection of a fair value model, stock price valatility and
the average Iife of an option Abbott has readily avalable grant-by-
grant histonical actmty for several years in its option administration
system that it uses in developing some of ts assumphons Abbott
uses the Black-Scholes method to value stock options  The results

of the Black-Scholes model are penodically compared to the binormial
model and the results have been comparable Abbott uses both hus-
toncal volatiity of its stock pnce and the implied volatility of currently
traded options to develop the volatility assumptions Abbott uses the
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fustoncal grant activity, combined with expectations about future
exercise actvity, to develop the average ife assumplions Abbott has
also used the historical grant data to evaluate whether certan holders
of stock options exercised therr options diferently than other holders
and has not found any differentiating pattern among holders

Results of Operations
Sales

The following table details the components of sales growth by
reporiable segment for the last thres years

Total % Compaonents of Change %
Change Pnce Volume  Exchange
Total Net Sales
2007 vs 2006 153 12 108 32
2006 vs 2005 08 06 02 02
2005 vs 2004 135 01 121 13
Total US
2007 vs 2008 120 40 BO -
2006 vs 2005 {75 24 (99 -
2005 vs 2004 130 o8 122 -
Total International
2007 vs 2006 88 (L) 140 85
2006 vs 2005 109 {13} 127 0%
2005 vs 2004 142 0n 120 29

Pharmaceutical Products Segment

2007 va 2008 180 24 123 33
2008 vs 2005 {9 5} 18 (110 ©3)
2005 vs 2004 149 06 130 13
Nutntional Produets Segment

2007 vs 2006 17 14 (14 17
2006 vs 2005 96 04 a7 03
2005 vs 2004 97 s 94 08
Diagnostic Products Segment

2007 vs 2008 111 0 8) 70 47
2008 vs 2005 57 (11) 74 {08§)
2005 vs 2004 39 (12) 32 19

Vascular Products Segment

2007 v 2006 538 “n 554 31
2006 vs 2005 327 7 {4 6) 3332 9
2005 vs 2004 147 04 145 08

Worldwide 2007 sales compared to 2006 reflect the acquisitions of
Guidant's vascular intervention and endovascular solutions businesses
on Aprl 21, 2006 and Kos Pharmaceuticals Inc 1n the fourth quarter
of 2006 In addition, the Pharmaceutical Products segment had an
agreement with Boehnnger Ingelheim (Bl} to co-promote and distnbuta
three of its products nthe U S In 2005, Abbott and Bl amended

the agreement and effective January 1, 2006, Abbott no longer distnb-
uted or recorded sales for distnbution actvities for the Bl products
afthough Abbott recorded a small amount of co-promoton revenue

in 2006 The increases in sales for 2006 excluding Bl products were

11 6 percent for total net sales, 12 3 percent for total U S sales and

7 B percent for Pharmaceutical Producis segment sales Sales growth
N 2007 for the Nutntional Products segment reflects the completion of
the U S co-promotion of Synagis in 2006 Excluding sales of Synagis

n 2006, Nutntional Products segment sales increased 11 3 parcent

A compansgon of significant product group sales 1s as follows
Percent changes ars versus the prior year and are based on
unrounded numbers

Parcent Percent Percent
{dollars i rmlons) 2007 Changs 2008 Change 2005 Change
Pharmaceuticals —
US Specialty $4,345 24  $3,505 25 $2,799 15
U8 Pnmary Care 3,139 23 2,581 4 2463 -
International
Pharmaceuticals 6,002 18 5,157 8 4,776 14
MNutntionals =
US Pedatnc
Nutntionals 1233 2] 1,128 3 1,087 {4)
International
Pediatne Nutntionals 1,083 22 889 29 608 17
US Adult Nutntionals 1 077 2 1,057 1 1050 13
International
Adult Nutntionals 947 15 824 11 742 11
Diagnostics —
Immunochermustry 2517 11 2,272 4 2187 2

Increased sales volume of HUMIRA and increased volume and pnce
for Depakote favorably impacted U S Specialty sales US Primary
Care sales in 2007 were favorably impacted by sales of Nraspan, a
new product from the acquisition of Kos Pharmaceuticals In¢ in the
fourth quarter of 2006 In addition, Increased sales velume for
Omnicef in 2006 and 2005 and increased sales of TnCorn all three
years favorably mpacted U S Pnmary Care sales These ncreases
were partiglly offset by lower sales of Omnicef In 2007 and lower

U S sales of Biaxin in all three years due primarly to the introduction
of genenc competitton U S sales of Ornmicef were $235 million,
8837 million and $485 millen n 2007, 2006 and 2005, respectively,
and U S sales of Biaxin were $36 millon, $151 million and $306 mul-
lion in 2007, 2006 and 2005, respectively Increased sales volume of
HUMIRA favorably mpacted International Pharmaceuticals sales,
partially offset by decreased sales volume in 2006 due to genenc
compettion for clanthromycin The decrease n sales of U § Pediatne
Nutrittonals in 2005 was pnmanly due to overall infant nutntionals
non-WIC category decline and competitive share loss International
Pediatnc Nutntionals sales increases were due primanly to volume
growih in develeping countnes U S Adult Nutntionals sales in 2005
were favorably impacted by the acquishion of EAS in the fourth quarter
of 2004 International sales In 2007 were also favorably impacted by
the effect of the relatively weaker U S dollar Abbott has penodically
sold product nghts to non-strategic products and has recorded the
refated gains in net sales N accordance with Abbott's revenue recogni-
tion policies as discussed in footnote 1 to the consolidated financial
statements Related net sales were $184 milion 1 2007, $199 milion
i 2006 and $177 million n 2005
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The expiration of licenses, patent protection and genenc compstriion
can affect the future revenues and operating Income of Abbott
Significant ongotng genenc actvities and significant patent and license
axprrations In the next three years are as follows The US composi-
tion of matter patent for Depakote expires in July of 2008 Abbott
holds nen-composition of matter patents on the extended release
form of Depakote U S sales of Depakote wers $1 5 billon in 2007
The Pharmaceutical Products segment markets Depakote Some
patents under license in the Vascular Products segment related to
rapid exchange technology expire n 2008, however the impact s not
expected to be matenal The patent for Prevacid, which 1s marksted
by TAP Pharmaceuticals, expires n 2009

Operating Earnings

Gross profit margins were 55 9 percent of net sales n 2007, &6 3 per-
cent in 2006 and 52 4 percent in 2005 The decrease n the gross
profit margin n 2007 was due, i part, to the effect of the unfavorable
Impact in 2007 of the completion of the U S co-promotion of Synags
In 2006 as well as genenc competition for Ommnicef and Biaxin sales
w 2007 Increased amortization of intangible assets acquired in 2006
also had an unfavorable mpact on the gross profit margns n 2007
The increase 1n the gross profit margin in 2006 was due to favorable
product mix, pnmandy as a restit of decreased sales of Boshnnger
ingslhem products that had lower margins than other products in

the Pharmaceutical Products segment and the decrease In the gross
profit margin in 2005 was due to unfavorable product mix, prmanty
as a result of Increased sales of Boehnnger Ingatheim products
Restructuring charges, discussed below, reduced the gross profit
margins in 2007, 2006 and 2005 by O 7 percentage points, 1 1 per-
centage ponts and 0 8 percentage points, respectively Gross profit
margins in all years were also affected by productvity mprovements,
higher commodiity costs, higher project expenses for new products,
higher manufacturing capacity costs for anticipated unit growth and
the effects of nflation

Inthe U S, states receive price rebates from manufacturers of infant
formula under the federally subsicdized Special Supplemental Food
Program for Women, [nfants, and Children There are also rebate
programs for pharmaceutical products These rebate programs
continue to have a negatve effect on the gross profit margins of the
Nutntional and Pharmaceutical Products segments  Higher commocdiity
costs urdavorably impacted the gross profit margins for the Nutrtional
Products segment in 2007 and pncing pressures unfavorably
impacted the gross profit margins iIn 2006 and 2005

The gross profit margins for the Pharmaceutical Products segment
were favorably impacted in 2006 and unfavorably 1mpacted in 2005 by
product mix The faverable product mix n 2006 was due to decreased
sales of lower margin Boshringer Ingelheim products and the unfavor-
able Impact on the gross profit margin in 2005 was due prmanly to
Increased sales of lower margin Boehringer Ingetheim products and
higher other manufactunng costs

Flesearch and development expsnse, excluding acquired In-process
and collaborations research and development, was $2 5 bilion in
2007, $2 3 bilion 1n 2006 and $1 8 billion in 2005 and represented
increases of 11 1 percent in 2007, 23 8 percent In 2006 and 7 3 per-
cent In 2005 The effect of recording compensation expense relating
to share-based awards in 2006 and additional costs associated with
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Abbott's decision to discontinue the commercial development of

the ZeMaxx drug-eluting stent Increased research and development
expenses by 6 3 percentage points over 2005 The increases in 2007
and 2006 were also affected by the acquisitions of Guidant’s vascular
ntervention and endovascular solutions businesses in Apnl 2006

and Kos Pharmaceuticals Inc 1n the fourth quarter of 2006 These
Increases also reflect increased spending to support pipeline
programs, including new indications for HUMIRA, and ABT-335

(a cholesterol drug), ABT-335/Crestar fixed-dose combination,
ABT-874 (a biclogic for psonasis and Crohn's dissase), controlled-
release Vicodin CR, Xience V, as well as several Phase | and Phase Il
clinical programs In neuroscience and oncology The majorty of
research and development expenditures are concentrated on
pharmaceutical products

Seliing, general and administrative expenses Increased 16 7 percent
In 2007 compared to increases of 15 5 percent in 2006 and 11 7 per-
cent In 2005 The 2007 increass reflects the acquisihons of Gudant's
vascular intervention and endovascular solutions businesses and

Kos Pharmaceuticals Inc The 2006 increase reflects recording com-
pensation expense relating to share-based awards, a philanthropic
contribution 1o the Abbott Fund and the acquisition of Guidant's
vascular mtervention and endovascular solutions businesses Thess
items increased selling, general and administrative expenses by

8 6 percentage points over 2005 The restructunng charges discussed
below and an increase n a bad debt reserve assocated with an
untavorable court ruling ncreased the percent change from 2004 by
2 7 percentage ponts in 2005 The remaining INCreases In seliing,
general and administrative expenses were due prnimanly to increased
sefling and marketing support for new and existing products, including
continued spending for HUMIRA and the continuing international
launch of Xience V. as well as spending on other marketed pharma-
ceutical products Increases In all three years also reflect inflation

and additional selling and marksting support pnmarly in the
Pharmaceutical Products segment

Restructunngs
{dottars i miftions)

In 2007, 2006 and 2005, Abbott management approved plans to
realign its worldwide pharmaceutical and vascutar manufactunng
operations and selected domestic and international commaercial and
research and development operations 10 order to reduce casts In
2007, 2006 and 2005, Abbott recorded pretax charges against earn-
ings of approximately $107, $210 and $256, respectively, reflecting
the impaiment of manufactunng facilities and other assets, employee
severance and other related charges Approximately $94, $181 and
$174, respectively, 1s classified as cost of products sold, $3, $29 and
$10, respactively, as research and developreant and $10 n 2007 and
$72 1n 2005 as seling, general and administrative Fair value for the
determination of the amount of asset impairments was determined
primanty based on a discounted cash fiow method An additional
$90, $70 and $14 were subsequently recorded 1n 2007, 2006 and
2005, respectively, relating to these restructunngs, pnmantly for
accelerated depreciation In addition, Abbott implemented faciihes
restructunng plans In 2007 related to the acquired operations of Kos
Pharmaceuticals Inc , which resuited in an increase to goodwill of
approximately $52
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The following summanzes the actwity for restructunngs

Employee-
Related Asset

and Other Imparments Total
2005 restructunng charges $192 $64 $ 258
Payments, imparrments
and other adjustments 37 84) (101)
Accrued balance at December 31, 2005 155 - 165
2006 restructuring charges 118 83 211
Payments, snparments
and other adjustments {80) 93) {173)
Accrued balance at December 31 2006 193 - 193
2007 restructunng charges 122 38 160
Payments, impairmenis
and other adjustments (121) (38) (159)
Accrued balance at Decermber 31 2007 $194 §— 31904

Abbott expects to incur up to an addittonal $73 In future penods for
restructunng plans, pniranly for accelerated depreciation

Interest Expense

Interest expense increased in 2007 and 2006 due pnmanly to

higher borrowings as a result of the acquisitions of Guidant's vascular
Intervention and endovascutar solutions businesses and Kos
Pharmaceuticals Inc and Abbott’s investment in the Boston Scientific
common stock and note recevable

COther {income) expense, net

Other (income) expense, net for 2067 Includes a $190 millon farr
market value loss adjusiment to Abbott’s iInvestment in Boston
Scientific commeon stock and a realized gain of $37 millon on the
sales of Boston Scientfic common stock Other (income) expense, net
for 2007 and 2006 ncludes far value gan adjustments of $28 miion
and $91 milion, respectively, to certain dervative financial Instruments
Included with the investment in Boston Scientific common stock

Taxes on Earmings

The income tax rates on eamings were 19 3 percent in 2007,

24 6 percent in 2006 and 27 0 percent In 2005 Taxes on earnings In
2006 reflact the effect of the tax rates appled to acquired In-process
research and developrment and the resolution of prior years’ income
tax audits and the effect of other discrete tax tems For 2008, the tax
rates applied to acquired In-process and collaborations research and
development increased the effective tax rate by 6 6 percentage points
and the seflect of the income tax audtt resolution and other discrete tax
itemms decreased the effectve tax rate by 5 5 percentage ponts In
2005, Abbott remitted $4 3 billion of foreign earnings 1IN accordance
with the Amencan Jobs Creation Act of 2004 and recorded addrtional
tax expense of $245 million, which increased the effective tax rate by
approximately § 3 percentage poinds This was partialty offset by
adjustments of pnor years’ tax accounts resulting pnmanly frorm reso-
lution of prior years’ accrual requirements, which decreased the
effective ax rate by 2 3 percentage ponts Abbott expects to apply
an annual effective rate of somewhat above 19 percent in 2008
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Recently Adopted Accounting Standards

Effective January 1, 2007, Abbott adopted Statement of Financial
Accounting Standards (SFAS) No 157, “Farr Value Measurements,”
and SFAS No 159, “The Farr Value Option for Financial Assets and
Financial Labities * Adoption of these Standards tid not have a
matenal impact on Abbott’s financial position However, adoption of
SFAS No 159 and SFAS No 157 resulied n a decrease to Earnings
employed in the business of approximately $189 million, substantialy
offset by an increase to Accumulated other cemprehensive ncome
{loss) of approximately $182 milion as of January 1, 2007

Effective January 1, 2007, Abbott adopted FASB Interpretation No 48,
“Accounting for Uncertainty in Income Taxes " FASB Interpretation

No 48 requires that a recorded tax benefit must be more likely than
not of being sustained upon exarmination by tax authonties based
upon its technical merts The amount of benefit recorded 1s the largest
amount of benefit that 1s greater than 50 percent likety of being realized
upen ultimate settlement Adoption of this Interpretation cid not have
a matenal impact on Abbott’s financial position

Business Combinations, Technology Acquisitions
and Related Trensactions

In Decamber 2006, Abbott acquired Kos Pharmaceuticals Inc

for cash of approximately $3 8 tullion, net of cash held by Kos
Pharmaceuticals Inc , to expand Abbott’s presence in the lrd man-
agemsant market and to provide several on-markst and late-stage
pipeline products Kos Phamaceuticals Inc was a specialty pharma-
ceutical company that developed and marketed proprietary
medications for the treatment of chromc cardiovascular, metabolic and
respiratory diseases This business was acquired on December 13,
2006 and the financral resutts of the acquired operations are included
in these financial staterments begnning on that date The acquisition
was financed pnmarntly with shori-term debt The allocation of the pur-
chase price resulted n a charge of $1 3 billien for acquired in-process
research and development, intangible assets of $821 mihon, goodwill
(pnmariy non-deductible) of $1 & billon and net labiities, pnmarly
deferred income taxes recorded at acquisiion of $331 million
Acquired intangible assets are being amortized over 4 to 15 years
Non-deduchble acquired in-process research and development was
charged to income in 2006

A substantial amount of the acquired in-process research and devel-
opment charge refating to the Kos acquisiton related pnmarily to
cholesterol treatment drugs The research efforts ranged from 70 per-
cent to 80 percent complete at the date of acgusition The valuation
method used to far value the projects was the Mulh-penod Excess
Earrings Method (Income Approach) and the nsk-adjusted discount
rate used was 16 percent In developing assumptions for the valuation
model, comparable Abbott products or products marketed by com-
petitors were used to estimate prcng, margins and expense levels

As of December 31, 2007, one drug was approved for marketing in
the US and the remaining research efforts were pnmanly on schedule
The estimated projected costs to complete the projects totaled
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approximately $75 milion as of December 31, 2007 with anticipated
product launches from 2008 through 2010 There have been no signif-
icant changes n the development plans for the acquired iIncomplete
projcts Significant net cash inflows will commence with the launches
of the products

In order to expand Abbott's presence in the growing vascular market,
Abbott acquired Guidant's vascular intervention and endovascular
solutions businesses on Apni 21, 2006 for approximately $4 1 bilion,
In cash, N connection with Boston Scientfic’s acquisition of Guidant

In addinon, Abbott will alse pay to Boston Scientrfic $250 million each
upon government approvals to market the Xience V drug-eluting stent
nthe US and in Japan Government approvals are anticipated in
2008 for the U S and in 2008 for Japan Each $250 millilon payment
will result In the recording of addtional goodwill The allocation of the
purchase price resulted in a charge of $665 million for acquired n-pro-
cess research and development, intangible assets of $1 2 billon,
goodwill (pnmarly deductible) of $1 7 billon and tangible net assets of
$580 millon Acquired intangible assets are being amortized over 4 to
15 years Deductble acquired In-process research and development
was charged to ncome In 2006 The net tangible assets acquired
consist pnmarily of property and equipment of approximately $530 mil-
lion, tracde accounts recenvable of approximately $250 million and
nventories of approximately $120 million, net of assumed liabilities,
primanty trade accounts payable, litigation reserves and other latilities

A substantial amount of the acquired in-process research and devel-
opment charge relating to the Guidant acquisition related to drug
eluting and bioabsorbable stents The research efforts ranged from

35 percent to 85 percent complete at the date of acquisition The
valuation methed used to far value the projects was the Mult-period
Excess Earnings Method {Incorme Approach) and the nsk-adjusted
discount rates used ranged from 16 percent to 25 percent In develop-
Ing assumptions for the valuation model, comparable Abbott products
or products marketed by competitors were used to estimate pricing,
margins and expenss levels As of December 31, 2007, the research
efforts were primarily on schedule The estmated projected costs to
complete totaled approximately $390 million as of December 31,
2007, with anticipated product launch dates from 2008 through 2013
There have been no significant changes in the development plans for
the acquired incomplete projects Significant net cash inflows will
commence within one to two years after product launch

In order to faciitate Boston Scientific’s acquisition of Guidant, Abbott
also acquired 84 6 milion shares of Boston Scientific common stock
directly from Boston Scientific and foaned $900 rmullion to a wholly-
owned subsidiary of Boston Saentific The common stock was valued
at $1 3 billion and the note recenvable was valued at $829 mrllon at
the acquisition date In connection with the acqwisition of the shares,
Boston Scientific 1s entitied to certan after-tax gams upon Abbott's
sale of the shares In addition, Boston Scientific agreed to remburse
Abbott for certain barrowing costs on debt incurred to acquire the
Bosten Scientific shares Abbott recorded a net denvative financial
nstruments liability of $59 million for the gain-shanng dervative
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financial nstrument llability and the interest dervative financial instru-
ment asset The effect of recording the shares, the loan to Boston
Scientfic and the dervative financial Instruments at fair value on the
date of acquisition resulted in the recording of additional goodwill of
approximately $204 milion Changes in the far value of the dervatve
financial nstruments, net are recorded mn Other (ncome) expense, net

In 2005, Abbott acquired the remaining interest in a small medical
products company and a less than 50 percent equity interest n a
small medical products company for $25 milkon In 2005, Abbott
also acquired additional nights related to HUMIRA for approximately
$270 millon, which are being amortized over 13 years

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

Financial Condiion
Cash Flow

Net cash from operating actvities amounted to $5 2 billien, $5 3 bilion
and $5 0 bilion In 2007, 2006 and 2005, respectively Cash from
operating activities in 2007 and 2006 compared to 2005 1s higher due
to higher net earnings adjusted for after-tax non-cash charges for
acquired In-process research and development in 2008 and share-
based compansation and higher contributions to retirement benefit
plans in 2005 compared to 2007 and 2006, partially offset by hugher
Income tax payments 1N 2006, including tax payments related to the
2005 remittances of foreign earnings under the American Jobs
Creation Act Abbott funds its domestic pension plans accerding to
IRS funding imitations in 2007 and 2006, $200 million was funded to
the main domestic pension plan and in 2005, $641 millon was funded
to the main domestic pension plan Abbott expects pension funding
for ita mamn domestic pension plan of $200 millon annually The
mcreased contnbution in 2005 was due, in part, to the nvestment of
cash remitted under the Amencan Jobs Creation Act of 2004 Abbott
expects annual cash flow from operating activities to continue 1o
exceed Abbott’s capital expendritures and cash dvidends

Debt and Capital

At December 31, 2007, Abbott's long-term debt rating was AA by
Standard & Poor's Corporation and A1 by Moody's Investors Service
Abbott has readily avaiable financal resources, ncluding unused lines
of credit of $3 0 billon that support commercial paper borrowing
arrangements These lines of credit expire 1n 2012

In October 2008, the board of directors authonzed the purchase

of $2 5 billion of Abbott's common shares from time to time and no
shares ware purchased under this authonzation in 2006 In 2007,
Abbott purchased approximately 19 0 million of ts common shares
at a cost of approxmately $1 0 billion In 2006 and 2005, Abbott
purchased approximately 17 3 million and 3C 0 million, respectively,
of ts common shares under prior authonzations at a cost of
approximately $755 millon and $1 3 billion, respectively
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Financiali Review

Under a registration statement filed with the Secunties and Exchange
Commussion in February 2008, Abbott 1ssued $3 5 billion of long-term
debt in 2007 that matures in 2012 through 2037 with interest rates
ranging from 5 16 percent to 6 15 percent Proceeds from this debt
wers used to pay down short-term borrowings that were incurred to
partially fund the acquisition of Kos Pharmaceuticals Inc Under the
same registration staterment, Abbott issued $4 0 bilion of long-term
debt in 2006 that matures in 2009 through 2016 with Interest rates
ranging from 5 375 percent to 5 875 percent Proceeds from this debt
were used to pay down domestic commercial paper borrowings that
were incurred to partally fund the acquistion of Guidant's vascular
intervention and endovascular sclutions businesses In addition, com-
mercial paper borrowings were used to repay $1 9 bitlion of long-term
debt :n 2006 In 2005, Abbott borrowed $1 8 billion of long-term debt
that was scheduled to mature i May 2008 with vanable interest rates
above LIBOR In 2007 and 20086, $300 millon and $1 6 bilion,
respectively, of this debt was paid prior to maturity

{dolars in milions)

Working Capital

Working capital was $4 9 billion at December 31, 2007 and $4 0 bilian
at December 31, 2005 At December 31, 2008, current labilities
exceeded cument assets by approximately $662 million as a result of
increased short-term berrowings used to acquire Kos Pharmaceuticals
Inc in December 2006

Capital Expenditures

Capital expenditures of $1 7 bilion in 2007, $1 3 illion in 2006 and
$1 2 iflion in 2005 were principally for upgrading and expanding
manufactunng, research and development, Investments in information
technology and administrative support facilities in all segments, and
for iaboratory instruments placed with customers

Contractuai Obligations

The following table summanzes Abbott's estimated contractual
obligations as of December 31, 2007

Payment Due By Penod

2013 and

Total 2008 2009-2010 2011-2012 Thereafter

Long-term debt, including current matunties and future interest payments $14,831 $1,365 $2,052 $3,722 $7,692

Operating lease obiigations 434 87 i 87 129

Capitalized auto lease obligatons 78 26 52 - -

Purchase commitments (a) 3,551 3,194 283 67 7
Other long-term habilities reflected on the consolidated balance sheet—

Benefit plan obligations 2,192 - 325 362 1,505

Other 1,100 - 742 115 243

Total $22,186 $4,672 $3,585 $4,353 $9,576

(8) Purchase commitments are for purchases made 1n the normal course of business to meet operational and capital expenditure raquirements

Contingent Obligations

Abbott has penodically entered into agreements in the ordinary course
of business, such as assignment of product nghts, with other compa-
ries which has resulted in Abbatt becoming secondarily lable for
oblgations that Abbott was previously pnmarly liable Since Abbott no
longer maintains a business refationship with the other parties, Abbott
18 unable to develop an estimate of the maximum potential amount of
future payments, If any, under these obligations Based upon past
experience, the likelihood of payments under these agreements 1g
remote In addition, Abbott pencdically acquires a business or product
nghts in which Abbott agrees to pay contingent consideration based
on aftaining certain thresholds or based on the occurrence of certain
events In connection with the acquistion of Guidant's vascular inter-
vention and endovascular solutions businesses, Abbott will pay to
Boston Scientific $250 mifion each upon government approvals to
market the Xence V drug-eluting stent in the U § and in Japan
Government approvals are anticpated in 2008 forthe US and in
2008 for Japan In addition, Abbott has retained habilties for taxes on
income prior to the spin-off of Hospira and certain potential labilities,

if any, related to alleged improper pricing practices n connection with
federal, state and private reimbursement for certan drugs
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Recently Issued Accounting Standards

In December 2007, the FASB issued two standards SFAS No 141
(revised 2007) “Business Combinations” and SFAS No 160
“Noncontroling Interests in Consolidated Financial Statements —

an amendment of ARB No 51 * Abbott will adopt these standards on
January 1, 2009 Statement No 141 (revised 2007) will impact Abbott
prmanly in five areas acquired in-process research and development
will be accounted for as an indefinite Iived intangible asset until
approval or discontnuation rather than as expense, acquisition costs
will be expensed rather than added to the cost of an acquisition,
restructuring costs in connection with an acquisition will be expensed
rather than added to the cost of an acquistticn, the fair value of contin-
gent consideration at the date of an acquisition will be included in the
cost of an acquisttion, and the far value of contingent labhities that are
more lkely than not of occurrence will be recorded at the date of an
acquisihion The effect of these changes will be applicable to acquisi-
tions on or after January 1, 2008 Adoption of Statement No 160 will
not have a matenal effect on Abbott




Financial Review

Legislative Issues

In August 2006, the President of the United States signed the
Pension Protection Act of 2006 Ameng other things, the Act estab-
lishes new minimum funding requirements for plan years beginning
In 2008 Abbott does not expect this Act to sigruficantly impact
future fundings of its domestic defined benefit pension plans

Abbott's primary markets are highly competitive and subject to sub-
stantial government regulation throughout the world Abbott expects
debate to continue over the avalability, method of delivery, and
payment for health care products and serwces Abbott believes that
if leguslation 1s enacted, it could have tha effect of reducing access
to health care products and services, or reducing prces or the rate
of pnce increases for health care products and services It 1s not
possible to predict the extent to which Abbott or the health care
industry in general might be adversely affected by these factors in
the future A more complete discussion of these factors 1s contaned
in ltem 1, Business, and ltem 1A, Risk Factors on Form 10-K

Private Secunities Lisgation Reform Act of 1995 —
A Caution Concerning Forward-Looking Statements

Under the safe harbor provisions of the Private Secunties Litigation
Reform Act of 1995, Abbott cauhons investors that any forward-look-
Ing statements or projections made by Abbott, including those made
in this document, are subject to nsks and uncertanties that may cause
actual results to differ matenally from those projected Economic,
competitive, governmental, technological and other factors that may
affect Abbott's cperations are discussed in 1A, Risk Factors, 1o the
Annual Report on Form 10-K
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Summary of Selected Financial Data
{doftars m mifons, except per share data)

Year Endled Dacember 31 2007 2008 2005 2004 2003 2002 2001
Summary of Operations

Net sales $25,914 2 22,4783 22,3378 19,6800 17,280 3 152795 13,8185
Cost of products sold $11,4220 9,8151 10,641 1 8,884 2 7,774 2 8,820 5 6,107 1
Research and development (a) $ 25056 22553 1,821 2 1,696 8 1,623 8 1,474 5 1,491 8
Selling, general and administrative $ 74080 56,3497 5,496 1 49218 4,808 1 37249 34910
Operating earnings 8 45785 2,042 2 4,362 3 3,898 3 29740 3,151 9 1,498 2
Irmerest expense $ 5931 4162 2414 2002 1883 2389 307 3
Interest ncome $ {1368) {123 B) 877 (51 1) (419 (33 5) 714
Other (income), net $ (347 9) (526 5) 4113) {376 4} (559 5) {374 4) (231 3)
Earnings from continuing

operations before taxes $ 44608 22764 46189 41256 3,387 2 33210 1,433 6
Taxes on earnings from

continuing operations $ 8633 56096 1,247 9 9458 882 4 7740 2159
Earnings from continuing cperations $ 36063 1,716 8 33721 3,1758 2,504 7 25470 1,277 7
Basic earnings per share

from continuing operations $§ 234 112 217 203 160 163 082
Diluted earnings per share

from continuing operations § 23 112 216 202 159 162 082
Financial Position

Working capital 34,9395 (669 3) 3.9705 3,8088 2,6509 2,1196 492 4
Long-term investments $ 11253 1,229 9 1340 1458 406 4 2508 647 2
Net property and equipment $ 7,518 1 6,846 4 86,0031 8,007 9 86,2818 5,828 1 55515
Total assets $39,7139 36,178 2 29,1412 28,767 5 26,0393 23,6027 22,7555
Long-term debt $ 94878 7,.0097 45715 4,787 9 3,452 3 4,274 0 43355
Shareholders’ investrent $17,778 5 14,054 2 14,4153 14,3258 13,072 3 10,664 & 9,059 4
Return on shareholders' investment

from continuing operations % 227 121 235 238 226 280 159
Book value per share $ 1147 914 937 918 8 36 682 583
Other Statistics

Gross profit margin % 558 563 52 4 549 550 554 561
Research and development to net sales % 97 100 g2 86 94 97 107
Net cash from operating actvities

of continuing operatons $ 51838 5,262 1 5,047 4 4,306 0 3,385 2 3,663 5 3,0837
Capital expenditures $ 1,6562 13378 1,207 5 1,281 6 1,050 1 1,105 4 9636
Cash dwdends declared per common share $ 130 118 110 104 oo8 094 084
Common shares outstanding {in thousands) 1,549.9810 1,537,243 1,539,235 1,560,024 1,584,518 1,563,068 1,554,530
Number of common shareholders 73,178 77,727 82,237 88,582 91,212 84,687 97,760
Number of employees 68,697 66,663 59,735 60,617 58,181 57,819 56,426
Sales per employee (in dollars) $377,225 337,163 373,948 324,662 297,010 264,265 246,668
Market pnce per share — high $ 5950 49 87 50 00 47 83 47 15 58 00 57 17
Market price per share - low $ 4875 3218 3750 3826 3375 2080 42 00
Market price per share - close $ 5615 48 71 39 43 46 65 46 60 40 00 5575

{a) In 2008, 2005 2004 2003, 2002 and 2001 Abbott also recorded pretax cherges of $2 014 $17 §279 $100 $108 and $1 230, respectively, for acoured s process research and

development related 1o busness acquisions
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Shareholder and Corporate information

Stock Listing

The ticker symbol for Abbott's commen
stock 1s ABT Itis listed on the New York,
Chicago, London and Swiss exchanges

It 15 traded on the Boston, Philadelphia and
National Stock Exchanges, as well as on
the NYSE Arca and NASDAQ M markets

Quarterly Dwvidend Dates

Dmidends are expected to be declared and
pad on the following schedule in 2008,
pending approval by the board of directors

Quarter Declared Record Paid
First 2/16 415 5/15
Second 8/6 F/als 8/15
Third 9712 104156 1115
Fourth 1212 1/15/08  2/15/09

Tax Information for Sharehoiders

Abbott 1s an Hinois High Impact Business
andislocated naU S federal Foreign
Trade Sub-Zone (Sub-Zone 22F)
Cwdends may be eligible for a
subtraction from base incoms for

llinols iIncome tax purposes

if you have any questions, please contact
your tax advisor

Dividend Reinvestmeant Plan

The Abbott Dividend Reinvestrment

Plan offers registered shareholders an
opportunity to purchase additional shares,
commission-fres, through automatic
dmidend reinvestment and/or optional
cash investments Interested persons
may contact the transfer agent, call
Abbott's Investor Newsline or wnte Abbott
Shareholder Services

Dradend Direct Deposit

Sharehelders may have quarterly dividends
deposited directly into a checking or
savings account at any financial institution
that participates w the Automated Cleanng
House system For more information,
please contact the transfer agent, call

the Investor Newsline or wnte Abbott
Shareholder Services

Annual Meeting

The annual mesting of shareholders will

be held at 9 a m on Fnday, April 25,

2008, at Abbott’s corporate headquarters
Questions regarding the annual meeting may
be directed to the Corporate Secretary

A copy of Abbott's 2007 Form 10-K Annual
Report, as filad with the Secunties and
Exchange Commission, 1s availlable on the
Abbott Web site at www abbott com

or by contacting the Investor Newslne

CEQ and CFO Certifications

In 2007, Abbott’s chief executive officer
(CEQ} provided to the New York Stock
Exchange the annual CEO certification
regarding Abbott's compliance with the
New York Stock Exchange's corporate
governance listing standards In addition,
Abbott's CEO and chisf financial officer
filed wath the U § Secunties and Exchange
Commuisston all required certifications
regarding the quality of Abbott’s public
disclosures i its fiscal 2007 reports

Investor Newshne
(847)837-7300

investor Relations
Dept 362, AP6D2

Shareholder Services
Dept 312, AP6D2

Corpoerate Secretary
Dept 364, AP6D2

Abbott

100 Abbott Park Road

Abbaott Park, IL 60064-6400U S A
(847) 937-6100

Web Site
www abbott com

Giabal Citizenshup Report

Visit www abbott com/citizenship to read
Abbott’s current global ciizenship report

Transfer Agent and Registrar

Computershare

PO Box 43078
Providence, RI 02940-3078
(888) 332-2268

www computershare com

Shareholder Information

Shareholders with questons about ther
accounts may contact the transfer agent,
call the Investor Newsline or wnte Abbott
Sharehelder Services

Individuals who woutd ke to recenve
additional information or have gquestions
regarding Abbott’s business actvities

may call the Investor Newsling, wnte Abbott
Investor Relations or visit Abbott's Web site

Sorme statemants in ths annual report may be forward-looking statements for purposes of the Private Securtties Litigation Reform Act of 1995
Abbott cautions that these forward-looking staterments are subject to nsks and uncertantias that may cause actual results to differ matenally from
those indicated 1n the forward-looking statements Economic, competitve, governmental, technological and other factors that may affect Abbott’s
operatons are discussed i item 14, “Risk Factors,” In our Secunties and Exchange Commuission 2007 Form 10-K and are incorporated by reference
We undertake no obligation to release publicly any revisions to forward-looking statements as the result of subsequent events or developments

Abbott trademarks end products in-icensed by Abbott are shown in itaies in the text of ths report Crestor and Herceptin ara not trademarks of Abbott Laboratones

© 2008, Abbott Laboratones
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