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ABBOTT CAPITAL INDIA LIMITED

DIRECTORS' REPORT

For the period 1 December 2009 to 31 December 2010

The directors present their annual repert on the affairs of the company, together with the accounts and auditors® report, for the penod ended
31 December 2010

BOARD OF DIRECTORS

The directors who served throughout the penod and since the penod end, except as noted, were as follows

T Freyman

C Soenderby

M Srth

S Hudson {Resigned 30/01/2010, re-appointed 15/11/2010 )

PRINCIPAL ACTIVITIES AND BUSINESS REVIEW

The directors have changed the accounting reference date from 30 November to 31 December, so as to akgn the year end date with the Abbott
Parent company

On 24 May 2010 the company through an open offer, acquired 1,009,942 voting equity shares of Solvay Pharma India Limited On 17th August
2010, the company paid £4,500 for subscnption of shares in Abbott Truecare Pharma Limited Also, dunng the year the Board of Directors
have approved a merger between Abbott India and Solvay Pharma Limited

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

PRINCIPAL RISKS AND UNCERTAINTIES

The company is at nisk from foreign exchange movements on income from its subsidiary and has some nsk from interest rate movements The
directors do not consider these to be significant nsks

The company has considerable financial resources and as a consequence, the directors believe that the company 1s well placed to manage its
business successfully despite the current uncertain economic outlook

The directors have received a letter of ongoing financial support from the uluimate parent company The directors, having assessed the
responses of the directors of the company's ultimate parent Abbott Laboratones to ther enquines have no reason to believe that a matenal
uncertainty exists that may cast significant doubt about the ability of the Abbott Laboratones group to honour the letter of angaing financial
support

After making enquines, the directors have a reasonable expectation that the company has adequate resources to continue in operational
existence for the foreseeable future Thus, they continue to adopt the going concern basis of accounting in prepanng the annual report and
accounts

RESULTS

The audited accounts for the penod ended 31 December 2010 are set out on pages4to 8
The profit after tax for the period was £2,055,000 (2009 £1,724,000) ntenm dividends of £nil (2009 £nil) were paid dunng the peniod The
directors recommend that no further dividend be paid (2009 £nil) and that retained earnings of £2,055,000 be transferred to reserves

DIRECTORS' RESPONSIBILITIES
The directors are responsible for prepanng the Annual Report and the financial statements in accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the directors have elected to prepare
the financial statements i accordance with United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting Standards
and applicable law) Under company law the directors must not approve the financial statements unless they are satisfied that they give a true
and fair view of the state of affairs of the company and of the profit or loss of the company for that pencd

In prepanng these financial statements, the directors are required to

- select suitable accounting policies and then apply them consistently,

- make judgements and accounting estimates that are reasonable and prudent,

- state whether apphcable UK Accounting Standards have been followed, subject to any matenal depariures disclosed and explained in the
financial statements, and

- prepare the financial statements on the going concem basis uniess It 1s inappropnate to presume that the company will continue in business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the company’s transactions and
disclosed with reasonable accuracy at any time the financial position of the company and enable them to ensure that the financial statements
comply with the Compames Act 2006 They are also responsible for safeguarding the assets of the company and hence for taking reasonable
steps for the prevention and detection of fraud and other iregulanties

DIRECTORS' INDEMNITIES

The company has made qualifying third party indemnity provisions for the benefit of its directors which were made dunng the penod and remain
in force at the date of thus report




ABBOTT CAPITAL INDIA LIMITED

DIRECTORS' REPORT (continued)

For the period 1 Decomber 2009 to 31 Decomber 2010

AUDITOR
In the case of each of the persons who are directors of the company at the date when this report 1$ approved
- so far as each of the directors 1s aware, there 1s no relevant audit nformation of which the company's auditor 1s unaware and

- each of the directors has taken all the steps that they cught to have taken as a director to make themselves aware of any relevant audit
information and to establish that the company's auditor 1s aware of that information

This confirmation 15 given and should be interpreted in accordance with the provisions of $418 of the Companies Act 2006

Deloitte LLP have indicated therr wilingness te be reappointed for another term and appropnate arangements have been put in place for them
to be deemed reappointed as auditors in the absence of an Annual General Meeting

Date /A’ {lﬂ"""* PA i]

Maidenhead
Berkshire SL6 4XE

DER OF THE BOARD,
0OTS
ompany Secretary




INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF
ABBOTT CAPITAL INDIA LIMITED

We have audited the financial statements of Abbott Capital India Limited for the penod ended 31 December 2010 which compnse the Profit and
Loss Account, the Balance Sheet and the related notes 1 te 13 The financial reporting framework that has been applied in their preparation I1s
applicable law and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice)

This report 1s made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006 Our
audit work has been undertaken so that we might state to the company's members those matters we are required to state to them m 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 and the company's members as a body, for our audit work, for this report, or for the opimens we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Directors' Responsibilites Statement, the directors are responsible for the preparation of the financia! statements
and for being satisfied that they give a true and fair view Our responsibility 1s to audit and express an opinion on the financial statements

in accordance with applicable law and International Standards on Auditing {UK and Ireland) Those standards require us to comply with the
Auditing Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that
the financial statements are free from matenal misstatement, whether caused by fraud or error

This includes an assessment of whether the accounting policies are appropnate to the company's circumstances and have been consistently
applied and adequately disclosed, the reasonableness of significant accounting estimates made by the directors, and the overall presentation
of the financial statements In addition, we read all the financial and non-financial Information in the annual report to identify matenal
incensistencies wit the audited financial statements If we become aware of any apparent matenal misstatements or inconsistencies we
consider the implications for our report

Opinion on financial statements

In our opmion the financial statements
- give a true and farr view of the state of the company's affairs as at 31 December 2010 and of its profit for the penod then ended
- have been properly prepared in accordance with United Kingdom Generally Accepled Accounting Practice, and
- have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matters prescribed by the Companies Act 2006

In our opinion the information given in the Directors' Report for the financial year for which the financial statements are prepared 1s consistent
with the financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you if, In our opinion

- adequate accounting records have not been kept, or returns adequate for our audit have not been receved from branches not visited by us, or
- the financial statements are neot in agreement with the accounting records and returmns, or

- certain disclosures of directors' remuneration specified by law are not made, or

- we have not recewved all the information and explanations we require for our audit

/ /4/4/&_(0

Richard Muschamp {Senior Statutory Auditor)
for and on behalf of DELOITTE LLP
Chartered Accountants and Statutory Auditor
London, United Kingdom

Date /J 74




ABBOTT CAPITAL INDIA LIMITED

Profit and Loss Account for the period 1 December 2009 to 31 December 2010

13 months to Year ended
31 December 30 November
2010 2009
Notes £000's £000's
Income from shares in group undertakings 2,238 1,715
Other expenses {10 (9
Qperating profit 2,228 1,706
Interest recewvable and similar income (2) 107 21
Interest payable and simidar charges 3) (282) -

Profit on ordinary activities before taxation (4) 2,052 1,727
Tax credit/{charge) on profit on ordinary activities (5) 3 {3}
Profit for the financial penod 2,055 1,724

The accompanying notes are an integral part of this profit and loss account
Note 11 shows the movement on reserves dunng the penod

There were no recognised gains or losses in either 2010 or 2009 other than the results for the financial penod Consequently, no satements of
total recognised gains and losses has been presented

All transactions are denved from continuing operations




ABBOTT CAPITAL INDIA LIMITED 5

Balance Sheet as at 31 December 2010

31 December 30 November
2010 2009
Notes £000's £000's
FIXED ASSETS
Investments {7) 95,814 50,116
CURRENT ASSETS
Debtors (8) - 2,063
Cash at bank and m hand 450 12
450 2,075
CREDITCORS amounts faling due within one year (9) (42,032) (14)
NET CURRENT (LIABILITIES) / ASSETS (41,582) 2 061
NET ASSETS 54232 — 52177
CAPITAL AND RESERVES
Called up share capital (12) - -
Share Premium (an 9,971 9,971
Other Capital reserve (11 40,145 40,145
Profit and loss account 1) 4,116 2,061
SHAREHOLDERS' FUNDS (10) 54,232 52177

These financial statements of Abbott Capital India Limited company rio 4186322 were approved by the Board of Directors on
16 Septernber 2011 a ed on its behalf by

C Soenderby
Director

The accompanying notes are an Iintegral part of this balance sheet




ABBOTT CAPITAL INDIA LIMITED

NOTES TO THE ACCOUNTS
For the period 1 December 2009 to 31 December 2010

1 ACCOUNTING POLICIES

A summary of the pnncipal accounting policies, all of which have been applied consistentty threughout the penod and the preceding year, 1S

set out below

Except that the accounting reference date has changed to 31 December to align the penod end with that of the ultmate parent company Abbott
Laboratones

a) Basis of accounting

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

The company has taken advantage of the exemption from the requirement of FRS 1 {revised) "Cash Flow Statements” to present a cash fiow
statement because it i1s a wholly-owned subsidiary of the ultmate parent company, Abbott Laboratonies incorporated in the State of llinois
USA, which prepares consohdated accounts that are publicly available (see note 13)

The directors have received a letter of ongoing financial support from the ultimate parent company The directors, having assessed the
responses of the directors of the company's ultimate parent Abbott Laboratones to therr enquines have no reason to believe that a matenal
uncertanty exists that may cast significant doubt about the ability of the Abbott Laboratones group to honour the letter of ongoing financal
support

After making enquines, the directors have a reasonable expectation that the company has adequalte resources to continue in operational
existence for the foreseeable future Thus, they continue to adopt the going concern basis of accounting in prepanng the annual report and
accounts See further disclosure on going concern in the Directors' report

b} Interest income
tnterest Income Is due to the company from cash deposits with affitated companies or third party banks interest income s calculated on a
daily basis and accrued monthly

c) Taxation

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

Deferred tax 1s recognised in respect of all uming differences that have ongmated but not reversed at the balance sheet date Timing differences
are differences between the company's taxable profits and its results as stated in the accounts that anse from the inclusion of gains and

losses in tax assessments in penods different from those i which they are recognised in the accounts A net deferred tax asset 1s recogmised
as recoverable only when, on the basis of avalable evidence, it can be regarded as more likely than not that there will be suitable taxable

profits from which the future reversal of the undertying tming differences can be deducied Deferred tax s 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 foresgn
currency are translated into sterling at the rate ruling at the balance sheet date, or where appropnate, at the rate of exchange in a related
forward exchange contract Any gains or losses are reported as exchange differences in the profit and loss account

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

2 INTEREST RECEIVABLE AND SIMILAR INCOME

31 December 30 November
2010 2009
£000's £000's
Bank interest 107 -
Loans to other affilated undertakings - 21
107 21
3 INTEREST PAYABLE AND SIMILAR CHARGES
31 December 30 November
2010 2009
£000's £000's
Loans from other group undertakings 282 -
4 PROFIT ON ORDINARY ACTIVITIES BEFORE TAXATION
Profit on ordinary actvities before taxation 1s stated after charging
31 December 30 November
2010 2009
£000's £000's
Auditor remuneration payable for the audit of the company's annual accounts 5 5
_—— ——————

5 STAFF COSTS AND DIRECTORS' EMOLUMENTS

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




ABBOTT CAPITAL {INDIA LIMITED

NOTES TO THE ACCOUNTS {Continued)
For the period 1 December 2009 to 31 December 2010

6 TAX (CREDITYCHARGE ON PROFIT ON ORDINARY ACTIVITIES

The tax (credit)/charge 1s based on the profit for the pened and compnses
UK Corporation tax at 28% (2008 28%)
Current tax (credit)/charge for the pencd

31 December
2010
£000's
)]
————_—m

30 November
2009
£000's
3
3

——

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 s as follows

Profit on ordinary activiies before tax

Tax on profit on crdinary actmvities at standard UK carporation tax
of 28% (2009 28%)

Group relief surrendered to other group companies

Double tax relief on income from shares in group undertakings
Dwidend income not subject to UK corperation tax
Adjustment in respect of prior years

7 FIXED ASSET INVESTMENTS

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

Subsidary undertakings

Cost and net book value at the beginning of the penod
Additions

Cost and net book value at the end of the period

The company has investments in the following subsidiary

Country of Pnncipal

Incorporation Activity
Abbott Indha Limited India Healthcare
Solvay Pharma India Limited Inchia Healthcare
The company has the following other investments

Country of Pnncipal

Incorporation Activity
Abbott Truecare Pharma Pvt Limiated Incha Healthcare

31 December
2010
£000s
2,052

575

31 December
2010
£000's
50,118
45,698

95,814

L]

10

Holding
68 9%

20 0%

e

01

Holding
100%

[=]

|

30 November
2009

30 November

On 24 May 2010 the company through an open offer, acquired 1,009,942 voting equity shares of Solvay Pharma India Limited Also, on
17 August 2010, the company paid £4,500 for subscnption of shares in Abbott Truecare Pharma Limited

8 DEBTORS

Due from other group undertakings falling due within one year

9 CREDITORS

Due to other group undertakings
Corporation tax payable
Accruals

10 RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS

Profit for the financial year
Net addition to shareholders' funds

Opening shareholders' funds
Closing shareholders' funds

31 December
2010
£000's

————

31 December
2010
£000's
42,024
S
42,032

31 December
2010
£000's
2.055
2,055

52,177
54,232

30 November
2008
£000's
2,063
2,063

30 November
£009
£000's
2
12
14

30 November
2009
£000's
1,724
1,724

50,453
52,177




ABBOTT CAPITAL INDIA LIMITED

A D e e e, —

NOTES TO THE ACCOUNTS {Continued)
For the perlod 1 December 2009 to 31 Decernber 2010

11 RESERVES

Share Other Profit & loss
Premium reserves account Total
£000's £000's £000's £000's
At 1 December 2008 6,971 40,145 2,081 52,177
Profit for the penod - - 2,055 2,055
At 31 December 2010 9,971 40,145 4,118 54,232
12 CALLED UP SHARE CAPITAL
31 December 30 November
2010 2009
£ £
Called up, aflotted and fully pad
2 ordinary shares of £1 each 2 2

13 ULTIMATE HOLDING COMPANY AND GROUP STRUCTURE

a) Under the Companies Act 2006 s401A, the company 1s exempt from the obligation ta prepare and deliver group accourits The immedate
parent company of Abbott Capital India Limited 1s Abbott Asia Investments Limited, incorporated in the United kingdom The smallest and
largest group into which the results of Abbott Capital India Limited are consolidated s the ulimate parent company Abbott Laboratories,

incorporated in the State of llinois, USA The consolidated accounts are available to the public and may be obtained from Abbott Laboratones,
100 Abbott Park Road, Abbott Park, IL60064-6400, USA

b) A matenal element of the company's activities are transacted with compares i the Abbott Laboratones Group As permitted by Financial
Reporting Standard 8, details of such transactions are not provided in these accounts as the company 1s a wholly-owned subsidiary
undertaking and the consoldated accounts of the group are available to the public (see (a) above)
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Consolidated Statement of Earnings
{dodars and shares in thousands except per share dala)

Abbaott 2010 Annual Report

Year Ended December 31 2010 2009 2008
Net Sales $35,166,721 $30,764,707 $29,527,552
Cost of products sold 14,665,192 13,209,329 12,612,022
Research and development 3,724,424 2,743,733 2,688,811

Acquired In-process research and development 313,200 170,000 97,256
Selling, general and administrative 10,376,324 8,405,904 8,435,624
Total Operating Cost and Expenses 29,079,140 24,528,968 23,833,713
Operating Earnings 6,087,581 6,235,741 5,693,839
Interest expense 553,135 519,856 528,474
Interest {income) (105,453) {137,779} (201,229)
{Income) from the TAP Pharmaceutical Products Inc joint venture — — (118,997)
Net foreign exchange (gain) loss (10,924) 35,584 84,244
Other (iIncome) expense, net (62,011) (1,375,494) (454,939)
Earnings from Continuing Operations Befare Taxes 5,712,834 7,193,774 5,856,286
Taxes on Earnings from Continuing Operations 1,086,662 1,447,936 1,122,070
Earnengs from Continuing Operations 4,626,172 5,745,838 4,734,216
Gain on Sale of Discontinued Operations, net of taxes — - 146,503
Net Earnings $ 4,626,172 $ 5,745,838 $ 4,880,719
Basic Earnings Per Common Share —

Continuing Operations 3 2498 $ 371 3 308
Gain on Sale of Discontinued Cperations, net of taxes — — 010
Net Earnings 3 298 s 371 $ 316
Diluted Earnings Per Common Share —

Continuing Qperations g 296 $ 369 $ 303
Gain on Sale of Discontinued Operations, net of taxes — — 009
Net Earnings $ 296 $ 369 3 312
Average Number of Common Shares Outstanding Used for Basic

Earnings Per Common Share 1,546,400 1,546,983 1,545,355
Dilutive Common Stock Options and Awards 9,622 8,143 15,398
Average Number of Common Shares Qutstanding

Plus Dilutve Commen Stock Options and Awards 1,566,022 1,555,126 1,560,753
Qutstanding Common Stock Options Hawing No Diutrve Effect 29,403 66,189 30,579

The accompanying notes 1o consolidated financial statements are an integral parl of this statement
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Abbott 2010 Annual Report

Consolidated Balance Sheet

{dodars i thousands)
December 31 2010 2009 2008
Assets
Current Assets
Cash and cash equivalents $ 3,648,371 $ 8,809,339 $ 4,112,022
Investments, pnmanly time depostis and certificates of deposit 1,803,079 1,122,709 967 603
Restncted funds, pnmarily U S treasury bifls 1,872,490 - -
Trade recetvables, less allowances of —
2010 $388,564, 2009 $311,546, 2008 $263,632 7,184,034 6,541,941 5,465,660
Inventones
Firished products 2,058,735 2,289,280 1,545,950
Work in process 383,580 448,487 698,140
Matenals 746,419 527,110 531,759
Total inventones 3,188,734 3,264,877 2,775,849
Deferrad incoma taxes 3,076,051 2,364,142 2,462,871
Other prepaid expenses and recevables 1,544,770 1,210,883 1,258,554
Total Current Assets 22,317,529 23,313,891 17,042,559
Investments 302,048 1,132,866 1,073,736
Property and Equipment, at Gost
Land 648,988 546,204 508,606
Buldings 4,334,236 4,010,439 3,698,861
Equipment 11,813,618 11,325,450 10,366,267
Construction 0 prograss 577,460 604,813 613,939
17,374,302 16,486,906 15,188,673
tess accumulated depreciation and amoriization 9,403,346 8,867 417 7,969,507
Net Property and Equipment 7,970,956 7,619,489 7,219,166
Intangible Assets, net of amortization 12,151,628 6,291,989 5,151,106
Goodwill 15,930,077 13,200,174 9,987,361
Deterred Income Taxes and Other Assels 790,027 858,214 1,945,276
$59,462,266 $52,416,623 $42,419,204
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Consolidated Balance Sheet

Abbott 2010 Annual Report

{dodars in thousands)

December 31 2010 2009 2008

Liabihies and Shareholders’ Investment

Current Liabilties

Short-term borrowings $ 4,349,796 $ 4,978,438 $ 1,691,069

Trade accounts payable 1,535,759 1,280,542 1,351,436

Salaries, wages and Commissions 1,328,665 1,117,410 1,011,312

Other accrued liabilities 6,014,772 4,363,032 4,216,742

Dividends payable 680,749 620,640 559,064

Income taxes payable 1,307,723 442,140 805,397

Oblkgation in connection with conclusion of the

TAP Pharmaceutical Products Inc joint ventura - 36,105 915,982

Current portion of long-term debt 2,044,970 211,182 1,040,906

Total Current Liabilities 17,262,434 13,049,489 11,591,908

Long-term Debt 12,523,517 11,266,294 8,713,327

Paost-employment Obhgations and Other Long-term Liabihies 7,199,851 5,202,111 4,595,278

Commitments and Contingencies

Shareholders' Investment

Preferred shares, one dollar par value

Authorized =~ 1,000,000 shares, none issued - - -

Common shares, without par value

Authornzed — 2,400,000,000 shares

Issued at stated capral amount —

Shares 2010 1,619,689,876,

2009 1,612,683,987, 2008 1,601,580,899 8,744,703 8,257,873 7,444,411

Common shares held in treasury, at cost —

Shares 2010 72,705,928,

2009 61,516,398, 2008 49,147,968 (3,916,823) (3.310,347) {2,626,404)

Earnings employed in the business 18,827,101 17,054,027 13,825,383

Accumulated other comprehensive ncome {loss) {1.366.846) B54,074 (1,163,839)

Total Abbott Shareholders” Investrment 22,388,135 22,855,627 17,479,551

Noncontrolling Interests In Subsidianes 88,329 43,102 39,140

Totat Shareholders’ Investment 22,476,464 22,898,729 17,518,691
$59,462,266 352,416,623 $42,419,204

The accompanying notes to consolidated financal statements are an integral part of this statement
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Abbott 2010 Annual Report

Consolidated Statement of Shareholders’ Investment
(dodars in thousands axcept per share data)

Year Ended December 31 2010 2009 2008
Common Shares

Beginning of Year

Shares 2010 1,612,683,987, 2009 1,601,580,889, 2008 1,580,854,677 $ 8,257,873 § 7444411 $ 6,104,102

Issued under Incentive stock programs

Shares 2010 7,006,889, 2009 11,103,088, 2008 20,726,222 305,947 530,373 1,001,507
Tax benefit from option shares and vesting

of restncted stock awards (no share effect) 10,124 15,351 64,714
Share-based compensation 388,493 366,128 342,315
Issuance of restncted stock awards {217,734) {98,390} (68,227)
End of Year

Shargs 2010 1,619,689,876, 2009 1,612,683,987, 2008 1,601,580,609 $ 8,744,703 $ 8,257,873 $ 7,444,411

Common Shares Held in Treasury

Beginning of Year

Shares 2010 61,516,398, 2009 49,147,968, 2008 30,944,537 $(3,310,347) $(2,626,404) $(1,213,134)
Prvate transaction in 2008

Shares purchased 15,176,500, Shares issued 14,870,185 - - (378,931)
Issued under incentive stock programs

Shares 2010 4,166,200, 2009 2,477,853, 2008 1,607,326 224,237 133,042 40,946
Purchased

Shares 2010 15,355,730, 2009 14,846,283, 2008 18,504,452 (830,713) {816,985) {1,075,285)
End of ear

Shares 2010 72,705,928, 2009 61,516,398, 2008 49,147,968 $(3,916,823) $ (3,310,347} ${2,626,404)
Earnings Employed n the Business

Beginning of Year 317,054,027 513,825,383 $10,805,809
Net eamings 4,626,172 5,745,838 4,880,719
Cash divdends declared on common shares

{per share — 2010 $1 76, 2009 $1 60, 2008 51 44) (2,731,584} (2,476,036} (2,228,776}
Cost of common shares retired In excess of stated caprtal amount (11,055} (25.040) {70.590)
Cost of treasury shares issued (above) below market value {10,459} {16,118) 438,221

End of Year $18,927,101 $17,054,027 $13,825,383
Accumuiated Other Comprehenswve Income (Loss)

Beginning of Year $ 854,074 $ (1,163,839} $ 2,081,763
Cther comprehensive {loss) income (2,220,920) 2,017,913 (3,245,602)
End of Year $ (1,366,848) $ 854,074 ${1,163,839)
Comprehensive Income $ 2,405,252 $ 7,763,751 $ 1,635,117
Noncontrolling Interests in Subsidianes

Beginning of Year $ 43,102 $ 39,140 $ 45405
Noncontroling Interests’ share of income,

business combinations, net of distnbutions and share repurchases 45,227 3,062 (6.265)
End of Year $ 88,329 $ 43,102 $ 39,140

The accompanying notes to consolidated financial statements are an integral part of this statament
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Consolidated Statement of Cash Flows

Abbott 2010 Annual Report

{dollars ; thousands)

Year Ended December 31 2010 2009 2008
Cash Flow From {Used in} Operating Actvities of Continuing Operations

Net earnings $ 4,626,172 $ 5,745,838 $ 4,880,719
Less Gan on sale of discontinued operations - - 146,503
Earnings from continuing operations 4,626,172 5,745,838 4,734,216
Adustments to reconcile earnings from contimuing operations

to net cash from operating actmties of continuing operations —

Depreciation 1,207,450 1,210,977 1,051,728
Amortization of intangible assets 1,416,855 878,533 787,101

Derecognition of a contingent lability associated with the conclusion

of the TAP Pharmaceutical Products Inc joint venturs — {797,130) -

Share-based compensation 387,183 366,357 347,015

Gain on dissolution of the TAP Pharmaceutical Products Inc joint venture - - (94,248)
Acquired iIn-process research and development 313,200 170,000 97,256
Investing and financing {gains) losses. net 126,337 41,967 111,238
Trade recenvables {394,665) {387,749) {948,314)
Inventones 139,857 230,555 (257 ,476)
Prepad expenses and other assets 553,145 {386,389) 436,218
Trade accounts payable and other liabilities 572,533 {374,715} 569,056
Income taxes (212,086) 577,418 160,830

Net Cash From Operating Activities of Continuing Operations 8,735,981 7,275,160 6,994,620

Cash Flow From {Used in) Investing Actmties of Continuing Operations

Acquisiions of businesses and technologres, net of cash acqurred (9,433,243) {2,370,630) {250,000}
Acquisitions of property and equipment {1.015,075) (1,089,048) {1,287,724)
Sales of Boston Scientific common stock — — 318,845
Purchases of nvestment secunties {805,932) {248,970} (923,937)
Proceeds from sales of investment secunties 954,361 16,306 130,586

Deposit of restncted funds {1.870,000) - -

Other (18,426) {6,368) (75,061)
Net Cash {Used in} Investing Activities of Continuing Operations {12,188,315) {3.698,710} (2,087,491)
Cash Flow From (Used in} Financing Actvities of Continuing Operations

[Repayments of} proceeds from issuance of shori-term debt and other (203,854) 3,217,331 {324,739)
Proceeds from issuance of long-term debt and debt with matunties over 3 months 4,000,000 3,000,000 —

Repayments of long-term debt and debt with matunties ovar 3 months (1,673,998} (2.483,176) (913,948}
Purchases of common shares (866,825) (826,345) (1,081,8086)
Proceeds from stock options exercised, including mcoms tax benefit 328,411 508,669 1,008,843
Diclands pad (2,671,475) (2,414,480} (2,174,252)
Net Cash {Used in) From Financing Actvities of Continuing Operations (1,087,741} 1,002,019 (3.485,902)
Effect of exchange rate changes on cash and cash equivalents {620,893) 118,848 {115,180)
Net cash provided from the sale of discontinued operatons — — 349,571

Net (Decrease} Increass in Cash and Cash Equivalents {5,160,968) 4,697,317 1,655,638

Cash and Gash Equivalents, Beginning of Year 8,809,339 4,112,022 2,456,384

Cash and Cash Equivalents, End of Year $ 3,648,371 $ 8,809,339 $ 4,112,022

The accompanying notes to consolidated financial statements are an integral part of this statement
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Notes 10 Consolidated Financial Statements

Note 1 — Summary of Signficant Accounting Policies

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

Cornicentration of Risk and Guarantees — Due to the nature of s
operations, Abbatt 1s not subject to significant concentration nsks
relating to customers, products or geographic locations, except that
thres U S wholesalers ac¢ounted for 23 percent of trade recevables
as of December 31, 2010 and 2009, and 27 percent of trade recev-
ables as of December 31, 2008 Product warranties are not significant

Abbott has no matertal exposures o off-balance sheet

arrangements, no special purpose entities, nor activities that include
non-exchange-traded contracts accounted for at {ar value Abbott
has peniodically 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 obliga-
tions that Abbott was praviously pnmanly lable Since Abbott no
longer mantains a business relationstup with 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
experience, the ikelihood of payments under these agreements I1s
ramote Abbott periodically acquires a business or product nghts in
which Abbott agrees o pay contingent consideration based on attam-
ing certain thresholds or based on the occurrence of certan events

Basis of Consoldation — The consalidated financial statements
include the accounts of the parent company and subsidianes, after
elimination of intercompany transactions The accounts of foreign
subsidianes are consohdated as of November 30, due to the time
needed 10 consolidate these subsidianes In December 20089, a foreign
subsidiary acquired certain technology that was accounted for as
acquired in-process research and development This transaction was
recorded 1n 2009 due to the significance of the amount No ather
events occurred related to these foreign subsidranes in December
2010, 2009 and 2008 that matenally affected the financial position,
results of operations or cash flows

Eifective January 1, 2009, Abbott adopted SFAS No 160,
“Noncontrolling Interests in Consolidated Financtal Staternents—

an amendment of ARB No 51, as codfied in FASB ASC No 810,
“Consalidation” and accordingly, noncontroliing interests in subsichar-
ies are presented as a component of total equity as of December 31,
2010, 2009 and 2008

Use of Estimates — The financial statements have baen prepared in
accordance with generally accepted accounting principles in the United
States and necessanly include amounts based on estimates and
assumphons by management Actual results could differ from those
amounts Significant estimates include amounts for sales rebates,
Income taxes, pension and other post-employment benefits, valuation
of intangible assets, Iitigation, share-based compensation, dervative
financial instruments, and inventory and accounts recevable exposures

Revenue Racognrtion — Revenue from product sales 1s recognized
upon passage of hitle and nsk of loss to customers Provisions for
discounts, rebates and sales ncentives to customers, and returns and
other adustments are provided for In the penod the related sales are
recorded Sales incentrves to customers are not matenal Histoncal
data 1s readily available and reliable, and is used for estimating the
amount of the reduction in gross sales Revenus from the launch of

a new product, from an improved version of an existing product,

or for shipments in excess of a customer s normal requirements are
recorded when the condihions noted above are met In those situa-
tions, management records a retums reserve for such revenue,

if necessary Sales of product nghts for marketable products are
recorded as revenue upon disposition of the nghts Revenue from
license of product nghts, or for performance of research cr selling
actmlies, 1s recorded over the penods eamed

income Taxes — Deferred income taxes are provided for the tax efiect
of differences between the tax bases of assets and liabilities and thewr
reported amounts in the financial statements at the enacted statutory
rate to be in effect when the taxes are pad U § ncome taxes are
provided on those earnings of foreign subsickaneas which are intended
to be remitted to the parent company Deferred income taxes are not
provided on undistnbuted earnings renvested indefinitely in foresgn
subsidhanes as working capitat and plant and equipment Intarest and
penalties on income tax obligations are included In taxes on income

Eamings Per Share — Effectve January 1, 2008, Abbott adopted

FSP EITF 03-6-1, “Determining Whether Instruments Granted in
Share-Based Payment Transactions Are Participating Securties,” as
codified In FASB ASC No 260, "Earnings Per Share,” which requires
that unvested restncted stock units and awards that contain non-for-
feitable nghts to dwidends be treated as participating secunties and be
ncluded in the computation of earnings per share under the two-class
method Under the two-class method, net earnings are allocated
between comman shares and participating secunties Net earnings
allocated to commen shares in 2010 and 2009 were $4 613 billon
and $5 733 bilion, respectively Net earnings allocated to common
shares in 2008 were not significantly different than net earnings

Pension and Post-Employment Benefits — Abbott accrues for the
actuanally determined cost of pensian and post-employment benefits
over the service attnbution penods of the employees Abbott must
develop long-term assurnptions, the maost significant of which are the
health care cost tfrend rates, discount rates and the expected return
on plan assets Differences betwaen the expected long-term raturn on
plan assets and the actual return are amortized over a five-year penod
Actuanal losses and gains are amortized over the remaning serice
attnbution penods of the employees under the corndor method

Farr Value Measurements — For assets and llabilties that are mea-
sured using quoted pnces In active markets, total far value 1s the
published market price per unit multiplied by the number of uruts held
without consideration of transaction costs Assets and liabiities that
are measured using significant other observable inputs are valued by
reference to similar assets or habiiities, adjusted for contract restnc-
tions and other tenms specific to that asset or hability For these tems,
a significant porticn of fair valus s derved by reference to quoted
pnices of similar assets or habiities N actve markets For all remaning
assets and labilities, farr value 1s derived using a far valug model, such
as a discounted cash fiow medet or Black-Scholes model Purchased
intangible assets are recorded at fair value The farr value of significant
purchased intangible assets 1s based on independent appraisals
Abbott uses a discounted cash flow model to value intangible assets
The discounted cash flow model requires assumptions about the tim-
ing and amount of future net cash flows, nsk, the cost of capital,
terrrunal values and market participants Intangible assets, and good-
will and indefinte-lved intangible assets are reviewed for mparment
at least on a quarterly and annual basis, respectively
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Share-Based Compensaton — The value of stock options and
restncied stock awards and unds are amonized over therr service
penod, which could be shorter than the vesting penod if an employea
1s retirement elgble, with a charge 1o compensation expense

Libgation — Abbott accounts for itigation losses in accordance
with FASB ASC No 450, “Contingencies " Under ASC No 450,
loss contingency provisions are recorded for probable losses at
management'’s best astimate of a loss, or when a best estimate
cannot be made, a mimimum loss contngency amount 1s recorded

Cash, Cash Equivalents and Investments — Cash equivalants consist
of time deposits and certificates of deposit with ongina! maturities of
three months or less Investments n rarketable equity securtties are
classified as avalable-for-sale and are recorded at far value with any
unreahzed halding gains or losses, net of tax, iIncluded in Accumulated
other camprehensive Income {Joss) nvestments in equity securties
that are not traded on public stock exchanges ara recorded at cost
Investmants in debt secuntes are classified as held-to-maturity, as
management has both the ntent and ability to hold these secunties
to matunty, and are reported at cost, net of any unamortzed

premum or discount Income relating to these secunties 1S reported
as interest Income

Abbatt reviews the carrying value of investments each quarter to
determine whether an other than temporary declne n market valua
exsts Abbott considers factors affecting the investes, factors affecting
the industry the investee operales in and general equity market trends
Abbott considers the length of time an investment’s market value has
been below carmying value and the near-term prospects for recovery 1o
camrying value When Abbott determines that an other than temporary
decline has occurred, the mvestment is written down with a charge 1o
QOther income) expense, net

Trade Recevable Valuations — Accounts recenvable are stated

at therr net ealzable value The allowance against gross trade recen-
ables reflects the best estimate of prabable losses nherent in the
recewvables portfolio deterrmingd on the basis of histoncal experience,
specific allowances far known troubled accounts and other currently
avallable information

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

Property and Equipment — Depreciation and amortzation are
provided on a straight-line basis over the estmated useful lives of the
assets The following table shows estimated usetul Iives of property
and equipment

Classification Estanated Useful Lives
Buikdings 10 to 50 years (average 27 years)
Equpment 3 to 20 years (average 11 years)

Product Liability — Abbott accrues for product Labiity clams,

on an undiscounted basis, when it 1$ probable that a liability has been
ncurmed and the amount of the hability can be reasonably estimated
based on sxsting information The labiites are adjusted quarterly as
additiona! information becomes available Recewvables for insurance
recovenes for product liability clasms are recorded as assels, on an
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undiscounted basis, when it 1s probable that a recovery will be
realzed Prior to 2009, Abbott camed third-party insurance coverage
n amounts that reflect histoncal loss expenence, which did not include
caverage for sizable losses Beginning in 2009, product liability losses
are: seff-insured

Research and Development Costs — Intemal research and develop-
ment costs are expensed as ncurred Clinical tnal costs incumed by
third parties are expensad as the contracted work 15 performed Where
contingent milestons paymenis are due to thrd parties under research
and development arrangements, the milestone payment obligations
are expensed when the milestone results are achieved

Note 2 — Supplemantal Financial Information
(cakiars in milions)

Long-term Investments 2010 2009 2008
Equity securities $ 240 $ 183 $ 147
Note recenable from

Boston Scientific 4% nterest - 880 885
Other 62 100 62
Total $ 302 $1133 $1,074

The judgment entered by the US Distnct Court for the Eastern District
of Texas aganst Abbott n its iigation with New York University and
Centocor, In¢ requires Abbott 1o secure the judgment in the event that
its appeal to the Federal Circut court 15 unsuccesstul In overturning
the district court's decision In 2010, Abbott deposited $1 87 biliion
with an escrow agent and considers these assets to be restncted

Other {income) expensa, net, for 2009 ncludes the derecognition of

a contingent hiability of $797 milion associated with the conclusion

of the TAP Pharmacseutical Preducts Ine joint venture as discussed

in Note 11, a $287 milion gain from the settlement reached between
Abbott and Medtronic, Inc resoling all outstanding intallectual prop-
erty lihigation batween the two parties and income from the recording
of certan Investiments at fair value in connection with business acquisi-
tions Other (income) expense, net, for 2010, 2009 and 2008 also
includes ongoing contractual payments from Takeda associated with
the conclusion of the TAP jont venture and a gan n 2008 on the sale
of an equity Investmeant accounted for as an avalable-for-sale Invest-
ment In addition, Abbott recorded a gain of approximatety $94 milion
n connection with the dissolution of the TAP jont venture In 2008

{dolars i mifions)

Other Accrued Liabives 2010 2009 2008
Accrued rebates payable

1o government agencies $ 900 3 641 § 577
Accrued other rebates {@) 862 663 455
All other {13} 4253 3054 3,185
Total $6.015 $4 363 $4,217

(@) Accrued wholssaler chargeback rebates of $216, $217 and $210 at December 31 2010
2009 and 2008, respecively am netiad n trade recenabies becausa Abbott's custorners
are rvorced at @ higher catalog pnce but only rermt to Abbott thee contract prica for the
products

(b) 2010 rckides acqueshon consideration payable of $£00 related to the acquishon
of Piramal Healthcars Limted's Healthcare Solubons business
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{doitars in millions)

Post-employment Obligations and

Qther Long-term Liablities 2010 2009 2008
Defined benefit pension plans and

post-employment medical and

dental plans for significant plans $2,425 $2,394 $2,713
Al other {c} 4775 2 808 1882
Total 7,200 35,202 54,595

fc} 2010 rchudes acquistion consxderahon payable of $1 150 related 1o the acqustion
of Piramal Health Lumdted's t ® Solutions busmess

{dolars i mitons)

Comprehensive Income, net of 1ax. 2010 2008 2008
Foreign currency (loss)

gain trensiation adjustments $(2 291) $2 295 ${2 208)
Net actuanal losses) end

prior serace cost and credits and

amortzaion of net actuanal losses

and pror service cost and credits,

net of taxes of $(70) n 2010

$6 In 2009 and $638 1n 2008 59 {260) 87
Unrealized gains {losses) on

marketable equity secunties,

net of taxes of ${4) n 2009

and $28 n 2008 - 7 [49)
Net adjustments for denvatve

mstruments designated

as cash flow hedges 129 24} 2
Other comprehensive (oss) Income (2 221) 2,018 {3 246)
Net Earnings 4,626 5746 4 881

Comprehensive Income $2,405 37,764 $1635

(doltars i mitlions)

Supplemental Accumulated Other

Comprehensive tncome Informaton,

net of tax 2010 2009 2008
Cumulative forergn currency

transiation (gan) adustments $ (744) $(3.035) $ (r40)
Net actuarial losses and

prigr service cost and credits 2,220 2,181 1,801
Cumulative unrealized {gains)

on marketable equity securies (24} (24) (7}
Cumulative (gans) kesses on

demative instruments designated

as cash flow hedges (B5) 44 20

{doliars in mihons)

Supplemental Cash Flow Information 2010 2009 2008
Income taxes pad $810 $635 $772
Interest pald 580 514 561

For the acquired Lupron business in 2008, as discussed In Note 11,
Abbott recorded Intangible assets, pnmanly Lupron product nghts, of
approximately $700 milion, goodwill of approximately $350 millon and
deferred tax habilties related to the intangible assets of approxmately
$260 mikon Abbatt also recorded a labity of approximatety $1 1 bil-
iion retating to an agreement to rermit cash to Takeda if certan research

46

and development events are not achieved on the development assels
retaned by Takeda Related deferred tax assets of approximately
$410 millon were also recorded The sale of Abbott’s equity interest in
TAP resulted in the recording of net assets related to the Lupron busi-
ness, pnmarly ¢ash, recevables, Inventory and other assets, net of
accounts payable and other accrued labilities, offset by a credit to
Abbott s nvestment n TAP in the amount of approximately $280 milion

Note 3 — Financial Instruments, Dernvatives and Farr Value Measures

Certain Abbott foreign 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 currencies are not the U S dollar
These contracts, totaling $1 3 billon, $2 0 bilion and $123 million at
December 31, 2010, 2009 and 2008, respectively, are designated as
cash flow hedges of the vanability of the cash flows due to changes
In foreign exchange rates and are recorded at far value Accumulated
gains and losses as of December 31, 2010 wilt be included in Cost

of products sold at the time the products are sold, generally through
the next twelve months The amount of hedge ineflectiveness was not
significant in 2010, 2009 and 2008

Abbott enters into foreign currency forward exchange contracts

to manage currency exposures for foreign currency denominated
third-party trade payables and recesvables, and for intercompany
loans and trade accounts payable where the recenvable or payable 1s
denominated In a curmency other than the functiona! currency of the
entity For intercompany loans, the contracts require Abbott to sell or
buy foregn currencies, pnmanly European currencias and Japanese
yen, In exchange for pnmanly U 8 dollars and other European curren-
cies For intercompany and trade payables and recenvables, the
currency exposures are pnrmarnty the U § dollar, European currencles
and Japanese yen At December 31, 2010, 2008 and 2008, Abbott
held $10 8 bilion, $7 5 bilhon and $8 3 billion, respectvely, of such
foreign currency forward exchange contracts

Abbott has designated foreign denomunated short-term debt as a
hedge of the net investment in a foreign subsidiary of approximately
$650 mdlion, $575 mikon and $585 million as of December 31, 2010,
2009 and 2008, respectively Accordingly, changes i the farr value

of this debt due to changes In exchange rates are recorded in
Accumulated other comprehensive income floss), net of tax

Abbott 1s a party to Interest rate hedge contracts totakng $7 3 billon,
$5 5 bihon and $2 5 billon at December 31, 2010, 2009 and 2008,
respectively, to manage s exposure to changes in the far value of
fixed-rate debt due 2011 through 2020 These contracts are desig-
nated as far value hedges of the vanabiity of the far value of fixed-rate
debt due to changes in the long-term benchmark interest rates The
effect of the hedge s to change a fixed-rate interest obligation to a
vanable rate for that portion of the debt Abbott records the cortracts
at far value and adjusts the camying amount of the fixed-rate debt

Dy an offsetting amount No hedge ineffectveness was recorded in
income n 2010, 2009 and 2008 for these hedges

Gross unrealzed holding gains {losses} on avalable-for-sale

equity securties totated $40 milion and $(1) mihan, respectively,

at December 31, 2010, $42 mithon and $(3) mulllon, respectively,

at December 31, 2008 and $55 milion and ${23} mullon, mspectively,
at December 31, 2008
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The following table summanzes the amounts and location of certain
denvatve financial instruments as of December 31

(dotars in mifirons) Far Value - Assets
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Fair Value - biabilties

2010 2008 2008 Balance Sheet Caption 2010 2009 2008 Balance Sheet Caption
Interest rate swaps desgnated $138 $ 80 $170 Deferred income $ 36 $218 $ - Post-emplayment
as far value hedges taxes and other assets obfigations and other

long-term labilibes
Interest rate swaps designated as 8 - — Other prepad - - — na
far value hedges axpenses and recervables
Forergn currency forward
exchange contracts —
Hedging instruments 18 - - Other prepad 10 27 7 Cther accrued
Others not designated as hedges 108 kil 148 expenses and recervables 120 87 a3 liabilities
Debt designated as a hedge of net - - - wa 850 575 585 Short-term bomowings
investment i a foreign subsidiary
271 11 $318 $816 $907 $665

The following table summanzes the actnty for foreign currency
forward exchange contracts designated as cash flow hedges, debt
designated as a hedge of net nvestment in a foreign subsidiary

Gain {loss) Recognized in Other
Comprehensive Income (loss)

{doftars n mdions)

and the amounts and location of Income {expense) and gain (0ss)
reclassified into ncome and for certain other denvative financal
instruments The amount of hedge ineffectiveness was not significant
in 2010, 2009 and 2008 for these hedges

Income (expense) and Gain (loss)
Reclassified nto Income

2010 2009 2008 2010 2009 2008 Income Statement Caption
Forexgn currency forward exchange $170 %i65) $ @) $ 63 $ (64) % @ Cost of products sold
contracts designated as cash flow hedges
Debt designated as a hedge of {r5) 15 (212) — - - n/a
net nvestment in a foregn subsidiary
Interest rate swaps designated as far value hedges na na n/a 248 {309) 185 Interest expense
Fareign currency forward exchange n/a na n/a 155 (108) 202 Net foreign exchange

contracts not designated as hedges

The interest rate swaps are designated as far value hedges of the
vanabiiity of the farr value of fixed-rate debt due to changes in the
long-term benchmark interest rates The hedged debt 1s marked
to market, offsetting the effect of marking the interest rate swaps
to market

{gan} loss

The carrying values and fair values of certan financal mstruments as
of December 31 are shown n the table below The camying values of
all other financial instruments approximate ther estimated far values
The counterparties to financial nstruments consist of select major
nternational financial institutions  Abbott does not expect any losses
from nonperformance by these counterparties

{doliars in millicns) 2010 2009 2008

Carrying Faur Carrying Faur Carrying Fair

Value Value Value Value Value Value

Long-term Investments
Avalable-for-sale equity securites $ 240 $ 240 $ 153 $ 153 $ 147 $ 147
Note recenvable - - 880 925 865 824
Cther 62 43 100 79 62 58
Total Long-term Debt {14,568) {15,723) (11 477) (12 304) (9.754) {10 458)
Foreign Cumency Forward Exchange Gontracts
Recervable postion 125 125 N 31 148 148
(Payabls) postion {130 (130) (114} (114) (100) (100)
Interest Rate Hedge Gontracts
Recevable postion 146 146 80 80 170 170
{Payable} position (36) (36) 218) 218) - -
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The following table summanzes the bases used to measure
certan assets and habilities at fair value on a recumng basis

In the balance sheet
{dalars in mions) Basis of Far Value Measurernent

Qutstanding Quoted Pnces n Sgndficant Other Signrficant
December 31 2010 Balances Active Markets Observable Inputs Unobservabie Inputs
Equity secunties £ 75 $ 75 5 — % —
Interest rate swap financal instruments 146 — 146 —
Foreign cunrency forward exchange contracts 125 - 125 -
Total Assets S 348 575 § 271 $ —
Far value of hedged long-term debt $7 444 s — $7.444 5 -
Interest rate swap financial instruments 36 — 36 —
Forergn cumency forward exchanga contracts 130 - 130 -
Contingent consideration redated to business combinatons 385 - - 365
Total Liabilbies $7975 5 — $7,610 $368
December 31 2009
Equity and other secunties $ 104 375 5 - $ 20
Interest rate swap financial nstruments 80 - 80 -
Foreign currency forward exchange contracts 31 — 31 -
Total Assets $ 215 $75 $ 111 $ 29
Farr value of hedged long term debt 85 362 5 — $5,362 5 —
Interest rate swap financial instruments 218 - 218 -
Foreign currency forward exchange contracts 114 — 114 —
Total Liabities $5,694 § - $5,694 $ -
December 31, 2008
Equity and other secunties $ 144 $105 $ 10 $ 29
Interest rate swap financial ingtruments 170 - 170 -
Foresgn currency forward exchange contracts 148 - 148 -
Total Assets $ 462 $105 § 328 % 29
Fair value of hedged long-term debt $2 670 $ - $2,670 $ -
Forexgn currency forward exchange contracts 100 - 100 -
Total Liablives $2 770 $ - £2,770 $ —

The farr value of the debt was determuned based on the face value
of tha debt adjusted for the far value of the interest rate swaps,
which 18 based on a discounted cash flow analysis The far value
of the contingent consideration was determined based on an
ndependent appraisal adjusted for the time valua of money
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Note 4 — Post-Employment Bengfits

Retirement ptans congist of defined benefit, defined contnbution and
medical and dental plans  Information for Abbott's major defined
benefit plans and post-employment medical and dental benefit plans
1s as follows
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{dolars in mihons) Defined Benefit Plans Medical and Dental Plans

2010 2009 2008 2010 2009 2008
Projected benefit obligations, January 1 £ 6,852 $5541 $5,783 $1705 $1,443 $1514
Service cost — benefits earned during the year 288 221 233 60 45 43
Interest cost on projected benefit obhigatons 421 368 a53 101 94 92
Losses (gans) pnmanly changes in discount rates
plan design changes law changes and differences M
between actual and estimated health care costs 565 747 (278) (153) 175 {158)
Benefits pad (289 (251) 241) (74 58) (68)
Acquision of Solvay's pharmaceuticals business 1,045 — - 28 — -
Other, pnmarily foreign currency transtation (276) 226 (309) B 6 20
Projected benefit oblgations, December 31 $ B 606 $ 6,852 $5541 $1673 $1,705 $ 1,443
Plans assets at fair value, January 1 $5812 $3,997 $5667 3 341 $ 266 $ 307
Actual retumn on plans® assets 782 1096 {1,568} 55 62 (106}
Company contnbutions 525 Bg2 285 74 71 133
Benefits paid (289) @51) 241) (74) (58) 68)
Acquistion of Solvay's pharmaceuticals business 763 — - - - —
Other, pnmarntly foreign currency translation {142) 108 (148) — - —
Plans assets at far value, December 31 $7451 $5812 $3,097 $ 396 % 31 $ 266
Projected benefit obligations
greater than plans’ assets December 31 $(1,155) {1 040) $(1 544) $(1,277) ${1,384) $1,177)
Long term assets 3 27 $ 21 $ 16 $ - 3 - $ -
Short-term habilities (34) 31 (24) - - —
Long-term labilities (1148 1,030 {1,536) (1277n {1,364) [1.177)
Net Eability $(1.155) {1,040} 3{1,544) ${1 277) $(1,364) $(1 177)
Amounts Recogrized in Accurnulated Other Comprehensive Income (loss)
Actuanal losses, net $ 2,879 $ 2,609 $ 2,554 $ 713 $ 685 $ 587
Prior servce cost {credds) 30 4 38 (4086) (184) {208)
Total $2,909 $2,733 $ 2592 $ 307 £ 501 $ 381
The projected benefit oblgations for non-U § defined benefit plans December 31, 2010, 2009 and 2008, the aggregate accumulated
was $3 0 bilion, $2 0 billon and $1 3 bilton at December 31, 2010, benefit obligations were $2 0 bilbon, $1 5 bilhon and $4 2 bilion,
2009 and 2008, respectively The accumulated benefit obligations for raspectively, the projected benefit obligations were $2 2 billion,
all defined benefit plans was §7 5 billion, $5 8 billlon and 84 7 bilion $1 & bilion and $4 8 bilicn, respectively, and the aggregate plan
at December 31, 2010, 2009 and 2008, respectively For plans assets were $1 1 bilion, $780 mikon and $3 3 bilion, respectively
where the accumulated benefit obigations exceeded plan assets at
{doBars i1 mitions) Defined Benefit Plans Medical and Dental Plans

2010 2009 2008 2010 2009 2008
Service cost — benefits earned dunng the year $288 $ 221 $233 $ 80 $ 45 $ 43
Interest cost on projected benefit obligabons 41 388 353 101 94 92
Expected return on plans assets (871) {506) (487) 1)) (24) (33)
Amortzation of actuarial losses 136 52 34 38 30 29
Amortzaton of pror senice Cost (Credits) 4 4 4 {22) 22 (21}
Total cost $278 $139 $137 146 $123 $110
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Other comprehenswve income {loss) for 2010 includes amortization of
actuanal losses and prior service cost of $136 millon and $4 million,
respectively, and net actuanal losses of $305 million for defined benefit
plans and amortization of actuanal losses and prior service credits of
$38 million and $22 milion, respactiety, and net actuanal gains of
$177 million for medical and dental plans Gther comprehensive
income {loss) for 2009 includes amortization of actuanal losses and
prior service cost of $52 million and $4 milion, respectively, and net
actuanal losses of $197 million for defined benefit plans and amortiza-
tion of actuarial losses and prior service credits of $30 million and

$22 milion, respectively, and net actuanal losses of $128 milion

for medical and dental plans Other comprehensive income (loss)

for 2008 includes amortization of actuanal losses and prior service
cost of $34 milkon and $4 million, respectvely, and net actuanal losses
of $1 6 billion for defined benefit plans and amortization of actuanal
losses and prior service credits of $29 milion and $21 million, respec-
tively, and net actuanal gaing of $19 millon for medical and dental
plans The pretax amount of actuanal losses and pnor service cost
(credas) included in Accumulated other comprehensive Income (loss)
at December 31, 2010 that 18 expected ¢ be recognized in the

net penodic benefit cost n 2011 18 $174 millien and $4 million,
respectively, for defined benefit pension pians and $43 million and
$(41) mulion, respectively, for medical and dental plans

The weighted average assumptions used to determine benefit
obligations for defined benefit plans and medical and dental plans
are as folows

2010 2009 2008
Discount rate 54% 58% 6 7%
Expected aggregate averags long-term
change In compensation 51% 52% 4 3%

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

2010 2008 2008
Discount rate 58% 87% 6 2%
Expected return on plan assets 78% 82% 8 4%
Expected aggregate average
leng-term change in compensation 4 9% 4 3% 4 2%

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

2010 2009 2008
Health care cost trend rate
assumed for the next year 7% 7% 7%
Rate that the cost trend rate
gradually decines to 5% 5% 5%
Year that rate reaches the
assumed ultimate rate 2016 2016 2012

The discount rates used to measure llabities were determined

based on high-quality fixed ncome securties that mateh the duration
of the expected retiree benefits The health care cost trend rates repre-
sent Abbott's expected annual rates of change m the cost cf health
care benefits and 15 a forward projection of health care costs as of the
measurement date A one-percentage point mcrease/{decrease) In

the assumed health care cost trend rate would increase/{decrease) the
accumulated post-employment benefit obligations as of December 31,
2010, by $240 milkon /3{194) million, and the total of the serace and
nterest cost components of net past-employment health care cost

for the year then endsd by approximately $30 million /${23) milkon
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The following table summanzes the bases used to measure defined
benefit plans’ assets at far value

{clollars n milions) Basis of Farr Value Measurement

Quoted  Significant

Pnces in Other  Signficant
Qutstanding Actve  Observable Unobservable
December 31 2010 Balances Markets Inputs Inputs
Equities
U S large cap (a) $1,523 $1499 $ 24 $ —
US md cap (b) 437 162 275 —
International (c} 1,552 758 794 —
Fixed income securties
U S government
secunties (d) 793 355 438 —
Comporate debt
instruments {g) 524 237 288 1
Non-U S government
secunties (f} 758 172 586 -
Other (g} 40 20 19 1
Absolute return funds (h) 1,426 258 582 586
Commodities () 242 B 234 3
Other () 156 156 — =
$7,451 53,622 $3 238 $591
December 31 2009
Equities
US large cap (@) $1,267 $1,247 $ 20 $ —
US mid cap (b) 338 105 234 -
Internationat (c) 1186 455 731 -
Fixed income secunties
U S govermnment
secunties (d) 753 321 430 2
Carporate debt
nstruments (e) 478 203 272 3
Non-U S government
securtties (f) 346 163 183 -
Other (g) 48 21 23 2
Absalute return funds (h) 1,286 237 536 523
Other () 101 74 27 -
$5,812 $2,826 $2,456 $530

{8) A mx of index funds that track the S&P 500 (45 percent in 2010 and 4Q percent in 2009}
and separate acively managed equrty accounts that are benchmarked to the Russell 1000
{55 percent in 2010 and 60 percent m 2009)

b} A mx of ndex funds (75 percent) and separate actvely managed equity accounts
(25 parcent) that track or are benchmarkexd 1o the S&F 400 madcap index

{c) Primarly separate actvely managed pooled investment accounts that are benchmarked
to the MSCI and MSC! emerging market indices

() Index funds not actively managed (25 percent in 2010 and 75 percent i 2009)
and saparate actvely managed accounts (55 percent 11 2010 and 25 percent m 2008)

{e) Index funds not actvely managed (15 percent m 2010 and 75 percent n 2009)
and separate actively managed accounts {85 percent in 2010 and 25 percent in 2009)

{ Prmarly Unied Kingdom Japan and Insh govemment-issued bonds

(g) Prmarly morigage backed secunies

(h) Pnmardy funds rivested by managers that have a global mandate wrth the flexitibity
10 allocate capdal broadly across a wide range of asset classes and siralegies nchuding
but not limited to equities fixed mcoma commodites witerest rate fidures cumencies.
ard other secunties to outperform an agreed upon benchmark with spacific returm and
volatiity targets

@ Pnmariy nvestments n kqusd commodity future contracts

{ Pnmarly cash and cash sGuvalents
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Equities that are valued using quoted pnces are valued at the
published market prices Equities in a common collecive trust ora
registered investment company that are valued using significant other
observable Inputs are valued at the net asset value (NAV) provided

by the fund administrator The NAV 1s based on the value of the
undertying assets owned by the fund minus ds habilities Fixed income
securties that are valued using significant other observable inputs are
valued at prices obtained from independent financial service Industry-
recognized vendors Absolute return funds and commodities are
valued at the NAV provided by the fund administrator

The following table summanzes the change in the value of assets that
are measured using signuficant unobservable inputs

{doiiars in muliions) 2010 2008
January 1 $530 $303
Transters {out of) in from other categones @n 3
Actual return on plan assets

Assets on hand at year end 41 9

Assets sold dunng the year {2 {5)
Purchages sales and settlements, net 59 130
December 31 $591 $530

The investment mix of equity securties, fixed Income and cther asset
allocation strategies 1s based upon achieving a desired return, balancing
Fugher return, more volatle equity secunties, and lower return, less vola-
tile fixed Income secunties Investment allocations are made across a
range of markets, industry sectars, capialization sizes, and in the case
of fixed Income secunties, maturtes and credit quality The plans do not
directly hold any secunties of Abbott There are no known significant
concentrations of nsk in the plans assets Abbott's medical and denial
plans’ assets are Invested in a similar mix as the pension plan assets

The plans’ expected return on assets, as shown above, I1s based on
management's expectations of long-term average rates of return to be
achieved by the underlying investment portfolios In establishuing this
assumption, management considers histoncal and expected returns
for the asset classes in which the plans are invested, as well as current
econemic and capital market conditions

Abbott funds its domestic pension plans according to IRS funding
mtations Internahonal pension plans are funded according to similar
regulations Abboit funded $525 million in 2010, $862 milion n 2009
and $285 million in 2008 to defined pension plans  Abbott expects pen-
sion funding for ks main domestic pension plan of $200 milion annually

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

Defined Medicat and
{dollars in miflons) Benefit Plans Dental Plans
2011 3 $ 81
2012 306 85
2013 318 87
2014 331 93
2015 350 99
2016 to 2020 2,071 595

The Abbott Stock Retirement Plan is the principal defined contnibution
plan Abbott's contnbutions to this plan were $147 milion in 2010,
$137 million n 2009 and $129 million In 2008
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Abbott prowides cerlain other post-employment benefits, pnmanty
salary continuation plans, to qualifying domestic employees, and
accrues for the relatec cost over the service lives of the employees

Note 5 — Taxes on Earnings

Taxes an earnings from continuing operations reflect the annual effectve
rates, including charges for interest and penalies Deferred income
taxes reflect the tax consequences on future years of differences
between the tax bases of assets and habilities and therr financial report-
ing amounts U S income taxes are provided on those earnings of
foreign subsidianes which are intended to be remitted to the parent
company Abbott does net record deferred income taxes on earnings
reinvested indefindely in foreign subsidianes Undistnbuted earnings ren-
vested indefinttely in fareign subsidianes as working caprtai and plant
and equpment aggregated $26 8 bilion at December 31, 2010 It s not
practicable to determine the amount of deferred income taxes not pro-
vided on these earmings In the U S, Abbott's federal income tax returns
through 2005 are settled, and the Income tax reiurns for years after
2005 are open There are numerous other Income tax junsdictions for
which tax returns are not yet settled, none of which are indwidually
significant Reserves for interest and penalies are not significant

Earnings from cantinuing operations befare taxes, and the related provi-
sions for taxes on earnings from continuing operations, were as follows

(doflars in mithons)
Earnings From Continuing

Cperations Before Taxes 2010 2009 2008
Domestic $ (279) $1 502 $ 81
Foreign 5988 5,692 5,837
Total $6,713 37 194 $5 856

Taxes on Earnngs From

Continuing Cperations 2010 2009 2008
Current

US Federal State and Possessions $ 1462 $ 194 $1188
Forexgn 835 521 782
Total current 2,287 715 1970
Deferred

Domestic (1,068) 905 (845)
Forexgn {142) 172) [ic}]
Total deferred {1,210) 733 (848)
Total $1087 $1,448 $1,122

Differences between the effective iIncome tax rate and the
U S statutory tax rate were as follows

2010 2008 2008
Statutory tax rate on earnings
from continuing cperations 35 0% 35 0% 350%
Benefit of lower foresgn tax rates
and tax exemptions {19 4) {16 4) (16 7)
State taxes, net of federal benefit 04 10 02
Adjustrents prnimanly related
¢ resolution of pnor years”
accrual requirements - - 085
Bomestic dvdend exclusion - - (0 6)
All other, net 30 05 18
Effectve tax rate on earmngs
from continuing operations 12 0% 201% 192%

51




Abbott 2010 Annuat Report

Notes to Consoldated Financial Statements

As of December 31, 2010, 2009 and 2008, total deferred tax assets
were $6 1 billion, $4 4 bilion and $5 4 bilion, respectvely, and total
deferred tax habilties were $3 0 billon, $1 8 biion and $1 4 biflon,
respectively Abbott has incurred losses in a foreign Jurisdiction where
realization of the future economic benefit 1s so remote that the benefit
15 not reflected as a defemed tax asset Valuatwon allowances far
recorded deferred tax assets were not signficant The tax effect

of the differences that gve nse to deferred tax assets and labilities
were as follows

(dokiars i miffions) 2010 2009 2008
Compensation and employee henefits $1327 $1,332 $ 1,406
Trade recevable reserves 525 369 434
Inventory reserves 293 251 261
Deferred intercompany profit 255 232 248
State Income taxes 233 187 137
Depreciation (64) 93) 64)

Acquired in-process research and
development and other accruals and

reserves not currently deductible 3401 1888 2,771

Other pnmarily the excess of book

basis over tax basis of intangible assets (2 905) (1 593} 1,293)
Total $3,065 $2574 $ 3,990

The following table summanzes the gross amounts of unrecognized
tax banefis without regard to reduction In tax llabitbes or additions
to deferred tax assets and labihies if such unrecognized tax benefits
were settled

(dolfars in mufons) 2010 2009 2008
January 1 $2172 $1,523 $1,126
Increase due to current year 1ax posions 835 544 385
Increase due to prior year tax postions 171 234 418
Decrease due to cumrent year tax positions — — (25)
Decrease due to pnor year tax postons ©4) (90) (240)
Settlements (160) {39) (121)
Lapse of statule — — (20
December 31 $2724 $2172 $1,523

The total amount of unrecognszed tax benefits that, if recognized,
would impact the effective tax rate is approximatety $2 5 bilion
Although it I1s reasonably possible that a change in the balance of

unrecognized tax benefits may occur within the next twelve months,
at this time it 1s not possible to estimate the range of change due to
the uncertainty of the potential outcomes

Note § — Segment and Geographic Area Information

Abbott’s principal business I1s the discovery, development, manufacture
and sale of a broad Ine of health care products Abbott's products are
generally sold directly to retallers, wholesalers, hosprtals, health care
facilties, laboratones, physicians’ offices and government agencies
throughout the word Abbott's reportable segments are as follows

Pharmaceutical Products — Worldwide sales of a broad line of
pharmaceuticals For segment reporting purposes, four pharma-
ceutical divisions are aggregated and reported as the Pharmaceutical
Products segment

Nutntional Products — Worldwide sales of a broad line of adutt and
pedatne nutntional products

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

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

Abbotts underying accounting recerds are mamtained on a legal
entity basis for gavernment and public reporting requirements
Segment disclosures are on a performance basis consistent with
internal management reporting Intersegment transfers of inventory
are recorded at standard cost and are not a measure of segment
operating earnings The cost of some corporate functions and the
cost of certain employee benefits are charged to segments at
predetermined rates that approxaimate cost Remaning costs, If any,
are not allocated to segments For acquistions prior to 2008,
substantially all intangibie assets and refated amortization are not
allocated to segments The following segment information has been
prepared in accordance with the internal accounting policies of
Abbott, as descnbed abave, and are not presented In accordance
with generally accepted accounting pnnciples applied to the
consaoldated financial statements

Net Sales to Operating Deprectation Additions to
(doliars i mihons) External Customers (a) Earmings (a) and Amartization Long term Assets Total Assels
2010 2009 2008 2010 2009 2008 2010 2009 2008 2010 2009 2008 2010 2009 2008

Pharmaceuticals (0) $19,804 $16,486 16708  $7,408 $6,443 $6,331 $ 993 8 384 § 323 $1063% $ 239 § 831 $22,816 $11,215 $10,356

Nutrtonals 5532 5284 4,924 777 910 859 177 157 135 163 173 281 3,244 3388 3220
Dragnostics 3,794 3578 3575 559 406 375 244 282 312 319 453 270 3462 38838 3218
Vasctiar (b) 3194 2692 2241 910 857 205 252 238 240 528 611 489 53%0 5403 4,822
Total Reportable

Segments 32,414 28040 27,448 $9654 38,316 $7.770 $i.666 $1061 31010 $11.641 $1.476 31871 534,912 $23,674 521618
Cther 2753 2725 2080

Net Sales $35,167 $30,765 $29,528

(a) Net sales and operating earungs were favorably affectad by the relatvely weaker U S dollar n 2010 and 2008 and for 2008 were unfavorably affected by the relatvely stronger U S dollar

b) Additions to long term assats in 2010 for the Pharmaceutical Products segment ancluda goodwill of 53 249 and imtangibles of $7 261 Addrtions to long term assets in 2010 and 2009 for the
Vascular Products segment nclude goodwill of $310 and $158 respectively and miangibles of $129 and $373 respectively Addiions to long term assets i 2008 for the Pharmaceutical
Products segmert includes acquired mtangble asssts of $700 and for tha Vascular Products segment includes goodwil of $321
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{dolars in milons) 2010 2009 2008
Total Reporteble Segment

Operating Eamings $9,654 $8 316 $7.,770
Comorate functions and

benefit plans costs {558) (354) @77
Non-reportable segments 69 208 133
Net interest expense {448) (382) @27
Acquired n-process research

and development 313) (170) 87
Share-based compensation (387) (366} @47
Other net (c) (2,304) {59) {899

Cansolidated Earnings from

Continuing Operations Before Taxes $5713 $7,194 $5,856

{c) Other net for 2010 ncludes charges of $881 for ntegration restructuring and other
costs assocated with the acguisitions of Sohay and Pramal and $188 for the
imparmnent of the nlangible asset refated to sbutramuine Other net for 2008 includes
1ha derecogniiion of a contingent Bablity of $797 established n connaction with the
conclusion of the TAP joint venture and 8 $287 gan from a patent ibgaton settiernent

{doliars i rmalfions) 2010 2008 2008
Total Reportable Segment Assets 834 912 $23 674 £21 616
Cash, investments and restncted funds 7,626 11,085 6,153
Current deferred Income taxes 3078 2384 2483
Non-reportable segments 5,385 5,371 1,094
All other net primartly goodwill and

intangible assets not allccated

to reportable segments 8463 9,943 11,093
Total Assets $59,462 $52,417 $42,419

Net Sales to

{dottars it milions) BExternal Customers (d) Long-term Assets

2010 2009 2008 2010 2009 2008

United States 515194 $14,453 $14,495 $16,769 $14,888 $14,271
Japan 2,025 1,590 1,249 1,172 1161 1046
Gemany 1,846 1,481 1,381 5950 6914 5833
The Netherlands 2001 1801 1753 312 365 175
ftaly 1,144 1,172 1,089 242 274 248
Canada 1,038 802 924 224 166 131
France 1,218 959 a77 a7 106 114
Span 1,066 970 909 201 342 284
United Kingdom 888 779 725 1272 1,095 1003
All Other Countnes 8,751 6,658 6,026 30,826 3,784 2,267
Consolidated $35,167 830765 $20528 $37 145 $29103 $25377

(d} Sales by country are basad on the country that sold the product
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Note 7 — Utigabon and Environmental Matters

Abbott has been identified as a potentially responsible party for
Investigation and ¢leanup costs at a nurmber of locations in the United
States and Puerto Rico under federal and state remediation laws and
15 investigating potential contamination at a number of company-
owned locations Abbott has recorded an estimated cleanup cost for
each site for which management believes Abbott has a probable loss
exposure No indwdual site cleanup exposure 1s expected to exceed
$3 miion, and the aggregate cleanup exposure s not expected o
exceed $15 miion

There are a number of patent disputes with third parties who clarm
Abbott’s products infringe ther patents  In Apni 2007, New York
University (NYU) and Centocor, Inc filed a lawsuit in the Eastern
Dristnct of Texas asserting that HUMIRA infringes a patent co-owned
by NYWU and Centocor and exclusively licensed to Centocor In Jung
2009, a jury found that Abbott had willfully Infnnged the patent and
awarded NYU and Centocor approximately $1 67 bihon in past com-
pensatory damages In October 2009, the distnct court overtumed
the jury’s finding that Abbott's infnngement was wallful, but derued
Abbott's request ta overturn the jury's verdict on validity, infnngement,
and damages In December 2009, the district court 1ssued a final
Judgment and awarded the plaintiffs an additional $175 million in
prejudgment interest Abbott has appealed the jury’s verdict Abbott
15 confident in the ments of its case and believes that it will prevad on
appeal As aresult, no reserves have been recorded in this case

Within the next year, legal proceedings may occur thatl may result n

a change in the estimated reserves recorded by Abbott  For rits legal
proceedings and environmental exposures Abbott estimates the range
of possible loss to be from approxamately $75 milion to $115 mithon
The recorded reserve balance at December 31, 2010 for these
proceedings and exposures was approximatsly $95 milion These
reservas reprasent management s bast estimate of probable loss,

as defined by FASB ASC No 450, "Contingencies "

While it is not feasible to predict the cutcome of all such proceedings
and exposures with certainty, management believes that ther utimate
dispostion should not have a matenal adverse effect on Abbott’s finan-
cial position, cash flows, or results of operations, except for the patent
case discussed in the second paragraph of this footnote, the resolution
of which could be matenal to cash flows or results of operations

in 2008, Abbott and Medtrome, Inc reached a settlement resolving

all outstanding intsllectual proparty itigation between the two parties
Under the terrms of the settlement, Medtronic paid Abbott $400 million
The sattiemant also includes a mutual agresment not to pursue addi-
tional Iitigation on current and future vascular products, subject to
specific conditions and time imits  In connection with the settiement,
Abbott recognized a gain of $287 milkion which 1s included in Cther
incorme) expense, net The remaining amounts are being recognzzed
as royalty ncome as earned
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Nota 8 — Incentive Stock Program

The 2009 Incentve Stock Program authonzes the granting of
nonqualfied stock options, replacement stock options, restncted
stock awards, restncted stock units, performance awards, foreign
benefits and other share-based awards Stock options, replacement
stock options and restricted stock awards and units compnse the
maonty of benefits that have been granted and are currently outstand-
ing under this program and a pnor program  In 2010, Abbott granted
1,597,276 stock optons, 588,970 replacement stock options,
1,850,892 restncted stock awards and 6,099,307 restncted stock
units under this program The purchase price of shares under option
must be at least equal to the fawr market value of the common stock
on the date of grant, and the maximum term of an option 1s 10 years
Options vest equally over three years aexcept for replacement options,
which vest In six months Options granted before January 1, 2005
ncluded a eplacement feature Except for options outstanding that
have a replacement feature, 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 replace-
ment stock option may be granted equal to the amount of shares
tendered Replacement cptions are granted at the then current market
pnce for a term that expires on the date of the undertying option grant
Upan a change in control of Abbott, all autstanding stock options
become fully exercisable, and all terms and condtions of all restricted

stock awards and units are deemed satisfied Restncted stock awards
generally vest between 3 and 5 years and for restncted stock awards
that vest aver 5 years, no more than one-third of the award vests in
any one year upan Abbott reaching a minimum raturn on eqgurty target
Restncted stock units vest over three years and upon vesting, the
recipient receves one share of Abbott stock for sach vested restncted
stock unit The aggregate fair market value of restricted stock awards
and units Is recognized as expense over the service penod Restncted
stock awards and settlement of vested restncled stock units are
1ssued out of trsasury shares Abbott generally issues new shares

for exercises of stock options Abbott doss not have a policy of
purchasing iis shares relating to its share-based programs

At December 31, 2010, approximataly 200 millen shares were
reserved for future grants Subsequent to year-end, the reserve was
reduced by approximately 24 milion shares for stock options and
restricted stock awards and unrts granted by the Board of Directors

The number of restncted stock awards and unts outstanding and the
weighted-average grant-date far value at December 31, 2009 and
December 31, 2010 was 8,703,247 and $53 64 and 12,449,413 and
$54 02, respectively The number of restncted stock awards and units,
and the wetghted-average grant-date far value, that were granted,
vested and lapsed during 2010 were 7,850,199 and $54 15, 3,781,223
and $53 50 and 422,810 and $53 43, respectively The far market
valua of restncted stock awards and units vested in 2010, 2009 and
2008 was $203 million, $81 mdlion and $76 milkon, respectively

Options Qutstanding Exercisable Options

Weighted Weighted Weghted Weighted

Average Averaga Average Average

Exercise Remauung Exarcisa Remaining

Shares Prce Uifa {Years) Shares Price Lifa (Years}

December 31 2008 118 860 121 $50 09 57 98 251,406 $49 16 52
Granted 2,187,246 56 38
Exercised (8 086,101} 43 61
Lapsed (3.039,578) 58 23

December 31 2010 109,921 688 350 46 49 100739 252 $50 06 a6

The aggregate intnnsic value of options outstanding and exercisable
at December 31, 2010 was $194 millon and $193 millon, respectively
The total intnnsic value of options exercised n 2010, 2009 and

2008 was $77 milion, $129 milion and $314 millon, respectively

The total unrecognized compensation cost related to all share-based
compensation plans at Dacember 31, 2010 amounted to approxi-
mately $270 mithon which is expected to be recognized over the

next three years

Total non-cash compensation expense charged aganst income in
2010, 2009 and 2008 for share-based plans tolaled approximately
$385 milion, $365 million and $350 milion, respectively, and the tax
benefit recognzed was approximately $119 milion, $118 milkon and
$117 million, respectively Compensation cost capialized as part of
inventory 1s not significant
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The far value of an option granted in 2010, 2009 and 2008 was
$9 24, 39 28 and $11 42, respectively The tar value of an option
grant was estimated using the Black-Scholes option-prcing mode!
with the following assumptions

2010 2008 2008
Risk-free interest rate 29% 27% 0%
Average life of ophons {years) 60 80 60
Volatility 22 0% 220% 24 0%
Dividend yield 32% 30% 26%

The nsk-free interest rate 1s based on the rates avallable at the tme
of the grant for zero-couponU S government issuas with a remaining
term equal to the option's expected life The average fe of an option
1s based on both histoncal and projected exercise and lapsing data
Expected volatility 1s based on impled volatities from traded optons
on Abbott's stock and histoncal volatility of Abbott's stock over the
expected Ife of the option Dvidend yield 1s based on the option's
exercise pnce and annual dwvidend rate at the time of grant
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Note @ — Debt and Lines of Credit
The following is & summary of long-termn debt at December 31

{dollars in millions) 2010 2008 2008
1 51% Yen notes, due 2010 g - - - $ 157
3 75% Notes, due 2011 - 500 500
5 6% Notes, due 2011 — 1500 1 600
5 15% Notes, due 2012 1,000 1,000 1000
4 35% Notes, due 2014 500 500 500
2 7% Notes due 2015 750 - -
5875% Notes due 2016 2,000 2000 2,000
5 6% Notes, due 2017 1,500 1,500 1500
5 125% Notes due 2019 2,000 2000 -
4 125% Notes, due 2020 1,000 - -
6 15% Notes, due 2037 1,000 1000 1,000
6 0% Notes, dus 2039 1,000 1,000 -
5 3% Notes due 2040 1,250 - -
Other, mciuding fair value adjustments

relating to nterest rate hedge contracts

designated as far value hedges 524 268 556
Total, net of current matunties 12,524 11,266 8,713
Current matunties of long-term debt 2045 211 1,041
Total camyang amount $14,569 $11,477 $9754

Principal payments required on long-term debt outstanding at
December 31, 2010, are 32 0 bilion n 2011, $1 0 billon in 2012,
$301 mihon n 2013, $500 milion in 2014, $750 mulion In 2015
and $9 8 billion thereaftar

At December 31, 2010, Abbott s long-term debt rating was AA by
Standard & Poor's Corporation and A1 by Moody's Investors Service
Abbott has readily available financial resources, Including unused hnes
of credit of 36 7 billon that support commercial paper borrowing
arrangements of which a $3 O bikon facility expires In October 2012
and a $3 7 bilon faciity expres In 2013 Related compensating
balances, which are subject to withdrawal by Abbott at its option, and
commitrent fees are not matenal Abbott’s weighted-average interest
rate on short-term borrowings was 0 4% at December 31, 2010,

0 2% at December 31, 2009 and 0 5% at December 31, 2008

Note 10 — Business Combinaticns, Technology Acquisitions
and Related Transactions

On January 1, 2009, Abbott adopted the provisions of SFAS No 141
revised 2007}, “Business Combinations,” as codified n FASB ASC
No 805, “Business Combinations " Under ASC No 805, acquired
In-process research and development 1s accounted for as an indefi-
rute-Ived intangible asset untl approval or discontinuation rather than
as expense, acquisition costs In connection with an acquisstion are
expensed rather than added to the cost of an acquisition and the

far value of contingent consideration at the date of an acquistion

1s added 1o the cost of the acquistion

On September 8, 2010, Abbott acqured Piramal Heafthcare Limited's
Healthcare Solutions business, a leader mn the Indian branded genencs
market, for $2 2 bilion, n ¢ash, plus addtional payments of $400 mil-
lion annually In 2011, 2012, 2013 and 2014 Abbott recorded a

$1 6 billion habilty for the present value of the addtional payments at
the acquisiion date The acquisition was financed with current cash

Abbott 2010 Annual Report

The preliminary allocation of the far value of the acquisition resulted

n the recording of $2 7 bilion of deductible acquired ntangible assets
and $1 0 bilion of deductible goodwill Acguired intangible assets con-
sist pnmanly of trade narnes, customer relationships and associated
nghts and will be amarthzed over an average of 19 years The alloca-
tion of the fair value of the acquisition will be finalized when the
valuation s completed

In February 2010, Abbott acquired Solvay's pharmaceuticals business
(Solvay Pharmaceuticals) for approximately $6 1 bdlion, n cash, plus
additional paymenits of up to EUR 100 millon per year if certain sales
milestones are met in 2011, 2012 and 2013 Contingent consideration
of approximately $290 million was recorded based on a preliminary
valuation The acquisttion of Solvay Pharmaceuticals provides Abbott
with a large and complementary portiolio of pharmaceutical products
and expands Abboit’s presence in key global emerging rmarkets
Abbott acguired control of this business on February 15, 2010 and

the financial results of the acquired operations are mcluded n these
financial staternents beginning on that date Net sales for the acquired
operations for 2010 were approxmately $3 1 bilion Pretax loss of the
acquired operations, Including acguisition, integration and restructuring
expenses, for 2010 was approximately $395 millon The acquistion
was funded with current cash and short-term investments The prelimu-
nary allccation of the far value of the acquistion 1s shown in the table
belaw (in bifions of doffars)  The allocation of the far value of the
acquisition will be finalized when the valuation 1s completed

Goodwill, non-deductible g22
Acquired iIntangible assets, non-deductible 41
Acquired in-process research and development, non-deductible 05
Acquired net tangible assets Q7
Deferred iIncome taxes recorded at acquistion (1)
Total prelminary aflocation of far value 564

Acquired intangible assets consist pnmarnly of product nghts for
currently marketed products and are amortized over 2 10 14 years
{average of 11 years) Acquired in-process research and development
15 accounted for as indefintte Ived intangible assets until regulatory
approval or discontinuation The net tangible assets acquired consist
pnmanly of trade accounts receivable of approximately $675 muillion,
nventory of approximately $390 milion, property and equipment of
approximately $725 millon, net of assumed liabilities, pnmarty trade
accounts payable, accrued compensation and other habilities

The following unaudited pro forma financial information reflects the
consohdated results of operations of Abbott as if the acquistion

of Solvay Pharmaceuticals had taken place on January 1, 2610 and
January 1, 2009 The pro forma information includes adjustments for
amortization of ntangible assets and far value adjustments to acquisi-
tion-clate inventory as well as acquistion, integration and restructunng
expenses The pro forrna financial information 1s not necessanly indica-
tve of the results of operations as they would have been had the
transaction been effected on the assumed date

{in bilions of doflars except per share amounts) 2010 2009
Nel sales $358 334 2
Net earnings 46 52
Diluted earnings per cormmen share 296 336
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in March 2010, Abbott acquired STARLIMS Technolegies for approxi-
matety $100 milkon, in cash, net of cash held by STARLIMS, providing
Abbott with leading products and expertise to buld its position in
laboratory informatics A substantial portion of the fair value of the
acquisition has been allocated to goodwill and amortizable intangible
assets The allocation of the far value of the acquisition will be finalized
when the valuation 1s completed

In Apnl 2010, Abbott acquired the outstanding shares of Facet Biotech
Corporation for approximately $430 milien, in cash, net of cash held
by Facet The acquisiion enhances Abbott's early- and nid-stage
pharmaceutical pipeling, iIncluding a iologic for multiple sclerosis

and compounds that complement Abbott’s oncology program

A substantial portion of the farr value of the acquisition has been
allocated to acquired in-process research and development that 1s
accounted for as an indefinite-Ived Intangible asset until regulatory
approval or discontinuation

In February 2009, Abbott acquired the outstanding shares of
Advanced Medical Optics, Inc (AMO)} for approximately $1 4 billion in
cash, net of cash held by AMO Prior to the acquisition, Abbott held
a small investment n AMO Abbott acquired AMO to take advantage
of increasing demand for vision care technologies due to population
growth and demegraphic shiits and AMO's premier position n 1its field
Abbott acquired control of this business on February 25, 2009 anc
the financial results of the acquired operations are included in these
financial statements beginning on that date The acquisiion was
financed with long-tesm debt The allocation of the fair value of the
acquisiton 1s shown In the table below

{doliars in bifions)

Goodwill non-deductble $17
Acquired intangible assets non-deductible 09
Acqured In-process research and development, non-deductible 02
Acqured net tangible assets 04
Acquired debt (18
Deferred income taxes recorded at acquisition 03
Total allocation of far value 14

Acquired intangible assets consist of established customer relation-
ships, developed technology and trade names and are amortized over
2 to 30 years (average of 15 years) Acquired In-process research and
development 18 accounted for as an indefinite-lived Intangible asset
until regutatory approval or discontmuation The net tangible assets
acquired consist primarty of frade accounts recenvable, inventory,
property and equipment and other assets, net of assumed labilties,
prmanly trade accounts payable, accrued compensation and other
labiities In additon, subsequent to the acquisition, Abbott repaid
substantially all of the acquired debt of AMO

In October 2009, Abbott acquired 100 percent of Visiogen, Inc for
$400 million, in cash, providing Abbott with a next-genseration accom-
modating mtraoccutar lens (IOL) technology to address presbyopia for
cataract patierts The allocation of the far value of the acguision
resulted n non-deductible acquired in-process research and develop-
ment of approximatety $200 milion which i1s accounted for as an
indefinte-Ived intangible asset until regulatory approval or discontinua-
tion, non-deductible definite-lived intangible assets of approximately
$24 milon and goodwill of approxamately $200 milkon
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In October 2009, Abbott acquired Evalve, inc for $320 miiion, in
cash, plus an addiional payment of $30 milion to be made upon
completion of certain regulatory miestones Abbott acquired Evalve
to obtain a presence In the growing area of non-surgical treatment
for structural heart disease Including a previous invesiment in Evalve,
Abbott has acquired 100 percent of the outstanding shares of Evalve
In connection with the acguisition, the carming amount of this Invest-
ment was revalued to tarr valug resutting in recarding $28 million of
income, which Is reported as Other (income) expense, net The alloca-
tion of the fair value of the acquisition resutted in non-deductible
definite-lived intangible assets of approximately $140 million,
non-deductible acquired in-process research and development of
approximately $220 milion which 1s accounted for as an indefintte-
Ived intangible asset untit regulatory approval or discontinuation,
goodwill of approximately $100 millon and deferred ncome taxes

of approximately $110 milion Acqguired intangible assets consist

of developed technology and will be amorbized over 11 years

In January 2009, Abbott acquired Ibis Biosciences, Inc (Ibis) for
$175 midkon, in cash, to expand Abbott s postion in molecular
diagnostics for infectious disease Including a $40 million investment
in Ibis i 2008, Abbott has acquired 100 percent of the oulstanding
shares of Ibis A substantial portion of the far value of the acquisition
has been allocated to goodwill and amortizable ntangible assets, and
acquired n-process research and development which 1s accounted
for as an indefinite-lived Intangible asset untl regulatory approval or
discontinuation The investment in ibis in 2008 resulted N a charge

1o acquired in-process research and development In connection with
the acquisition, the carrying amount of this investment was revalued
to fair value resutting in recording $33 million of income, which I1s
reported as Other (income) expense, net

Except for the acquisition of Scivay Pharmaceuticals, had the abave
acquisiions taken place on January 1 of the previous year, consoli-
dated net sales and income would not have been significantly different
from reparied amounts

In 2010, Abbott entered into an agreement to acquire iicensing nghts
outside the U S, excluding certain Asian markets, to a product in
development for the treatment of chronic kidney disease resulting In a
charge to acquired in-process research and development of $238 mil-
lion In addrion, Abbott acquired an equity interest of approximatety
$62 millon  An additional equity interest and additional milestone pay-
ments could be required upon the achievement of certain development
and regulatory milestones In 2010, Abbott also entered into an agree-
ment to develop and commercialize a product for the treatment of
endometnosis resutting in a charge to acquired In-process research
and development of $75 milhon Additional payments of approximately
$500 mulkon could be reguired for the achievement of certain develop-
ment, regulatory and cormmercial milestones

In 2008, Abbott acquired the global nghts to a novel biologic for the
treatment of chronic pan for $170 mullion, n cash, resulting in a charge
10 acquired n-process research and development
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Note 11 — Conclusion of TAP Pharmaceutical Products Inc
Joint Venture and Sate of Abbott’s Spine Business

On April 30, 2008, Abbott and Takeda concluded ther TAP
Pharmaceutical Products Inc (TAP) joint venture, evenly splitting the
value and assets of the joint venture Abbott exchanged its 50 percent
equity iInterest in TAP for the assets, labilities and employees related
to TAP's Lupron business  Subsequent to the conctusion of the joint
venture, TAP was merged into two Takeda enties The exchange

of Abbotts investrment in TAP for TAP's Lupron business resulted in

a gamn at closing of approximately $94 milion The Internal Revenue
Service has 1ssued a pnvate letter ruling that the transaction qualies
as tax-free for U S mcome tax purposes

Beginning on May , 2008, Abbott began recording U S Lupron net
sales and costs Iin its operating results and no longer records Income
from the TAP joint venture TAP's sales of Lupron were $182 million
for the four months ended Apnl 30, 2008 Abbott also receves
payments based on specried development, approval and commercial
events baeing achieved with respect to products retained by Takeda
and paymenis from Takeda based on sales of products retained by
Takeda, which are recorded by Abbott as Other (income} expense,
net when the specified event 1s achieved or as the applicable sales
are made

The exchange transaction was accounted for as a sale of Abbott's
squity Interest in TAP and as an acguistion of TAP's Lupron business
The sale of Abbott's equity interest in TAP resulted in the recording of
net assets related to the Lupron business, pnmanly cash, recevables,
inventory and cther assets, net of accounts payable and other accrued
liabilies, offset by a credit to Abbott’s investment in TAP in the amount
of approximately $280 miliion

For the acquired Lupron business, Abbott recordec intangible assets,
prmartly Lupron product nghts, of approximately $700 million,
goodwill of approximately $350 millon and deferred tax habilties
related primarily to the intangible assets of approximately $260 rmullion
The mtangible assels are being amortized over 15 years Abbott
agreed to remit cash to Takeda if certain research and development
events were not achieved on the development assets retained by
Takeda These amcunts were recerded as a labilty at closing in the
amount of approximately $1 1 bilion Related deferred tax assets of
approximately $410 millon were also recorded Of the $1 1 billion,
Abbott made tax-deductible payments of $36 milion, $83 million

and $200 milion In 2010, 2009 and 2008 in 2009 evenis occurred
resulting in the remaining payments not being required and the
remaining hability n the amount of $787 milllon was derecognized
and recorded as income in Other (Income) expense, net

In 2008, Abbott sold its spine business for approximately $360 milicn
In cash, resufting In an after-tax gan of approximately $147 mulion
which 1s presented as Gan on sale of discontinued operations, net of
taxes, In the accompanying statement of income The operations and
financial position of the spine business are not presented as discontin-
ued operations because the effects would not be significant

Note 12 — Goodwill and Intangible Assets

Abbott recorded goodwill of approximately $3 4 bilion in 2010
related to the acquisthions of Solvay's pharmaceuticals business,
Piramal Healthcare Limrted s Healthcare Solutions busness, Facet
Biotech and STARLIMS Tachnologies Goodwill related 1o the Sobvay,

Abbott 2010 Annual Report

Prrarmal and Facet acquisitions was allocated to the Pharmaceutical
Products segment In addition, in 2010, Abbott paid $250 mdlion to
Boston Scientific as a result of the approval to market the Xience V
drug-eluting stent in Japan, resuling in an increase In goodwill in the
Vascutar Products segment Abbott recorded goodwll of approxi-
mately $2 2 bihon in 2009 related to the acquisitions of Advanced
Medical Optics, Inc, Iis Biosciences, Inc , Visiogen, Inc and Evalve,
Inc Goodwill of approximately $120 million related to the Ibis acquisi-
tion was allocated to the Diagnostic Products segment and goodwill
of approximately $160 million related to the Evalve acquisition was
allocated to the Vascular Products segment In connection with the
dissolution of the TAP Pharmaceutical Products Inc (TAR) joint venture
In 2008, Abbott recorded approximately $350 rmilhon of goodwill
related to the Pharmaceutical Products segment In 2008, Abbott paid
$250 millon to Boston Scientific as a result of the FDA's approval to
market the Xience V drug-eluting stent inthe U S, resulting in an
increase In goodwill In the Vascular Products segment Foreign
currency translation and other adustments (decreased) increased
goodwil in 2010, 2009 and 2008 by $(879) million, $397 milion

and $(677) million, respectively The amount of goodwill related to
reportable segments at December 31, 2010 was $9 4 billon for the
Pharmaceutical Products segment, $208 million tor the Nutrtional
Products segment, $383 milion for the Diagnostic Products segment,
and $2 6 bilion for the Vascutar Products segment Goodwill was
reduced by approximately $84 milion in connection with the sale

of Abbott’s spine business In 2008 There were no other significant
reductions of geodwill relating to impairments or disposal of all or

a porticn of a business

The gross amount of amortizable ntangible assets, prmarty product
nghts and technology was $17 3 bilion, $10 8 bilion and $9 4 bilion
as of December 31, 2010, 2009 and 2008, respectively, and accumu-
lated amartization was $6 5 billion, $5 1 billon and $4 2 bilion as

of Decernber 31, 2010, 2009 and 2008, respectively Indefinte-lived
ntangible assets, which relate to in-process research and develop-
ment acquired In a business combination, were approximately

$1 4 billon and $610 milion at Decernber 31, 2010 and 2009, respec-
tively The estimated annual amorbization expanse for intangible assets
recorded at December 31, 2010 1s approximately $1 6 bilion in 2011,
31 3 tilion In 2012, $1 1 billion In 2013, $895 milion 1n 2014 and
$790 milion In 2015 Amaortizable intangible assets are amortized

over 2 to 30 years (average 12 years)

Note 13 — Restructunng Plans

In 2010, Abbott management approved a restructunng plan primarily
related to the acquisiion of Solvay's pharmaceuticals business

This plan streamiines operations, improves efficiencies and reduces
costs In certaun Solvay sites and functions as well as in certan Abbott
and Solvay commercial organzations In vanous countnes Action plans
have been identified and most are expected to be implemented within
the next two years This plan will result in pretax charges of approx-
mately $810 milhon to $970 milion over the life of the plan These
charges include employee-related costs of approximately $650 millon,
accelerated depreciation and asset write-downs of approximately
$105 milhon, and other related exit costs of up to approximatety

$215 milion, manly related to discontinuation of certan research

and development programs and product transfers Under this plan,
Abboit recorded charges to Cost of products sold, Research and
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development and Seling, general and adminstrative of approxamatety
$99 rmillion, $152 millon and $272 milion, respectively Additional
charges of $12 milkon were subsequently recorded pnmarnly for
accelerated depreciation The following summanzes the actvity

for this restructunng

{doliars in millions)

2019 restructunng charge $523
Payments impaiments and other adjustrments (113
Accrued balance at December 31 2010 $410

In 2010 and pnor yaars, Abbott management approved plans to realign
1ts worldwide pharmaceutical and vascular manufactunng operations
and selected domestic and international commercial and research

and development operations in order 1o reduce costs In 2010, 2009
and 2008, Abbott recorded charges of approximately $56 milkon,

3114 millon and $36 milion, respectvely, reflecting the impairment

of manufactunng facilities and other assets, employee severance and
other related charges Approximately $56 million in 2010 s classified
as Cost of products sold and $114 million and $36 million in 2009 and
2008, respectively, are classified as Seling, general and administrative
An addrtional $13 milion, $47 milion and $81 millon were subsequently
recorded in 2010, 2009 and 2008, respectively, relating to these
restructunngs, primarnly for accelerated depreciation The following
summarnzes the actraty for these restructunngs

(dolars i mifions)

Accrued balance at January 1 2008 $194
2008 restructunng charges 36
Payments, mparrments and other adjustments 125)
Accrued balance at Decermnber 31, 2008 105
2009 restructunng charges 114
Payments wnparments and other adjustments (74)
Accrued balance at December 31 2009 145
2010 restructunng charges ]
Payments and other adjustments {124)
Accrued balance at December 31, 2010 $ 77

In 2008, Abbott management approved a plan to streamline global
manufactunng operations, reduce overall costs, and improve efficiencies
In Abbott's core diagnostic business In 2008, Abbott recorded a charge
to Cost of products sold of approximatety $128 milion under the plan
Addtional charges of approximately $60 million, $54 mdlon and

$16 millon were recorded n 2010, 2009 and 2008, respectively, relating
to this restructunng, pnmanly for accelerated depreciation and product
transfer costs Additional charges will be incurred through 2011 as a
resutt of product re-registration timelines required under manufactunng
regulations in a number of countnes and product fransition tmelines
The following summanzes the actmty for this restructunng

{dollars in mulfions)

2008 restructunng charge $129
Payrnents and other adjusiments (19)
Accrued balance at December 31, 2008 110
Payments and other adjustments {12)
Accrued balance at December 31 2009 98
Payments and other adjustments (10}
Accrued balance &t December 31 2010 $ 88
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Note 14 — Subsequent Event

In January 201 1, Abbott management approved a restructunng plan
to streamiine manufactunng and commercial operations, Improve
efficiencies and reduce costs in the pharmaceutical business

This plan will result In pre-tax charges of approximately $295 rmilion
aver the next several years based on the timing of evenis, including
product transfers Approximately $165 milion of the charges are
forecast to occur in 2011, with about $140 milllon projected n

the first quarter of 2011

Note 15 — Quarterly Resufts (Unaudited)

(doflars 1 rmiions except per share dataj 2010 2009 2008
First Quarter

Net Sales $7,698 4 $6,718 4 367656
Gross Profit 4,363 2 3,7824 3,804 5
Net Earnings 1,0030 1.4388 9379
Basic Earrungs Per Commen Share (a) 65 93 61
Diluted Earnings Per Comman Share (a) 64 a2 60
Market Prnice Per Share-High 56 79 57 39 6109
Market Price Per Share-Low 5221 44 10 50 09
Second Quarter

Net Sales $8,826 0 $7 4949 $7.3140
Gross Profit 5,282 1 43659 4,194 4
Net Earmings 12917 1,288 1 13220
Basic Earnings Per Common Share (a) 83 B3 86
Diluted Earnings Per Common Share (a) 83 83 85
Market Price Per Share-High 53 25 48 37 57 04
Market Price Per Share-Low 45 26 4127 5009
Third Quarter

Net Sales $8,674 5 $7 7613 $7,497 7
Gross Profit 49334 4,401 2 4,144 8
Net Earrings 8907 14804 1,084 86
Basic Earnings Per Common Share (a) 58 95 70
Diluted Earmings Per Common Share (a) 57 95 69
Market Price Per Share-High 52 86 49 69 6078
Market Prnce Per Share-Low 44 59 43 45 52 83
Fourth Quarter

Net Sales $9.967 8 387901 £7 9503
Gross Profit 59228 5,0059 47719
Net Earrings 1,4408 15387 15362
Basic Earnings Per Common Share (g} 93 89 99
Diluted Earmings Per Commaon Share (a) 9z o8 o8
Market Price Per Share-High B3 75 54 97 5993
Market Pnce Per Share-Low 46 03 48 41 45 75

{#) The sum of the quarters basic earnings per share for 2010 and 2009 and diluted
earnings per share for 20089 do not add o the full year earmings per share amounts
due 1o rounding




Management Report on Internal Control
Over Financial Reporting

The management of Abbott Laboratones 1s responsible for establish-
ing and maintaining adequate internal control over financal reporting
Abbott's intemnal control system was designed to provide reasonable
assurance to the company's management and board of directors
regarding the preparation and far presentation of published
financial staternents

All internal conitrol systems, no matter how well designed, have
inherent lmitations Therefore, even those systems determined

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

Abbott’s management assessed the effectiveness of the company’s
internal control over financial reporting as of December 31, 2010

In making this assessment, it used the cntena set forth in Internal
Control— integrated Framework 1ssued by the Commites of
Sponsonng Organizations of the Treadway Commission As allowed
by SEC gudance, management excluded from its assessment

the 2010 acquisitions of Solvay’s pharmaceuticals business and
Piramal Healthcare Limited s Healthcara Solutions business which
accounted for approximatety 20 percent of consolidated total assets
and 9 percent of consoldated net sales as of and for the year ended
December 31, 2010 Based on our assessment, we believe that,

as of December 31, 2010, the company’s internal control over
financial reporting was effective based on those critena

Abbott’s iIndependent registered public accounting firm has 1ssued

an audit report on their assessment of the effectiveness of the
company's internal contral over financial reporting This report appears
on page 80

Mies D White
Chairman of the Board and Ghief Executive Officer

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

Greg W Linder
Vice President and Controller

February 18, 2011
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70 the Board of Directors and Shareholders of Abbott Laboratones

We have audited the accompanying consolidated balance sheets

of Abbott Laboratones and subsidianes (the “*Company”™) as of
December 31, 2010, 2009, and 2008, and the related consolidated
statements of earrings, shareholkders’ investment, and cash flows for
the years than ended These financial staterments are the responsibility
of the Company's management Our responsibility 1s to exprass an
opinicn ¢n these financial statements based en our audits

Wa conducted our audits in accordance with the standards of

the Public Cornpany Accounting Oversight Board (United States)
Those standards require that wa plan and perform the audit 1o obtain
reasonable assurance about whether the financial statements are
free of matenal misstatement An audit includes examining, on a

test basis, ewvidence supporting the amounts and disclosures in the
financial statements An audit also Includes assessing the accounting
panciples used and significant estimates made by management,

as well as evaluating the overall financial statement presentation

We believe that our audits provide a reascnable basis for our opinion

In our opinion, such consolidated financial statements present fairly,
In all material respects, the financial position of the Company as

of December 31, 2010, 2009, and 2008, and the results of iis
operations and its cash flows for the years then ended in conforrmity
with accounting pnnciples generally accepted in the United States
of Amenca

As discussed In Note 10 to the consolidated financial statements,
the Company adopted the provisions of a new accounting standard
relating to business combinations in 2009

We have also audited, n accordance with the standards of the Public
Company Accounting Qversight Board {United States), the Company's
internal control over financial reporting as of December 31, 2010,
based on the crtena established in Internal Control-Integrated
Framework 1ssued by the Committee of Sponsoring Organizations

of the Treadway Gommussion and our report dated February 18, 2011
expressed an unqualfied opinion on the Company's mternal control
over financial reporting

Deloitte & Touche LLP
Chicago, Inois
February 18, 2011

To the Board of Directors and Sharehoiders of Abbott Laborafones

‘We have audited the intemal control over financial reporting of Abbott
Labaoratones and subsidanes (the "Company™} as of December 31,
2010, based on cniena established n Internal Controi—Integrated
Framework 1ssued by the Commitiee of Sponsonng Qrganezations of
the Treadway Commission As descnbed in Management Report on
Internal Control Over Financial Reporting, management excluded from
its assessment the 2010 acquisitions of Solvay's pharmaceuticals
business and Piramal Healthcare Limited s Healthcare Solutions bust-
ness which accounted for approximately 20 percent of consolidated
total assets and 9 percent of consolidated net sales as of and for the
year ended December 31, 2010 Accerdingly, cur audit did not include
the ntemnal control over financial reporting at Solvay’s phammaceuticals
business or Piramal Healthcare Limited's Healthcare Solutians busi-
ness The Company's management s responsible for maintaining
effective internal control over financial reporting and for its assessment

of the effectveness of internal control over financial reporting, ncluded
n the accompanying Management Report on Intemal Control over
Financial Reporting Our responsibility 1S to express an opinion on the
Company's internal control aver financial reporting based on our audrt

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 cbtain reason-
able assurance about whather effective internal control over financial
reporting was maintained i all matenal raspects Our audit included
obtaining an understanding of internal contral over financial reporting,
assessing the nsk that a matenal weakness exists, testing and evaluat-
Ing the design and operating effectveness of internal control based

on the assessed nsk, and perforrming such other procedures as we
considered necessary In the circumstances We believe that our audit
provides a reasonable basis far our opimion

A company's Internal control over financial reporting 1S a process
designed by, or under the supervision of, the company's pnncipal
exscutive 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 pnnciples A company s Internal control over financial
reporting Includes those peolicies and procedures that (1) pertain to the
mantenance of records that, in reasonable detail, accurately and fairty
reflect the transactions and dispositions of the assets of the company,
{2) provide reasonabie assurance that transactions are recorded as
necessary to permi preparation of financial statements i accordance
with generally accepted accounting pnnciples, 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 timaly detec-
tion of unauthonzed acquistion, use, or disposition of the company's
assets that could have a matenal effect on the financial statements

Because of the inherent im#iations of internal control over financial
reporting, inctuding the possibility of collusion or IMproper manage-
meni overnde of controls, matenal misstatements due to error or fraud
may not be prevented or detected on a bmely basis  Also, projections
of any evaluation of the effectiveness of the internal control over finan-
cial reparting to future penods are subject to the nsk that the controls
may become mnadequate because of changes 1n conditons, or that the
degree of compliance with the policies or procedures may detencrate

In our opnion, the Company maintained, in all matenal respects, effec-
tve internal control over financiat reporting as of December 31, 2010,
based on the critena established n Internal Control—Integrated
Framework 1ssued by the Committee of Sponsonng Organizahons

of the Treadway Commussion

We have also audited, in accordance with the standards of the Public
Company Accounting Oversight Board (United States), the consoh-
dated financial statements of the Company as of and for the year
ended Decamber 31, 2010 and our report dated February 18, 2011
expressas an unqualfied opiruon on those financial statements and
includes an explanatory paragraph regarding the Company’s adoption
of a new accounting standard in 2009

Deloitte & Touche LLP
Chicago, limois
February 18, 2011




Financial Instruments and Risk Management

Market Pnce Senstive Investments

Abbott holds avalable-for-sale equity secunties from strategic
technology acquisthons The market value of these investments was
approximately $75 million as of December 31, 2010 and 2009
Abbott monitors these investments for other than temporary dechines
in market value, and charges impairment losses to Income when

an other than temporary decline in value occurs A hypothetical

20 percent decreass in the share prices of these nvestments would
decrease therr far value at December 31, 2010 by approxmately
$15 million (A 20 percent decrease is beleved to be a reasonably
possible near-term change in share prices )

Non-Publicly Traded Equity Secunties

Abbott holds equity secunties from strategic technology acquisitions
that are not traded on public stock exchanges The carrying value of
these investments was approximately $165 milhon and $78 millon

as of December 31, 2010 and 2008, respectively Except for one
equrty investment recorded at $62 million, no other ndividual invest-
ment 1s i excess of $18 millon Abbott monitors these investments
for other than temporary declnes n market valug, and charges impair-
ment losses to ncome when an other than temporary decline in
estimated value occurs

Interest Rate Sensitive Financial Instruments

At December 31, 2010 and 2009, Abbott had interest rate hedge
contracts totaling $7 3 bition and $5 5 billion, respectvely, 1o manage
its exposure to changes in the far vatue of debt due in 2011 through
2020 The effect of these hedges 1s to change the fixed interest rate
to a vanable rate Abbott does not use dervative financial instruments,
such as Interest rate swaps, to manage its exposure to changes in
interest rates for s nvestment secunties At December 31, 2010,
Abbott had $2 6 billon of domestic commercial paper outstanding
with an average annual interest rate of 0 27% with an average remain-
ing lite of 24 days The far value of long-term debt at December 31,
2010 and 2009 amounted to $15 7 billon and $12 3 bilion, respec-
tively (average nterest rates of 5 2% and 5 3%, respectively} with
matunties through 2040 At December 31, 2010 and 2009, the farr
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value of current and long-term investment secunties amounted to
approximately $2 1 billon A hypcthetical 100-basis point change
In the Interest rates would not have a matenal effect on cash flows,
income or market values {A 100-basis point change 1s believed

to be a reasonably possible near-term change in rates )

Foreign Currency Sensitive Financial Instruments

Abbott enters into foresgn currency forward exchange contracts

10 manage its exposure to foreign currency denominated intercom-
pany loans and trade payables and third-party trade payables and
receivables The contracts are marked-to-market, and resulting
gains or losses are reflected in ncome and are generally offset by
losses or gains on the foreign currency exposure being managed
At December 31, 2010 and 2008, Abbott held $10 8 billion and

$7 5 billon, respectively, of such contracts, which mature in the
next twelve months

In addition, certan Abbott foreign subsidianes enter into foreign
currency forward exchange contracts to manage exposures to
changes in foreign exchange rates for anticipated intercompany
purchases by those subsidianes whaose functional cumrencies are not
the U 5 dollar These contracts are designated as cash flow hedges
of the vanabiity of the cash flows due to changes in foreign currency
exchange rates and are marked-to-market with the resutting gains
or losses reflected In Accumuiated other comprehensive Income {loss)
Gans or losses will be included in Cost of products sold at the time
the products are sold, generally within the next twelve manths

At December 31, 2010 and 2009, Abbett held $1 3 billion and

$2 0 billion, respectively, of such contracts, which all mature In the
following calendar year

Abbott has designated foreign denominated short-term dabt of
approximately $650 mifion and approximately $575 milion as of
December 31, 2010 and 2009, respectively, as a hedge of the net
mvestment m a foraign subsidiary Accordingly, changes in the far
value of this debt due to changes in exchangs rates are recorded
In Accumulated other comprehensive ncome loss), net of tax

The following table reflects the total foreign currency forward contracts
outstanding at December 31, 2010 and 2009

2010 2009

Far and Fatr and

Weighted Carrying Weighted Camyng

Average Value Average Value

Contract Exchange  Recewable/ Contract Exchange  Recewable/

(dollars 1n mitlons} Amount Rate [Payable) Armount Rate {Payable)

Recewnve pnmanty U S Dollars

in exchange for the following curencies

Euro $ 5803 1347 $16 84 045 1482 $(20)

British Pound 1,422 1581 2 1,246 1658 2

Japanese Yen 2256 827 2) 2057 8938 (46)

Canadian Dollar 538 1021 4 448 1064 %3]

All other currencies 2080 N/A (25) 1,714 NSA (11)

Total $12 109 3 (5 $9,510 £(83)
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Abbott's revenues are derved prmanly from the sale of a broad line
of health care products under short-term recesvable arrangements
Patent protection and licenses, technological and performance
features, and inclusion of Abbott's preducts under a contract or by
a pharmacy benefit manager most impact which products are sold,
pnce controls, competition and rebates most iImpact the net seling
pnces of products, and foreign currency translation impacts the
measurement of net sales and costs Abbott's pnmary products are
prescnption pharrmaceuticals, nutntional products, diagnostic testing
products and vascular products Sales in international markets are
approximately 55 percent of conschdated net sales

Continued rabust growth of HUMIRA after the worldwide launch

of additional indications, the acqusitions of Solvay's pharmaceuticals
business (Solvay Pharmaceuticals), Piramal Healthcare Limited’s
Healthcare Solutions business, and Advanced Medical Optics, Inc,
the launch of the Xience V drug eluting stent, the conclusion of the
TAP Phamaceutical Products Inc joint venture, the loss of patent
protection for some pharmaceutical products, and the challenging
economic snvironmenit IN many countnes around the world have
impacted Abbott's sales, costs and financial position over the last
three years

Pharmaceutical research and development 1s focused on therapeutic
areas that include immunology, oncology, Neurascience, pain manage-
ment, hepatits C (HCV)}, chronic kidney disease and women s health
In 2003, Abbott began the wordwide launch of HUMIRA for rheuma-
toid arthnitis, followed by launches for five addiional indications, which
increased HUMIRA's worldwide sales to $6 5 billion in 2010 compared
to $5 5 billon 1n 2009, and $4 5 bilion 10 2008 Abbott forecasts
growth in the low teens for warldwide HUMIAA sales m 2011 Abbott
1s studying addional Indications for HUMIAA Substantial research
and development and seling support has been and continues to

be dedicated to maximizing the worldwide petential of HUMIRA
Increased gerenc competition has resulted In U S Depakote sales
declning from $1 3 bilion n 2008 to $161 milion m 2010 Austenty
measures Implemanted by several Eurapean countnes reduced health-
care spending and affected pharmaceutical pncing in the second half
of 2010 and that impact 1s expected to continue for ali of 2011

In February 2010, Abbott acquired Solvay Pharmaceuticals which
provided Abbott with a large and complementary portfolio of pharma-
ceutical products and expanded Abbott's presence i key global
emerging markets The acquisition added approximately $3 1 billen
to Abbott's 2010 total sales, pnmanly outside the U S In 2010, Abbott
recorded approximately $710 milllon of expense related to the integra-
tion of the Solvay business and a restructuning plan announced in
September to streamiine operations, improve efficiencies and reduce
costs pnmanly in certain Sotvay sites and functions The restructunng
plan is further descnbed below In September 2010 Abbott completed
the acquistion ot Prramal s Healthcare Solutions business, propeling
Abbott to market leadership In the Indian pharmaceutical market ang
further accelerating the company’s growth in emerging markets

In 2007, Abbott's nutntional products businesses were reorganized
nto a worldwide business to better laverage the opportunities available
for strong nuthonal brands  Sigrificant efforts have been focused on
captunng those opportunities, particularly in developing markets where
growth has been strong
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In 2008, Abbott receved FDA approval to market the Xience V drug
eluting stent nthe U S and in 2006 recerved European Urion approval
Xience V became the market-leading drug efubing stent nthe U S n the
fourth quarter of 2008 In June 2009, Xience PRIME, Ahbott s next
generation drug eluting stent, receved CE Mark approval and was
launched in Europe in August 2008 Abbctt receved approval to market
Xence V i Japan in January 2010 and Xence V became the market-
leading drug eluting stent in Japan n the second quarter of 2010

in 2010, the U S government passed heatth care reform legislation
which included an increase In Medicaud rebate rates and the extension
of the rebate to drugs provided through Medicaid managed care orga-
nizations beginning In 2010 The legislation also imposes annual fees
1o be paid by pharmaceutical manufacturers and medtcal device com-
panies beginning In 2011 and 2013, respectively, as well as additional
rebates related to the Medicare Part D “donut hole” beginruing n 2011
In addition to a one-time charge of approximately $60 milhon to reduce
deferred tax assets assocated with retiree health care liabilttes related
to the Medicare Part D rstwee drug subsidy, the legislation negatively
impacted Abbott's performance by more ihan $200 mithon in 2010
and that 1s expected 1o n¢rease to more than $400 rmullon in 2011

Abbott's short- and long-term debt totaled $18 9 bilion at

Decemnber 31, 2010, largely incurred 1o finance acquistions Operating
cash flows in excess of capital expendiures and cash dvidends have
partially funded acquisitions over the last three years At Decernber 31,
2010, Abbott’s long-term dabt rating was AA by Standard and Poor's
Caorporation and A1 by Moody's Investors Service

In Apni 2008, Abbott and Takeda concluded ther TAP Pharmaceutical
Praducts Inc  (TAP} joint venture, evenly splitting the value and assets
of the Joint venture In a tax-free exchange Abbott receved TAP's
Lupron busingss In exchange for Abbott's 50 percent ownership In
TAP Lupron's U S results are Included in the Pharmaceutical Products
sagment beginning In May 2008 Abbott also receves payments
based on specified development, approval and cammercial events
being achieved with respect to products retained by Takeda and pay-
ments from Takeda based on sales of products retaned by Takeda

In 2011, Abbott will focus on several key inhatives In the pharmaceu-
tical business, Abbott will continue to buid its global presence, expand
its presence n emerging markets and dversify its sources of growth
with the Solvay Pharmaceuticals and Piramal Healthcare Solutions
acquisitions Abbott will also continue maximizing the market potential
for HUMIRA Pharmaceutical research and development efforts wali
continue to focus a significant portion of expenditures on compounds
for immunelogy, oncology, neuroscience, pan management, HCV,
chronic kidney disease and women s health Such compounds include
one Phase Il compound for muttiple sclerosis, one Phase I com-
pound and three Phase [l compounds in oncology, three Phase il
compounds targeting HCV, three Phase Il compounds targeting
Alzherner's disease or cognitive disorders of schizophrenia, iwo Phase
|| compounds targeting chronic kidney disease, and one Phase Il
campound each in women's health and pain management In the
vascular business, Abbott will continue to focus on marketing Xience
PRIME in Europe and other markets, obtaining regulatory eview of
Xence Nano, Xience PRIME, and the MitraClip device nthe U § and
a lmrted European roll-out as well as further climcal development of
ABSORB, ds bioresorbable vascular scafiold (BVS) device In the other
business segmenis, Abbott will focus on developing or acquinng differ-
entiated technologies in higher growth segments of those markets
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Cntical Accounting Policies

Sales Rebates — Approximately 50 percent of Abbott’s consoldated
gross revenues are subject to vancus forms of rebates and allowances
that Abbott records as reductions of revenues at the time of sale Most
of these rebates and aliowances are in the Phamnaceutical Products
segment and the Nutntional Products segrment Abbott provides
rebates to pharmacy benefit management companies, state agencies
that administer the federal Medicaid program, insurance companies
that administer Medicare drug plans, state agencies that administer
the Special Supplemental Nutrition Program for Women, Infants, and
Children (WIC), wholesalers, group purchasing organizations, and
other government agencies and private entities Rebate amounts are
usually based upon the volume of purchases using contractual or
statutory pnces for a product Factors used In the rebate calculabions
nclude the identification of which products have been sold subject to
a rebate, which customer or government agency pnce terms apply,
and the estimated lag time between sale and payment of a rebate
Using histonical trends, adjusted for current changes, Abbott estimates
the amount of the rebate that will be paid, and records the liabihty as

a reduction of gross sales when Abbott records its sale of the product
Settlement of the rebate generally occurs from two to 24 months after
sale Abbott regularty analyzes the histoncal rebate trends and makes
adjustrments to reserves for changes in trends and terms of rebate
programs Rebates and chargebacks charged against gross sales

n 2010, 2009 and 2008 amounted to approximately $4 9 bilion,

$4 4 pilon and $3 8 bifllon, respectively, or 23 1 percent, 23 8 percent
and 22 § percent, respectively, based on gross sales of approximately
$21 1 bilion, $18 4 billon and $16 8 billon, respectively, subject to
rebate A one-percentage point Increase in the percentage of rebates
to related gross sales would decrease net sales by approximataly

$211 milion 1n 2010 Abbott considers a one-percentage point
ncrease 1o be a reasonably likely increase in the percentage of rabates
to related gross sales Other allowances charged against gross sales
were approximately $415 myllon, $414 mdiien and $362 milion for
cash discounts in 2010, 2008 and 2008, respectwely, and $537 mil-
lion, $456 milion and $439 mullion for returns nn 2010, 2009 and 2008,
respectively Cash discounts are known within 15 to 30 days of sale,
and therefore can be reliably estimated Returns can be rekably esti-
mated because Abbott s wstoncal returns are low, and because sales
returns terms and other sales terms have remaned relatively
unchanged for several penods

Management analyzes the adequacy of ending rebate accrual bal-
ances each quarter In the domastic nutntional business, management
uses both internal and external data available to estimate the level of
nventory in the distnbutton channel Management has access 10
several large customers’ Inveniory management data, and for other
customers, utiizes data from a thurd party that measures time on the
retall shelf These sources allow management to make rehable est-
mates of nventory in the distnbution channel Except for a transition
penad before or after a change in the supplier for the WIC business
I a state, nventory i the distnbution channel does not vary substan-
tially Management also estimates the states’ processing lag tme
based on clasms data In addtion, mternal processing time 1S a factor
in estimating the accrual In the WIC business, the state where the
sale 1s made, which is the determinung factar for the applicable pnce,
is rehably determinable Estimates are required for the amount of WIC
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sales within each state where Abbott has the WIC business External
data sources utiized for that estimate are parlcipant data from the
U S Department of Agncutture (USDA), which administers the WIC
program, participant data from some of the states, and internally
administered market ressarch The USDA has been making its data
avalable for many years Internal data includes histoncal redemption
rates and pncing data At December 31, 2010, Abbott had the
exclusive WIC business In 23 states

In the domestic pharmaceutical business, the most significant charges
agamst gross sales are for Medicaid and Medtcare Rebates, Pharmacy
Benefit Manager Rebates and Wholesaler Chargebacks In order to
evaluate the adequacy of the ending accrual balances, management
uses both internal and external data to estimate the level of inventory
in the distnbution channel and the rebate claims processing lag time
External data sources used to estimate the mventory In the distnbution
channel Include inventory levels penodically reported by wholesalers
and third party market data purchased by Abbott Management
estimatas the processing lag time based on peniodic sampling of
clams data To estimate the pnce rebate percentage, systems and
calculations are used to track seles by product by customer and to
estimate the contraciual or statutory price Abbott's systems and
calculations have developed over time as rebates have become mare
significant, and Abbott behaves they are reliable

The following table Is an analysis of the four fargest rebate accruals,
which compnse approximately 69 percent of the consolidated rebate
provisions charged against revenues in 2010 Remaining rebate
prowisions charged aganst gross sales are not significant in the
determunation of operating eamings

Domestic Pharmaceutical Products

Domestic Medicasd  Pharmacy
Nutntienals and Benefit Wholesaler
wIC Medicare Manager Charge-
{doflars in milions) Rebates Rebates Rebates backs
Balance at
January 1 2008 $199 $420 $237 s 92
Provisions 808 556 397 1034
Payments (845) (681) (406) (980)
Balance at
December 31 2008 162 205 228 148
Provisions 147 563 505 1134
Payments {756) (508) {404} (1,120}
Balance at
December 31, 2009 153 352 239 160
Prowisions 618 839 841 1162
Payments (640) 617} (670) 1,163)
Balarnce at
December 31, 2010 $129 $ 634 $ 410 $ 159

Histoncally, adjustments to pnor years' rebate accruals have nct been
rmatenal to net ncome Abbott amploys vanous techmiques to venfy
the accuracy of clams submitted to &, and where possible, works with
the organzations submitting clams to gain Insight iInto changes that
mught affect the rebate amounts For Mediczand, Medicare and other
government agency programs, the calculation of a rebate involves
interpretations of relevant regulations, which are subject to challenge
or change In interpretation
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income Taxes — Abbott operates In numerous countnes where its
income tax retums are subject to audns and adjustments Because
Abbott oparates globally, the nature of the audit tems are often very
complex, and the objectives of the government auditors can resuit in
a tax on the same income N more than one country Abbott employs
internat and external tax professionals to minmeze audit adjustment
amounts where possible In accordance with the accounting rules
relating to the measurement of tax contingencies, In order to recognize
an uncertain tax benefit, the taxpayer must be more kely than not of
sustaning the posihion, and the measurement of the benefit 1s calcu-
lated as the largest amount that 1s more than 50 percent likely to be
realized upon resolution of the benefit Apphcation of these rules
requires a significant amount of judgment Inthe U 8, Abbott s federal
Income 1ax retums through 2005 are settied, and the income tax
returns for years after 2005 are open Abbott does not record detemed
income taxes on earnings reinvested indefintely in foreign subsidianes

Pension and Post-Emplayment Benefits — Abbott offers pension
benefits and post-employment health care to many of its employess
Abbott engages outside actuanes to assist in the determination of the
obligations and costs under these programs Abbott must develop
long-term assumptions, the most significant of which are the health
care cost trend rates, discount rates and the expected return on plan
assets The discount rates used to measure iabiliies were determinad
based on high-quality fixed income secunties that match the duration
of the expected retiree benefits The health care ¢ost trend rates repre-
sent 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 difference between the assumed rates and the
actual rates, which will not be known for decades, can be signrficant
in relation to the obligations and the annual cost recorded for these
programs Negative asset returns in 2008 due to poor market condi-
tions and low interest rates have significantly ncreased actuanal losses
for these plans At December 31, 2010, pretax net actuanal losses
and prior senice costs and (credsts) recognized in Accumulated other
comprehensive Incoms {loss) for Abbatt’s defined benefit plans and
medical and dental plans were losses of $2 9 bilion and $307 million,
respectively Actuanal losses and gains are amorhzed over the reman-
Ing service attribution penods of the employees under the comdor
method, In accordance with the rules for accounting for post-employ-
ment benefits Differences between the expacted long-term return on
plan assets and the actual annual return are amortized over a five-year
perod Note 4 1o the consolidated financial statements descnbes the
impact of a one-percentage point change in the heatth care cost trend
rate, however, there can be no certainty that a change would be
Iimited to only one percantage pomt

Valuation of intangrble Assets — Abbott has acquired and continues
o acquie significant intangible assets that Abbott records at far value
Transactions rvohving the purchase or sale of Intangible assets ocecur
with some frequency between companies in the health care field and
valuations are usually based on a discounted cash flow anatysis The
discounted cash flow model requires assumptions about the timing
and amount of future net cash flows, nsk, the cost of capital, terminal
values and market participants Each of these factors can significantly
affect the value of the intangible asset Abbott engages ndependent

valuation experts who review Abbott's cntical assumptions and
calculations for acquistions of significant intangibles  Abbott reviews
definte-Iived intangible assets for imparment each quarter using an
undiscounted net cash flows approach If the undiscounted cash flows
of an intangible asset are less than the carmmying value of an ntangible
asset, the intangible asset 1s wntten down to its far value, which ts
usually the discounted cash flow amount Where cash flows cannot
be dentrfied for an individual asset, the review is applied at the lowest
group level for which ¢ash flows are identrfiable Goodwill and indefi-
nite-lived intangible assets, which relate 1o n-process research and
development acquired in a business combination, are reviewed for
impairment annually or when an event that could rasult in an impar-
ment occurs At December 31, 2010, goodwill and imangiblss
amounted to $15 9 hillion and $12 2 billon, respectively, and amortiza-
tion expense for mtangble assets amounted to $1 4 billen in 2010
There were no impaiments of goodwill in 2010, 2008 or 2008

Litigation — Abbott accounts for Itigation losses In accordance with
FASB Accounting Standards Codfication No 450, “Contingancies
Under ASC No 450, loss contingency provisions are recorded for
probable losses at management’s best estmate of a loss, or when a
best estimate cannot be made, a minmum loss contingency amount
15 recorded These estmates are often intally developed substantially
earlier than the uttimate loss s known, and the estimates ara refined
each accounting penod as additiona! iInformation becomes known
Accordingly, Abbott 1s often intially unable to develop a best estimate
of loss, and therefore the minimum amount, which could be zero,

15 recorded As information becomes known, either the minimum loss
amount 15 Increased, resutting in additional loss provisions, or a bast
estimate can be made, also resutting In additional loss provisions
Cecasionally, & best eshmate amount s changed to a lower amount
whan events result in an expectation of a more favorable outcome than
previously expected Abbott estimates the range of possible loss to be
from approximately $75 million to $115 milion for its legal proceedings
and envronmental exposures Researves of approxmately $95 million
have been recorded at Decembaer 31, 2010 for these proceedings and
exposures These reserves represant management's best estmate of
probabie koss, as defined by FASB ASC No 450, “Contingencias "

Stock Compensation — Abbott records the fair value of stock

options In its results of operations  Since there 1s no market for trading
employee stock options, management must use a far value method
There is no certanty that the results of a far value method would be the
value al which employee stock options would be traded for cash Fair
value methods require management to make several assumptions, the
most significant of which are the selection of & farr value model, stack
price volatilty and the average Iife of an option Abbott has readily
avallable grant-by-grant histoncal actwity for several years in its option
admirustrabion system that ¢t uses in developing some of its assump-
tions Abbott uses the Black-Scholes mode! to value stock options
Abbatt uses both tustoncal volatity of s stock pnce and the impled
volatility of traded options to develop the wolatiity assumptions Abbott
uses the hustoncal grant actmty, combined with expectations atbout
future exercise actaty, to develop the average Ife assumptions Abbott
has also used the histoncal grant data to evaluate whether certain
holders of stock options exercised ther cptions differentty than other
helders and has not found any diffsrentiating pattern among halders
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Resuits of Operations
Sales

The following table details the components of sales growth by
raportable segment for the last three years

Total % Components of Change %
Change Price Volume  Exchange
Total Net Sales
2010vs 2009 143 o1 132 12
2009 vs 2008 42 on 83 Mo
2008 vs 2007 139 14 93 32
Total U S
2010vs 2009 68 o7 61 -
2009 vs 2008 o4 ©3) o7 —
2008 vs 2007 101 34 87 -
Tota International
2010vs 2009 207 [(oX:)] 193 22
2009 vs 2008 77 02 151 78
2008 vs 2007 178 ©5) 120 63

Pharmacettical Products Segment

2010 vs 2009 207 02 195 10
2009 vs 2008 43 o1 30 “2)
2008 vs 2007 142 19 g1 32
Nutntional Products Segment

2010 vs 2009 a7 17 12 18
2009 vs 2008 73 15 86 e
2008 vs 2007 122 34 69 19

Diagnostic Products Segrment

2010 vs 2009 60 01 43 16
2009 vs 2008 01 14 a7 50
2008 vs 2007 132 13 68 51
Vascular Products Segment

2010vs 2009 186 47 223 10
2009 vs 2008 201 29 260 830)
2008 vs 2007 347 {4 6} 358 35

Worldwide sales growth in 2010 reflects the acquistion of Solvay's
pharmaceuticals business on February 15, 2010, unit growth and the
positve effect of the relatively weaker U S dollar Worldwide sales
growth in 2009 reflects urut growth and the acquistion of Advanced
Medical Optics, Inc on February 25, 2009, partially offset by the
negative effect of the relatively stronger U S dollar Woridwide, U S
and Phamaceutical Products segment sales also reflect decreased
sales of Depakote due to genenc competition n 2009 Excluding

U S Depakote salss, worldwide sales increased 7 7 percent, U S
sales increased 7 6 percant and Pharmaceutical Products segment
sales ncreased 4 3 percent from 2008 to 2009 Woridwide 2008
sales growth raflects unt growth and the positive effect of the
relatvely weaker U S dlollar
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A companson of significant product group sales i1s as follows
Percent changes are versus the prior year and ama based on
unrounded numbers

Percent Percent Percent
(doliars i mithans) 2010 Change 2008 Change 2008 Change
Phammaceuticals —
US Specialty $4,696 (2) $4,678 (10} #5211 20
U'S Pnmary Care 3,010 {1) 3043 2) 3102 (1}
International
Pharmaceuticals 8,287 5 7861 6 7,399 23
Nutntionals =—
US Pedatnc
Nutntionals 1208 ) 1,308 3 1,268 3
International
Pediatnc Nutntionals 1676 9 1,643 12 1374 26
U S Adult Nutntionals 1,345 6 1,269 9 1,962 8
Internationa!
Adult Nutrtionals 1,268 15 1108 3 1,070 13
Diagnostics —
Immunochermistry 2904 a4 2,798 (2) 28543 13

Decreased sales of Depakote dus to genenc competition impacted

U S Specialty product sales in 2010, 2009 and 2008 and lower sales
of Zempiar, Kaletra and Lupron affected U S Specialty product sales
In 2010 These were partially offset by increased sales of HUMIRA In
all three years and the addition of Lupron sales from the conclusion

of the TAP joint venture In Apnl 2008 which increased U S Specialty
product sales n 2009 and 2008 U S sales of HUMIRA were 82 8 bil-
llon, $2 5 bidiion and $2 2 billonin 2010, 2009, and 2008, respectively,
and U S sales of Depakote were $161 million, $321 milion and

$1 3 bilion in 2010, 2009 and 2008, respectively U S Primary Care
sales were mpacted by the discontinuation of Azmacort and genenc
competition for Cardizem LA 1n 2010, by decreased sales of Synthroid
in 2009 and 2008 and by decreased sales of Omnicef and Biaxir in
2008 due to genenc competition These were partially offset in all
three years by increased sales of Naspan and in 2010 and 2008

by gher TnCor/Tripix franchise sales Increased sales volume of
HUMIRA n 2010, 2009 and 2008 favorably impacted international
Pharmaceuticals sales, partially offset by decreased sales of clanthro-
mycin International sales of HUMIRA were $3 7 billon, $3 O billion and
$2 3 billon 1n 2010, 2009 and 2008, respectively The relatively weaker
dollar increased International Pharmaceutical sales in 2010 and 2008
by 1 ¢ percent and 7 3 percent, respectively The relatively stronger

U S dollar decreased International Pharmaceutical sales in 2009 by

8 6 percent Internaticnal Pediatnc Nutritionals sales increases were
due pnmanly to volume growth in developing countries U S Pecdhatne
Nutntionals sales in 2010 were affected by the voluntary recall of
certan Similac-brand powder infant formulas in September 2010
International Adutt Nutrbonals sales and Immunochemistry sales in
2010 and 2008 were positively impacted by the effect of the relatively
wezker U S dollar and were negatively impacted in 2009 by the effect
of the relatively stronger U S doilar Abbott has penodically sold prod-
uct nghts to non-strategic products and has recorded the related
gains in net sales in accordance with Abbott's revenue recognition pol-
cies as discussed in Note 1 to the consolidated financial statements
Related net sales were approxmately $58 milion, $120 mikon and
$111 miikon in 2010, 2009 and 2008, respectwely
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The exprration of hcenses, patent protection and genenc competition
can affect the future revenues and operating income of Abbatt There
are currently no significant patent or icensa expirations in the next
three years Under a license agreement for TnCor 145 mg, genenc
competition could begin as early as March 2011 but 1s not expected
until July 2012 Under an agreement relating to Abbott's macin prod-
ucts and acquired with the Kos Pharmaceuticals acquistion, Naspan
may become subject to genenc competition In Septembear 2013

Operating Earnings

Gross profit margins were 58 3 percent of net sales in 2010,

57 1 percent n 2009 and 567 3 percent n 2008 Tha increase In the
gross profit margin in 2010 was due, in part, to improved margins n
tha pharmaceutical, vascular, diabetes and diagnostics businesses
and the favorable effect of exchange on the gross profit margin ratio
The decrease in the gross profit margin in 2009 was due, in part, to
the negatve impact from lower sales of Depakote and the unfavorable
effact of exchange on the gross profit margin ratie, partally offset
by mproved margins in the vascular and diagnostics businesses
The increase in the gross profit margin in 2008 was due, in part, to
favorable product mix and the favorable impact of foreign exchange

Inthe U S, states recenve pnce rebates from manufacturers of infant
formula under the federally subsidized Special Supplemental Nutntion
Program for Women, Infants, and Children There are also rebate pro-
grams for pharmaceutical products These rebate programs continue
to have a negative effect on the gross profit margins of the Nutritional
and Pharmaceutical Products segrents

Research and development expense was $3 724 billion in 2010,

$2 744 billon N 2009 and $2 689 billion in 2008 and represented
increases of 35 7 percent in 2010, 2 0 percent in 2009 and 7 3 per-
cent In 2008 Excluding charges related to the Solvay restructunngs
announced in September 2010, research and development expenses
In 2010 ncreased 29 4 percent This increase, exclusve of the effects
of the restructunng charges, reflects the acquisitions of Solvay's
pharmaceuticals business in February 2010 and Facet Biotech in
Aprl 2010 The increase In 2009 reflects the favorable effect of
exchange rates which reduced research and developmant expense

1n 2009 Excluding the effect of exchange, research and development
axpenses increased 3 4 percent In 2009 The increasas in 2010, 2009
and 2008 also reflect continued pipeline spending, including programs
In vascular devices, biologies, neuroscience, oncology and hepatitis C
The maonty of research and development expenditures are concen-
trated on pharmaceutical products

Selling, general and administrative expanses increased 23 4 percent

11 2010, decreased 0 4 percent in 2008 and ncreased 13 9 percent

1IN 2008 Excluding charges related to the Solvay restructunng and
integration charges, seling, general and administrative expenses in
2010 increased 18 2 percent This increase, exclusve of the effects

of the restructunng and integration charges, reflects the acquisitions
of Solvay’s pharmaceuticals business in 2010 and Advanced Medical
Optics, Inc 1n 2009 and higher provisions for tigation in 2010 The
2009 decrease reflects the favorable sffect of exchanges rates which
was offset by expenses relating to the acquistion of Advanced Medical
Optics, inc and the settlement of litgation Excluding the effects of the
charges and exchange, seling, general and administrative expenses
increased 0 9 percant In 2009 The 2008 increase reflects the
setttement of libgation retating to TaCor, which increased selling,

general and administration expenses by 3 1 percentags points

The remaining increases in selling, general and admiristrative
expenses were due pnmanty {o increased seling and marketing
suppoert for new and existing products, including continued spending
for HUMIRA and Xence V, and inflation

Conclusion of TAP Pharmaceutical Products Inc Joint Venture
and Sale of Abbott's Spine Business

On Apnt 30, 2008, Abbott and Takeda concluded ther TAP
Pharmaceutical Products Inc {TAP) jont venture, evenly spliting the
value and assets of the joint venture Abbctt exchanged its 50 percent
equity interest in TAP for the assets, habilites and employees related
to TAP's Lupron business  Subsequent to the conclusion of the jomt
vanture, TAP was mergad into two Takeda entities The exchange of I
Abbott's investment in TAP for TAP's Lupron business resulied in a
gan at closing of approximately $94 miflon The Internal Revenue
Service has 1ssued a pnvate letter ruling that the transaction qualifies
as tax-free for U S income tax purposes

Beginrng on May 1, 2008, Abbott began recording U $ Lupron net

sales and costs In 11$ operating resutts and no longer records Incoms

from the TAP jont venture TAP's sales of Lupron werg $182 milhon

for the four months ended Apnl 30, 2008 Abbott also receves

payments based on specified development, approval and commercial '
avents beng achweved with respect to products retained by Takeda

and payments from Takeda based on sales of products retained by

Takeda, which are recorded by Abbott as Other income) expense,

net when the specified event s achiaved or as the applicable sales

are made

The exchange transaction was accounted for as a sale of Abbott's
equity interest In TAP and as an acquisition of TAP's Lupron business
The sale of Abbott's equity interest In TAP rasulted in the recording of
net assets related to the Lupron business, pnmanty cash, receivables,
inventory and other assets, net of accounts payable and other accrued
labilties, offset by a credit to Abbott’s investment in TAP in the amount
of approximately $280 midion

For the acquired Lupron business, Abbott recorded intangible assets,
primarilly Lupron product nghts, of approximately $700 milion,
goodwill of approximatety $350 milion and deferred tax habilities
related pnmanly to the intangible assets of approximately $260 milion
The intangible assets are being amortized over 15 years Abbott
agreed to remit cash to Takeda If certan research and development
events were not achieved on the development assets retained by
Takeda These amounts were recorded as a habilty at closing in the
amount of approximately $1 1 billon Related deferred tax assels of
approxmately $410 millon were also recorded Of the $1 1 bilion,
Abbott made tax-deductible payments of $36 million, $83 rmilion

and $200 millon 1n 2010, 2009 and 2008 In 2009 events occurred
resulting mn the mmamng payments not being required and the
remaining kability in the amount of $797 millon was derecognized
and recorded as mncome in Other income) expense, net

In 2008, Abbott sold fs spine business for approarmatety $360 mllion
in cash, resutting n an after-tax gain of approximately $147 milion
which 1s presented as Gain on sale of discontinued operations, net

of taxes, in the accompanying statement of ncome The operations
and financial position of the spine business are not presented as
discontinued operations because the effects would not be significant
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Restructunngs

In 2010, Abbott management approved a restrictunng plan pnmanly
related to the acquisition of Solvay's phamaceuticals business This
plan streamiines operations, Improves efficiencies and reduces costs
In certain Solvay sites and functions as well as in certain Abbott and
Solvay commercial organizations in vanous countnes Action plans
have been identified and most are expected to be implemented within
the next two years This plan will result i pretax charges of approx-
matety S810 millon to $970 million over the Iife of the plan  These
charges include employee-related costs of approximatety $650 million,
accelerated depreciation and asset wnte-downs of approximately
$105 million, and other related exit costs of up to approximately

$215 milhon, masnly related to discontinuation of certain research

and development programs and product transfers Under this plan,
Abbott recorded charges to Cost of products sold, Research and
development and Selling, general and administrative of approximately
$99 million, $152 milion and $272 mullion, respectvely Additional
charges of $12 millkon were subsequantly recorded pnmanly for
accelerated depreciation The following surmmanzes the actvity

for this restructunng

(doltars i milons)

2010 restructunng charge $523
Payments Imparments and other adjustrents (113)
Accrued balance at December 31 2010 5410

In 2010 and pnor years, Abbott management appraved plans to realign
its worldwide pharmaceutical and vascular manufactunng operations
and selectad domestc and international cormmercial and research and
development operations in order to reduce costs In 2010, 2009 and
2008, Abboit recorded charges of approximately $56 mulion, $114 mil-
lion and $36 milkon, respectively, reflecting the impaiment of
manufactunng faciies and other assets, employee severance and
other related charges Approximately $56 mullion in 2010 1s classified as
Cost of products sold and $114 million and $36 million in 2009 and
2008, respectively, are classified as Seling, general and administrative
An adddional $13 milion, $47 milkon and $81 mullion were subsequently
recorded in 2010, 2009 and 2008, respectively, relating to these
restructunngs, pnmanly for accelerated depreciation The follovang
summarnzes the actrty for these restructunngs

{dodars in mudlons)

Accrued balance at January 1 2008 $194
2008 restructunng charges 36
Payments, imparments and other adjustments {125)
Accrued batance at December 31, 2008 105
2009 restructunng charges 114
Payments, imparments and other adjusiments (74)
Accrued balance at December 31, 2009 145
2010 restructunng charges 56
Payments and other adjustments {124}
Accrued balance at December 31, 2010 $ 77

In 2008, Abbott management approved a plan to streamiine global
rmanufactunng cperations, reduce overall costs, and improve efficien-
cies In Abbott's core diagnostic business In 2008, Abbott recorded a
charge to Cost of products sold of approximatety $128 millon under
the plan Addrional charges of approximately $60 milion, $54 milion
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and $16 million were recorded in 2010, 2009 and 2008, respectively,
relating to this restructunng, pamarly for aceslerated deprecation and
product transfer costs Addibonal charges will be incurred through 2011
as a result of product re-regstration timelines required under marutac-
tunng regulations N & number of countnes and product transtion
timefines The following summanzes the actmty for this restructunng

{dofiars in mihons)

2008 restructunng charge $129
Paymenis and other adjustments {19}
Accrued balance at December 31, 2008 110
Payments and other adjustrents (12}
Accrued balance at December 31, 2008 98
Payments and other adjustments (10)
Accrued balance at December 31, 2010 $ 88

Interest expense and Interest (ncome}

In 2010, interast expense Increased dus pnmarily to increased debt
levels tn 2009 and 2008, interest expense decreased prnmarnly as a
result of lower interest rates, partally offset by increased debt levels
In 2009 related to the acquisition of Advanced Medical Optics, Inc
Interest iIncome decreased 1N 2010 due to lower investment balances,
decreased in 2009 due to lower nterast rates and increased in 2008
due to higher intarest rates

Other (Income) expense, net

Other (iIncome} expensa, net, for 2009 includes the derecognition

of a contingent lability of $797 million associated with the conclusion
of the TAP Pharmaceutical Products Inc joint ventura as discussed
above, a $287 milion gan from the settlernent reached between
Abbott and Medtronic, Inc resolving all outstanding intellectual prop-
erty liigation bhetween the two parties and income from the racording
of certain Investments at farr valua in connection with business acquisi-
tons Other (income) expenss, net, for 2010, 2009 and 2008 also
includes ongoing contractual payments from Takeda associated with
the conclusion of the TAP joint venture and a gain in 2008 on the sale
of an equity investment accounted for as an available-for-sale nvest-
ment In addition, Abbott recorded a gan of approximately $94 milion
n connection with the dissolution of the TAP joint venture in 2008

Taxes on Earmings

The income tax rates on earnings from continuing operations wera

18 0 percent n 2010, 20 1 percent In 2009 and 19 2 percent 1n 2008
As a result of the Patient Protection and Affordable Care Act and the
Health Care and Education Reconciation Act which were signed into
law n 2010, Abbott recorded a charge of approximately $60 milton in
2010 to reduce deferrad tax assets associated with retiree health care
labities related to the Medicare Part D retree drug subsidy The tax
rate in 2009 was affected by a higher tax rate applied to the derecog-
niion of a contingent liatulity assocated with the conclusion of the
TAP Pharmaceutical Products Inc joint venture and the Medtronic
intellectual property Iitigation settlement

In October 2010, Puerte Rico enacted legistation that assesses a tax
beginning 1IN 2011 on certain products manufactured m Puerto Rico
This excise tax will be recorded in Cost of products sold although the
tax 15 expected 1o be creditabls for U S mcome tax purposes

67




Abbott 2010 Annual Report

Financial Review

Research and Development Programs

Abbott currently has numerous pharmaceutical, medical and nutnhonal
products in development The significant areas of therapeutic focus
include the following

Pharmaceutical Products —

Immunology — Projects are ongoing to identify new mecharusms
with the potential to treat an array of immune-mediated dissases
Projects include early stage work in oral DMARD therapies and a
number of biologic candidates

Phase |l tnals are ongoing for additional ndications of HUMIRA includ-
ng ulcerative coliis In Japan, ankylosing spondylitis in China, padiatnc
Crohns dissase in the U S and the European Umion (EU}, uvetis in the
U S, EUand Japan, and penpheral and axal spondyloarthntis in the
US and EU Giobal regulatary applications for ulcerative colitis were
submitted in early 2011

Neuroscience/Pam — Abbott 1s focused on the development of com-
pounds that target receptors in the brain that help regulate mood,
memaory and other neurclogical functions to address conditions such
as Alzheimer's disease, schizophrenia, pan, Parkinson’s disease and
multiple sclerosis (MS) This includes three compounds directed
toward the treatment of Alzheimer's disease ABT-126 and ABT-288
ara completing Phase (I studies in earty 2011 and ABT-384 will com-
plete ts Phase Il study later n 2011 Dacizumab, a next-generation
antibody, entered Phase Il cimcal tnals for relapsing remitting MS in
the second quarter of 2010

Oncology — Abbott 1s focused on the development of targeted
treatments that inhibit tumor growth and improve response to
common cancer therapies Abbott has new molecular entties in
development for more than a dozen types of cancer ncluding

+ ABT-869, a muti-targeted kinase inhibitor, for which a Phasa il tnal
for hver cancer was initiated in 2010 and Phase It studies for other
cancer types are ongoing

» ABT-263, a Bol-2 family proten antagonist, currently in Phase |l
development for chroric lymphoid leukemia

= ABT-888, a PARP-inhibitor, 1s completing Phase |l in earty 2011

« Elotuzamab under a collaboration agreement acquired as part of
the Facet Biotech acquisition in 2010 Abbott expects to begin
Phase Il development of elotuzamab for the treatment of muitiple
myeloma with its partner in 2011

Hepatitis C — Abbott s antviral program is focused on developing
treatments for hepatite C (HCV} and includes a partnership with
Enanta Pharmaceuticals to discover protease inhibitors as well as
internal programs focused on additional viral targets In 2010, Abbott
initiated Phase |l climcal tnals to evaluate three of Abbott's HCV antwi-
ral agents, Including the Investigatonal protease inhibitar ABT-450,
part of the Enanta collaboration Polymerase mhibitors ABT-333 and
ABT-072 as well as ABT-267, a NS5A ntwbitor, are currently being
davelopad exclusively by Abbott

Women's Health — In 2010, Abbott entered into a collaboration
agreement with Neurocnne to develop and commercialize elagol,
an oral gonadotropin-releasing hormone (GnRH) antagorust, for the
traatment of endometnosis-related pan and fibroids A Phase |l study
in endometnosis was recently completed

Chronic Kidney Disease — In 2010, Abbott entered into an agreement
with Reata Pharmaceuticals for ex-U 8 nghts, excluding certaun Asian
markets, to bardoxolone, an investigational treatment for chronic
kidney disease (CKD) A Phase llb study was recently completed and
a global Phase Il tnal 1s targeted o beginn 2011

In addition, new formutations of Abbott's exrsting pharmaceutical
products, including Lupron 6-month depot and AndroGel 1 62%,

are currently under FDA review Work 1s also continuing on numerous
early-stage programs, including the biclogic acquired from Pangenetics
for chronic pain n tate 2009, a cMet antibody for cancer n partnership
with Piene Fabre SA, and other programs across all of Abbott s
therapeutic areas of focus

Vascular — Ongomg projects in the pipelne nclude

* Xence Nang, a version of Xienice V for small vessels cumently under
regulatory review Inthe U S

Xience PRIME, the next-generation drug-eluting stent (DES) based
on Xience V attnbutes Ongong clinicat inals for Xience PRIME n
the U S are evaluating a range of stent sizes, including small vessel
and long lengths

« ABSORB, a horesorbable vascular scaffold (BVS) device for the
treatment of coronary artery disease that 1s gradually resorbed into
the vessel wall In 2010 Abbott released four-year data from its
ABSORE clinical inal, which showed efficacy and safety results
consistent with the three-year data In early 2010, Abbott also -
ated the ABSOARB EXTEND clinical tnal which will enroll up to 1,000
pahents with more complex coronary artery disease In 2011 after
recenving CE Mark approval for ABSORB, Abbott announced tts
plans to nitiate a randomized, controlled chrical tnal later In 2041
to further study tha device in an expanded population n Europe
A global trial, Including the U S and other geographies, s planned
for later this year

MitraChp device for the treatment of mitral regurgitation —

In September 2010, Abbott announced additional data from the
EVEREST !l (Endovascular Vaie Edge-to Edge REparr STudy) tnal
on the safety and clinical benefits of the MrtraChp system Abbott's
MitraClp system which s on the market in Europe 1s cumently
under review for approval by the FDA,

= Coronary and endovascular core product projects, including new
coronary and endovascular gude wires, and the Herculink Efte
stent for renal indication in the U S, are at vanous stages of devel-
opment and/or undergoing regulatory approvals

Medical Optics — Abbott 1s expanding its propnetary laser plaiforms
Into new vision corection applications, including cataract surgery and is
developing new diagnostic nstruments and treatrments to improve visual
outcomes Synchrony, a next-generation mtraccular lens {IOL) designed
to mumic the eye’s naturai ability to change focus and deliver improved
wision at all distances for patients following cataract surgery, 1s currently
under FDA review Abbott is also developing new products for patents
undergoing cataract surgery, ncluding new intraocutar lenses that
address astigmatism, a new Inserbion system to faciltate micro-ncision
surgery and an ophthatrmic viscoelastic for the U § market
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Molecular Dragnostics — Numerous new molecular diagnostic
products, including oncology and infectious disease assays as well
as rmproved instrument systems, are currently under development
An assay to aid n the management of HCV-infected patients
undergoing antnaral therapy is currently under U S regulatory review
Additional assays to detect the presence of HIV virus, tuberculosss,
and CMV viral load and a test 1o detect hepatitis B drug resistance
In patients are under regulatory review for CE Mark approval

Core Laboratory Diagnostics — Abbott 1s researching dozens of
novel biomarkers focusing on areas such as diabetes, infectious
digease, and neuroscience disorders and also has saveral next
generation nstrument systems for hematology, Immunochenustry
and blood screening m development

Drabetes Care — Abbott :s developing new products for diabetes
pahents including the next ganeration Freestyle glucose monitonng
system with new features supporting the insuln-using patient This
new system is currently under regulatory review for CE Mark approval
and a filing for FDA approval 1s expected to be submitted in 2011

Nutntion — Abbott s focusing its R&D spend on six benefit platforms
that span the pediatnc, adult and performance nutntion areas
immunity, cognition, lean body mass, inflammation, metabolism and
tolerance Numerous new products that buld on advances in these
benefit platforms are currently under development and are expected
to be launched In 2011

Gwen the dversity of Abbott’s business, its intention to remain a
broad-based healthcare company and the numerous sources for
potential future growth, no ndmdual project 1s expected to be matenal
1o cash flows or results of operations Factors considered included
research and development expenses projected to be incurred for the
project {compound or device) over the next year relatve to Ahbott's
total research and development expenses as well as qualitative fac-
tors, such as marketplace perceptions and Impact of a new product
on Abbott's overall market position There were no delays in Abbott's
2010 research and development actviies that are expected 10 have
a matenal impact on operations

While the aggregate cost to complete the numerous pharmaceutical
and medical device projects currently in development 1s expected to
be matenal, the total cost to complete will depend upen Abbott's
abulity to successfully complete sach project, the rate at which each
project advances, and the ultimate timing for completion Given the
potential {or significant delays and the high rate of failure inherent in
the research and development of new phammaceutical and medical
device products and technologies, it 1s not possible 1o accurately esti-
mate the total cost to complete all projects cummently in development
However, Abbott plans to continue to manage our portiohio of projects
1o achieve research and development spend equal to approximately
9 5 percent to 10 percent of sales each year

Business Combinations, Technology Acquisitions
and Related Transactions

On January 1, 2009, Abbott adopted the provisions of SFAS No 141
revised 2007}, “Business Combinations,” as codified in FASB ASC
No 805, "Business Combinations * Under ASC No 808, acqured
In-process research and development 15 accounted for as an indefi-
nite-lived intangible asset untl approval or discontinuation rather than
as expense In addiion, acquisiion costs in connection with an
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acquisiion are expensed rather than added to the cost of an acquisi-
ton and the far value of contingent consideration at the date of an
acquisition is added to the cost of the acquisition

On September 8, 2010, Abbott acquired Piramal Healthcare Limited’s
Healthcare Solutions business, & leader in the Indian branded genernics
market, for 82 2 bilion, 1n cash, plus additional payments of $400 mil-
llon annually n 2011, 2012, 2013 and 2014 Abbott recorded a

$1 6 billion habilty for the present value of the additional payments at
the acquisition date The acquisiton was financed with current cash
The preliminary allocation of the far value of the acquisition resulted

in the recording of $2 7 hillion of deductible acquired intangible assets
and $1 0 bilion of deductible goodwill Acquired intangible assets con-
sist pnimanly of trade names, customer relationships and assoctated
nghts and will be amortized over an average of 19 years The alloca-
tion of the fair value of the acquisshon will be finalized when the
valuation is completed

In February 2010, Abbott acquied Solvay's pharmaceuticals business
{Solvay Pharmaceuticals) for approximately $6 1 billion, in cash, plus
additional payments of up to EUR 100 million per year if certain sales
milestones are met n 2011, 2012 and 2013 Conhngent consideration
of approxmately $290 rmifiion was recorded based on a prelminary
valuation The acquisition of Solvay Pharmaceuticals prowdes Abbott
with a large and complementary portfolio of pharmaceutical products
and expands Abbott’s presence In key global emerging markets
Abbott acquired controi of this business on February 15, 2010 and the
financial results of the acquired operations are included in these finan-
cial statements beginning on that date Net sales for the acquired
operations for 2010 were approximately $3 1 bilhon Pretax loss of the
acquired operabons, including acquisition, integration and restructunng
expenses, for 2010 was approxmately $395 millon The acquistion
was funded with current cash and short-term investments The prelimi-
nary allocation of the far value of the acquistion 1s shown in the table
below (in billons of doffars) The allocation of the farr value of the
acquisition will be finalized when the valuation 1s completed

Goodwill, non-deductible ga2
Acquired intangible assets non-deductible 41
Acquired in-process research and development, non-deductible 05
Acaquired net tangible assets 07
Deferred income taxes recorded at acquisition 11
Toral prefiminary allocation of falr vatue 564

Acquired intangible assets consist prmanty of product nghts for
currently marketed products and are amortized over 2 to 14 years
(average of 11 years) Acquired in-process research and development
15 aceounted for as indefinte Ived intangible assets until regulatory
approval or discontinuation The net langible assets acquired consist
pnmanly of trade accounts recevable of approximately 5675 midlion,
inventory of approximately $S390 millon, property and egupment of
approximately 725 mallion, net of assumed liabiities, pnmanly trade
accounts payable, accnued compensation and other liabilities

The following unaudsted pro forma financial Information reflects tha
consoldated results of operations of Abbott as if the acquisition of
Salvay Pharmaceuticals had taken place on January 1, 2010 and
January 1, 2009 The pro forma information includes adjustments
for amertization of intangible assets and far value adjustments to
acquisiion-date inventary as well as acquisition, mtegraton and
restructunng expsnses The pro forma financial Information s not
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necessarly indicatve of the results of operations as they would have
been had the transaction been effected on the assumed date

(in billions of dollars, except per share amounts) 2010 2009
Net sales 3358 342
Net earnings 46 52
Dxluted earnings per common shara 296 336

In March 2010, Abbott acguired STARLIMS Technologies for approx-
mately $S100 miltron, in cash, net of cash held by STARLIMS, prowiding
Abbott with leading products and expertise {o build its position in
laboratory informatics A substantial portion of the fair value of the
acqusition has been allocated to goodwill and amertizable ntangible
assets The allocation of the far value of the acquisihon will be finalized
when the valuation 15 completed

In Apnt 2010, Abbott acquired the cutstanding shares of Facet
Biotech Corporation for approximatety $430 mulkion, in cash, net of
cash held by Facet The acquisition enhances Abbott’s early- and
mid-stage pharmaceutical pipeline, including a biologic for muttiple
sclerosis and compounds that complement Abbott’s oncology
program A substantial portion of the fair value of the acquistion

has been allocated to acquired in-process research and development
that 1s accounted for as an indefinte-lived intangible asset untii regula-
tory approval or discontinuation

In February 2008, Abbott acquired the outstanding shares of
Advanced Medical Optics, Inc (AMQ) for approximately $1 4 billion in
cash, net of cash held by AMO Prior to the acquisition, Abbott held a
small Investment 1n AMO Abbott acquired AMO to take advantage of
increasing demand for vision care technologies due o population
growth and demographic shifts and AMO's premier position in its field
Abbott acquired control of this business on February 25, 2009 and the
financial rasutts of the acquired operations are included in these finan-
cial statements baginning on that date The acquisiton was financed
with long-tenm debt The allocation of the farr value of the acquisilion
1s shown in the table below

{dollars in billons)

Goodwill, non-deductible $17
Acquired ntangble assets, non-deductible 08
Acquired In-process research and development, non-deductible 02
Acquired net tangible assetls o4
Acquired debt (15
Deferred income taxes recorded at acquisition 03
Total aliocation of far value B1 4

Acquired iIntangible assets consist of established customer retation-
ships, developed technology and trade names and are amortized over
2 to 30 years {average of 15 years} Acquired in-process research and
development 1s accounted for as an indefinte-lived intangsble asset
unti regulatory approval or discontinuation The net tangible assets
acquired consist primanty of trade accounts recevable, inventory,
property and equipment and other assets, net of assumed habikties,
pnmarily trade accounts payable, accrued compensation and other
labimties In addrion, subsequent to the acquisition, Abbott repaid
substantially all of the acquired debt of AMO

In Cctober 2009, Abbott acquired 100 percent of Visiogen, Inc for
$400 million, in ¢ash, prowding Abbott with a next-generation accom-
modating intraocular lens (JOL) technology to address presbyopra for
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cataract patients The allocation of the far value of the acquisition
resulted in non-deductible acqured in-process research and develop-
ment of approximately $200 milion which s accounted for as an
indefinte-lved intangible asset until regulatory approval or discontinua-
tion, non-deductible definite-ved intangible asssts of approximately
$24 million and goodwill of approximately $200 milion

In October 2009, Abbott acquired Evalve, Inc for $320 mullon, In
cash, plus an additonal payment of $90 millions to be made upon
completion of certain regutatory milestones Abbott acquired Evalve
to obtain a presence in the growing area of non-surgical treatment
for structural heart disease Including a previous investrment in Evalve,
Abbott has acquired 100 percent of the outstanding shares of Evalve
In connection with the acquesition, the carrying amount of this invest-
ment was revalued to far value resutting in recording $28 million of
income, which 1s reported as Other (income) expense, nat The alloca-
tion of the fair value of the acquisition resutted In non-deductible
definte-lived intangible assets of approximately $140 milion, non-
deductible acquired in-process research and development of
approxamately $220 millon which 1s accounted for as an indefinite-
ived Intangible asset until regulatory approval or discontinuation,
goodwll of approximately $100 millon and deferred mcome taxes

of approximately $110 milkon Acquired intangible assets consist

of developed technology and will be amortized over 11 years

In January 2009, Abbott acquired Ibis Biosciences, Inc (Ibis) for

$175 milion, in cash, to expand Abbott’s position in molecular diag-
nostics for infectious disease Including a $40 millon investment mn Ibis
In 2008, Abbott has acquired 100 percent of the outstanding shares
of s A substantial portion of the farr value of the acquistion has
been allocated to goodwill and amortizable intangible assets, and
acquired In-process research and development which 1s accounted
for as an indefinite-lved intangible asse! untl regulatory approval or
discontinuation The investrnent in [bis in 2008 resulted 1n a chargs

to acquired in-process research and development In connection with
the acquisition, the carmying amount of this Investment was revalued to
tarr value resulting In recording $33 million of mcome, which s reparted
as Qther (income) expense, net

Except for the acquisition of Solvay Pharmaceuticals, had the above
acquisitions taken place on January 1 of the previous year, consoh-
dated net sales and income would not have been significantly different
from reported amounts

In 2010, Abbott entered into an agreemeni to acquire icensing nghts
outside the U S, excluding certain Asian markets, to a product in
development for the treatment of chronic kidney disease resulting in a
chargs to acquired n-pracess research and development of $238 mi-
lion In addition, Abbott acquired an equity interest of approximatety
$62 milion In 2011, Abbott expects to acquire an addtional equity
interas! and make milestone and other payments related to the heense
agreemant totaling approximatety $300 milion In 2010, Abbott also
entered Into an agreement to develop and commercialize a product for
the treatment of endometnosis resutting in a charge to acquired In-pro-
cess research and development of $75 millon Addrional payments of
approximately $500 mifion could be required for the achievement of
certan development, regulatory and commercial mitestones

In 2009, Abbott acquired the giobal nghts to a novel biclogic for the
treatment of chromic pain for $170 muthon, v cash, resulting in a charge
to acquired in-process research and development
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Goodwil]

At Decemnber 31, 2010, goodwill recorded as a result of business
combinations totaled $15 9 biflon Geodwill 1s reviewed for impairment
annually or when an event that could result in an enpairment occurs
The results of the last imparrment test indicated that the far value of
each reporting unit was substantially In excess of its carrying value
except for the Medical Optics unit While the farr value of the Medical
Optics business exceeds iis camying value, extended economic pres-
sure particularty in the LASIK surgery business and longer regulatory
approval timehnes for products currently under development could
result in a valuation in the future where the fair valua of the Medical
Optics unit has dechned below its carrying value, thereby tnggenng
the requirement to estimate the impled fair value of the goodwilt and
measure for iImpairment

Financtal Condition
Cash Flow

Net cash from operating actvities of continuing operations amounted
to $8 7 bilion, $7 3 bilion and $7 0 bilion in 2010, 2009 and 2008,
respectively $2 0 bilion of long-term debt to be pad in March and
May of 2011 will be funded out of operating cash flow and borrowings
Abbott funded $525 millon in 2010, $862 milkon in 2009 and

$285 million in 2008 to defined pension plans Abbott expects pension
funding for its man demestic pension plan of $200 miflon annually
Abbott expects annual cash flow from operating actmvties {o continue
to exceed Abbott's capital expenditures and cash dvidends

Debt and Capital

At December 31, 2010, Abbott's long-term debt rating was AA by
Standard & Poor's Corperation and Al by Moody's Investars Serice
Abbott has readily avalable financial resources, Including unused lines
of credtt of 36 7 billon that support commercial paper borrowing
arrangements of which a $3 0 billon facility expires n October 2012
and a $3 7 billien facilty expires in 2013 Related compensating
balances, which are subject to withdrawal by Abbott at its option,

and commitment fees are not matenal

In October 2008, the board of directors authenzed the purchase of up
to $5 billon of Abbett's common shares from time to tme  Under this
authonzation, 14 8 milhon shares were purchased in 2010 at a cost of
approximately $800 millon, 14 5 rmilion shares were purchased in 2009
at a cost of approximately $800 million and 146,400 shares were pur-
chased n 2008 at a cost of approximately $8 millon In 2008, Abbott
also purchased approximately 19 0 milkon of ts common shares at a
cost of approxmately $1 1 bilion under a pnor authanzation

{doitars in millions)
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Under a registration statement filed with the Secunties and Exchange
Commussion in February 2009, Abbott issued $3 O billion of iong-term
debt in the second quarter of 2010 that matures in 2015, 2020 and
2040 with interest rates of 2 7 percent, 4 125 percent and 5 3 percent,
respecively Proceeds from this debt were used to pay down short-
term borrowings Under the February 2009 registration staternent,
Abbott 1ssued $3 0 bilion of long-term debt in the first quarter of 2009
that matures in 2019 and 2039 with interest rates of 5 125 percent and
6 0 percent, respectively Proceeds from this debt were used to fund
the acquisition of Advanced Medical Optics, Inc and to repay debt of
Advanced Medical Optics, Ing In addition, Abbott repaid $1 bilion of
long-term notes that were due In 2008 using short-term borrowings

In connecticn with the jJudgment entered by the U S District Court

for the Eastern Distnct of Texas aganst Abbott in its Iitigation with

New York University and Centocor, Ing , Abbott executed a coltatenzed

escrow agreemeant in February 2010 with a financial msitution to

secure the jJudgment in the event that Abbott's appeal to the federal

circutt court 1s unsuccessful In overturning the district court’s decision '
Abbott has deposted approxmately $1 87 billion with the escrow
agent and considers these assets 1o be restncted The assets are
Invested in U S Treasury bills and money market funds per the terms
of the agreement

Worlking Capital

Worlang caprtal was $5 1 billon at December 31, 2010, $10 3 billion
at Decermber 31, 2009 and $5 5 billion at December 31, 2008

The decrease in working capital in 2010 was due primarily to cash
and mvestments used to acquire Solvay's pharmaceuticals business
and Pramal Healthcare Limited’s Healthcare Salutions business

The Increase 1N working capital in 2009 was due pnmarly to mcreased
levels of cash and investments and the derecognition of a contingent
liabiisty associated with the conclusion of the TAP joint venture,
partially offset by increased debt levels

Capiial Expenditures

Capnal expenditures of $1 0 bilion 1n 2010, $1 1 billien in 2009 and
$1 3 billon in 2008 were pnncipally for upgrading and expanding
manufactunng, research and development, iInvestments in information
technology and administratve support faciliies n all segments, and
for laboratory instruments placed with customers

Contractual Obligations |

The following table summanzes Abbott’s estimated contractual
obhigations as of December 31, 2010

Payment Due By Penod

2016 and
Total 2011 2012-2013 2014-2015 Theteafter
Long-terrn debt, including current maturties and future interest payments $22 549 £2,757 $2,519 $2 358 §14,915
Operating lease obligations 637 129 200 128 180
Capitalized auto lease cbligations 90 30 60 - -
Purchase commitments (a) 2737 2,668 68 1 -
Other long-tarm labilies refiected on the consolidated batance sheet —
Benefit plan obbgatons 2807 — 480 413 1914 ‘
Other 4,333 — 3,143 777 413 1
Total (b) $33,153 $5,584 $6,470 $3,677 $17,422

(a) Purchase commitments are for purchases made in the nermal course of busness 1o meet operatenal and capdal expendiure requirements.
fo) Unrecognized tax benefits 1oaling $2 5 bilhon are excluded from the tabia above as Abbott i unable 10 reasonably estimae the penod of cash settisment with the respactive taxang

authosties on such tems
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Financial Review

Contingent Obligations

Abbott has pencdically entered into agreements in the ordinary
course of business, such as assignment of product nghts, with other
companies whch has resulted in Abbott becoming secondaniy hiable
for obligations that Abbott was previously pnmarnly hable Since Abbott
no longer maintains a business relationship with the other parties,
Abbctt 1s unable to develop an estimate of the maxmum potential
amount of future payments, if any, under these obligations Based
upen past expenencs, the ikelihood of payments under these agree-
ments 1s remote In addition, Abbott penodically acquires a business
or product nghis in which Abbott agrees to pay contingent consider-
ation based on attaming certain thresholds or based on the
occurtence of certain events

Legislative Issues

In the first quarter 2010, the Patient Protection and Affordable Care
Act and the Health Care and Education Reconciliation Act {collectvely
referred 1o heretn as “health care reform legislation™) were signed into
law inthe U 8 Health care reform legislation included an increase in
the basic Medicaid rebate rate from 15 1 percent to 23 1 percent and
extended the rebate to drugs prowided through Medicaid managed
care organizations These Medicaid rebate changes will continue to
have a negative effect on the gross profit margin of the Pharmaceutical
Products segment in future quarters

Beginning in 2013, heatth care reform legislation will ehminate the
federal Income tax deduction for prescnption drug expenses of retirees
for which Abbott receves reimbursement under the Medicare Part D
retiree drug subsidy program As a result, Abbott recorded a charge of
approximatsly $60 milllon in the first quarter 2010 to reduce deferred
tax assets associated with retiree health care habilities

Performance Graph

The following graph compares the change in Abbott s cumulative total
sharsholder turn on ts common shares with the Standard & Poors
500 Index and the Standard & Poor’s 500 Health Care Index

$150

In 2011, Abbott wall begin recording the annual fee iImposed by health
care reform legislation on comparues that sell branded prescnption
drugs to specified government programs The amount of the annual
fee will be based on the ratio of certain of Abbott’s sales as compared
to the total such sales of all covered entities multiphed by a fixed dollar
amount specified in the legistation by year In 2011, additional rebates
will be Incurred related to the Medicare Part D coverage gap “donut
hole ™ Begnning »n 2013, Abbott will record the 2 3 percent excise

tax imposed by health care reforrn legislation on the sale of certain
medical devices nthe U S

Abbotts pnmary markets are highly compaetitive and subject to sub-
stantial government regulations throughout the world Abbott expects
debate to continue over the avalability, rmethad of delivery, and pay-
ment for health care products and services It 18 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 containad i itern 1, Business, and ltem
1A, Risk Factors, to the Annual Report on Form 10-K

Private Secunties bitigation Beform Act of 1895 —
A Caution Concerning Forward-Looking Statements

Under the safe harbor provisions of the Private Secunties Litigation
Reform Act of 1995, Abbott cautons investors that any forward-lgok-
ing statements or projections mace by Abbott, Including those made
in this docurnent, are subject to nsks and uncertainbes that may cause
actual results to differ matenally from those projected Economic,
competitive, governmental, technological and other factors that may
affect Abbott's operations are discussed in ltem 1A, Risk Factors,

to the Annual Report on Form 10-K

———— = d

| $50
l 2005 20086 2007 2008

o

= Abbott Leboratones
2009 2010 - = S&P 500 index
B DR, ® & # 58P 500 Health Care

Assurning $100 invested on 12/31/05 with dmvdends reinvested
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Summary of Selected Financial Data
{dollars m miions, except per share data)

Abbott 2010 Annual Report

Year Ended December 31 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001

Summary of Operations

Net Sales $35,166 7 30,764 7 295276 25,914 2 224763 223378 196300 17,2803 152795 139186
Cost of products sold $14,665 2 13,200 3 126120 11,4220 98151 10641 1 88842 77742 68205 8,107 1

Research and development {a) $ 37244 27437 26881 25056 22553 182t 2 16968 16238 1,474 5 14918
Selling, general

and admirustrative $10,376 3 8,4059 84356 7,408 0 63497 5,496 1 49218 4,608 1 3,724 9 34910
Operating earnings $ 60876 56,2357 56938 45785 20422 4362 3 3,898 3 2,974 0 31519 1,498 2

Interest expense $ 5531 5197 5285 5931 4162 2414 2002 1883 2389 3073
Interest income $ (1055 (137 8) (201 2) (1368 {1238) (87 7) B11) 419 (33 5) {71 4)
Other (income), net $ (B20) {1375 5) (489 7) (347 5} (526 5) 411 3) (376 4} {559 5) (374 4) {231 3)
Eamings from continuing

operations beforg taxes $ 57128 71938 58563 44693 6 22764 46199 41256 33872 3,321 0 1,493 6

Taxes on earnings from

continuing eperations $ 10867 1,447 9 11221 8633 5596 12479 9458 8824 7740 2159
Earnings from

continuing operatons % 46262 57458 4,734 2 3,606 3 1,716 8 3,3721 3,1758 25047 2,547 0 1277 1

Basic earnings per share

from continuing operations $ 298 37 306 234 112 217 203 160 163 082

Diluted earnings per share

from continuing cperations $ 296 369 303 231 112 218 202 159 162 o 82

Financial Position

Working captal $ 50551 10,264 4 51068 49395 (669 3) 39705 39088 26509 21196 492 4

Long-term investments § 3020 1,1329 10737 1,1253 1,2299 1340 1458 406 4 2508 647 2

Net property and squpment $ 79710 76195 7,2192 7,5181 6,946 4 6,003 1 60079 52818 58281 555815

Total assets $59462 3 524166 42,4182 39,7139 36,178 2 29,141 2 28,767 5 26,0393 235927 22,7565

Long-term debt $125235 112663 87133 9,487 8 7.0097 4,571 5 4,787 9 3,452 3 4274 G 4,335 5

Shareholders’ investment $22 476 5 228987 175187 17,823 ¢ 14,054 2 14,4153 14,325 8 13,0723 10,664 6 9,059 4

Return on shargholders'

investment from

contnuing operations % 204 284 269 27 121 235 238 226 280 159

Bock value per share $ 1453 1476 1126 1147 914 937 518 836 682 583

Cther Statistics

Gross profit margin % 583 571 573 559 56 3 524 549 550 55 4 561

Research and development

1o net sales % 106 89 91 g7 100 82 886 94 a7 107

Net cash from

operatng actnities

of contnumng operations $ 87360 72752 6,994 6 51838 52621 5,047 4 4,306 0 33852 36538 30837

Caprtal expenditures $ 11,0151 1,089 0 1,287 7 1,666 2 1337 8 1,207 5 1,291 6 1,050 1 1,1054 963 6
Cash dnwidends declared

per commeon share 3 176 160 144 130 118 110 104 098 094 034
Common shares

outstanding (in thousands) 1546084 1551168 1,552,433 1,549,910 1,537,243 1,539,235 1560024 1,564,518 1,563,068 1,554,530
Number of

common shareholders 64,413 67,461 69,733 73176 77,727 82 237 88,582 91,212 04,687 97,760
Number of employees 91 440 72,868 68 838 68 697 66,663 58,735 60,617 58,181 57,819 56 426
Sales per employee (in dollars) $384,588 422,198 428,943 377,225 337 163 373,948 324 662 297 010 264,265 246,668
Market pnce per share - high $ 5679 5739 6109 58 50 49 87 90 00 47 63 47 15 5800 57 17
Market pnce per shans - low $ 4459 4127 4575 4875 3918 37 50 3826 3375 2880 42 Q0
Market pnce per share — close § 479 5399 5337 5615 48 71 3943 46 65 46 60 40 00 5575

@ In2010, 2009 2006 2005 2004 2003 2002 and 2001 Abboli also recorded pretax charges of $313 $370 $2014 $17 $279 $100 $108 and $1 330 respectvely for acqured
-procass research and development
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Directors and Corporate Officers

Directors

Robert J Alpern, M D
Dean, Yale School of Medicine
New Haven, Conn

Roxanne S Austin
Former President and
Chief Executive Officer,
Move Networks Inc
Amencan Fork, Utah

W James Farrell
Retwred Chairnan and
Chief Executive Officer,
Hhnors Tool Works Ing
Glenvew, il

H Laurance Fuller
Retired Co-Charrman

of the Board,

BP Amocoplc

London, United Kingdom

Edward M Liddy

Partner,

Clayton, Dubiier & Rice LLC
New York, NY

Phebs N Novakowvic

Executive Vice President,
Marine Systems,

General Dynarmics Corporation
Falls Church, va

Willam A Osbaorn

Retired Chairmary and Chief
Executive Officer,

Narthern Trust Corporation
and The Northern Trust Co
Chucago, i

The Rt Hon Lord Owen, CH
Chatrrman of Europe Steel Lid
London, Umnited Kingdom

Roy S Roberts

Managing Direclor,

Reliant Equity Investors LLC
Chicago, il

Samuei C Scott [l

Retired Charman, President
and Cheet Executive Officer,
Corn Froducts International Inc
Waestchester, {if

Wiliam © Smithburg
Retired Chairman, President
and Chief Executive Officer,
The Quaker Oats Co
Chicago, i

Glenn F Tilton

Non-Executive Chairman

of the Board,

United Continental Holdings inc
Chicago, I

Miles D White

Chairman of the Board
and Chief Executive Officer,
Abbott

74

Senor Management

Miles D White*
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and Chief Executive Officer

Thomas C Freyman®
Executive Vice President,
Finance and Chief Financial Officer

Richard W Ashley*
Executive Vice President,
Corporate Development

John M Capek, PhD*
Executive Vice President,
Medical Devices
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Executive Vice Fresident,
Nutnitronal Products

Edward L Michael”
Exacutive Vica President,
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LauraJ Schumacher*
Executive Vice President,
General Counse! and Secretary

Carlos Alban”

Senior Vice Fresident,
Proprietary Fharmaceutical
Products,

Giobal Commercial Operations

Bnan J Blaser”
Senior Vice President,
Dragnostics

Dawid Forrest*
Senior Vice President,
International Nutntion

Stephen R Fussell'
Semwor Vice Prasident,
Human Resources

Robert B Hance*
Servor Vice Presidant,
Vascular

John M Leonard, M D
Senior Vice President,
Fharmaceuticals,

Research and Development

Heather L Mason*
Serwor Vice President,
Drabetes Care

James V Mazzo*
Seruor Vice President,
Abbott Medical Optics

Mary T Szela*

Senvor Vice President,

Global Strategic Marketing
and Services, Pharmaceutical
Products Group

Michael J Warmuth*
Senvor Vice President,
Established Froducts

J Scott White”
Senior Vice President,
U S Nutnition

Corporate Vice Presidents

Greg E Arnsdorft
Vice Fresident,
Point of Care Diagnostics

Michael G Beatnce, Ph D
Vice President,

Corporate Regulatory and
Quality Science

Wilham J Chase
Vice President, Licensing
and Acquisitions

Jaime Contreras
Vice President,
International Diagnostics

Thomas J Dee
Vice Prasident, Intemational
Finance Operations

Charles O Foltz
Vice President,
Vascular Products Operations

Robert B Ford
Vice President, Diabetes Care,
Commercral Operations

Robert E Funck
Vice President, Chief Ethics and
Comphance Cfficer

John F Ginascol
Vice Prasident,
Nutrition Supply Cham

Honey Lynn Goldberg

Vice President,

Assocrate General Counsel,
Corporate Transactions

Thomas A Hurwich
Vice President, intemal Audit

Cecila L Kimberhn, Ph D
Vice Praesident, Qualty,
Medical Products

Elane R Leavenworth
Vice Presiderit,
Government Affairs

Steven J Lichter
Vice President,
Estabiished Products,
Operatons

Greg W Linder”
Vice President, Controller

Santiago Luque
Vica President, Pharmaceuticals,
Latin America

Brendan McAtamney
Vice President, Established
Products, Commercial

Corlis D Murray
Vice President,
Corporate Engineenng Services

D Stafford O'Kelly
Vice President,
Molecular Diagnostics

Ramachandran Rajamanickam
Vice President, Nutntion,
Paciic, Asia and Africa

Pascale Richetta

Vice President,
Pharmaceuticals, Western
Europe and Canada

Ronald O Robison

Vice President,

Regutatory Affairs,
Pharmaceutical Products Group

Azita Saleki-Gerhardt, Ph D
Vice President,

Pharmaceuticals, Manufacturing
and Supply

John R Schilling, M D
Vice Fresident,

Sales and Marketng,
Pharmaceutical Praducts

AJ J Shoultz
Vice President, Taxes

Preston T Simons
Vice President,
Information Tachnology

Jeffrey R Stewart

Vice President,

Froprietary Pharmaceuticals,
United States

James P Sullvan, Ph D
Vice President,
Pharmaceuticals Discovery

Eugens Sun, M D
Vice President,
Pharmaceuticals
Clirical Development

John B Thomas

Vice President,
Investor Relatioris and
Public Affairs

Glenn S Wamer

Vice President,

Strategic Initialives,
Pharmaceutical Products Group

Susan M Widner
Vice Fresident,
Corporate Marketing

Gary M Winer

Vice President,
Pharmaceuticals,

Japan

Valentine Yien

Vice President, Treasurer
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Tax Informaton for Shareholders Questiofis régarding the annual mesting Visit www abbott com/citizenship to read
Abbatt is an Hiinois High Impact Business may be-directed fo the Gorporate Secretary,  APboOt's cuwrent global citizeaship report
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