Abbott Capital India Limited

Directors' Report and Financial Statements

for the Year Ended 31 December 2012

T T TARARABEG

M -;) + »4‘ S . ¢ 'LZHS 1'
0T Sy LDS 27/09/2013 #10
. g, N COMPANIES HOUSE

.~

Registration number 4166322

2/t6 /13 €S




Abbott Capital India Limited |
Directors' Report for the Year Ended 31 December 2012 ‘

The directors present their report and the financial statements for the year ended 31 December 2012

Directors of the company
The directors who held office during the year were as follows

T Freyman

C Soenderby (resigned 1 January 2013)
M Smith

S Hudson

Principal activity
The company's principal activity 1s that of a holding company There have not been any significant changes 1n
the company's principal activities in the year under review

On | July 2013, Abbott India Ltd has been requested to start the spin off of its research based pharmaceutical
business

Business review

Fair review of the business
The profit after tax for the period was £1,568,000 (2011 £5,136,000)

Principal risks and uncertainties
The company 1s at risk from foreign exchange movements on income from its substdiary and has some risk from
interest rate movements The directors do not consider these to be significant risks

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

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 Laboratories to
their enquiries have no reason to believe that a matenal uncertainty exists that may cast sigmficant doubt about
the ability of the Abbott Laberatories group te honour the letter of ongoing financial support

Directors' habilites
The company has made qualifying third party indemnity provisions for the benefit of 1ts directors which were
made during the year and remain n force at the date of this report

Disclosure of information to the auditors

Each director has taken steps that they ought to have taken as a director in order to make themselves aware of
any relevant audit information and to establish that the company auditor 1s aware of that information The
directors confirm that there 15 no relevant mformation that they know of and which they know the auditors 1s
unaware of
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Abbott Capital India Limited
Directors’ Report for the Year Ended 31 December 2012

......... continued

Reappointment of auditors
The auditors Deloitte LLP are deemed to be reappointed under section 487(2) of the Companies Act 2006

tember 2013 and signed on its behalf by
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Abbott Capital India Limited

Statement of Directors' Responsibilities

The directors are responsible for preparing the Directors' Report and the financial statements 1n 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 n 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 period In preparing
these financial statements, the directors are required to

+ select suitable accounting policies and apply them consistently,
+ make judgements and accounting estimates that are reasonable and prudent, and

+ prepare the financial statements on the going concern basis unless 1t s 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 disclose with reasonable accuracy at any time the financial position of the company
and enable them to ensure that the financial statements comply with the Companies 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 wuregularities
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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 year ended 31 December
2012, set out on pages 6 to 11 which comprise the profit and loss account, the balance sheet and related notes |
to 12 The financial reporting framework that has been applied in their preparation 1s 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, 1n 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 mn an auditor’s report and for no other purpose To the fullest
extent permuited 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 opinions we have formed

Respective responstbilities of directors and auditors

As explamed more fully in the Statement of Directors’ Responsibilities (set out on page 3), the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and far
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 (APB’s) Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaming e¢vidence about the amounts and disclosures 1n the financial statements sufficient to
give reasonable assurance that the financial statements are free from material misstatement, whether caused by
fraud or error This includes an assessment of whether the accounting policies are appropriate 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 n the Directors’ Report to identfy material
inconsistencies with the audited financial statements If we become aware of any apparent material
misstatements or inconsistencies we consider the implications for our report

Opimon on the financial statements
In our opinion the financial statements

» give a true and fair view of the state of the company's affairs as at 31 December 2012 and of its profit for the
year then ended,

+ have been properly prepared i accordance with Umited Kingdom Generally Accepted Accounting Practice,
and

» have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opmion the information given in the Directors’ Report for the financial year for which the financial
statements are prepared 15 consistent with the financial statements
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Independent Auditor's Report to the Members of
Abbott Capital India Limited

......... continued

Matters on which we are required to report by exception
We have nothing to report 1n respect of the following matters where the Companies Act 2006 requires us to
report to you 1f, in our opinion

adequate accounting records have not been kept, or returns adequate for our audit have not been received
from branches not visited by us, or

the financial statements are not in agreement with the accounting records and returns, or
certain disclosures of directors’ remuneration specified by law are not made, or

we have not recerved all the informatien and explanations we requure for our audit

%MM/L(

Richard Muschamp (Semior Statutory Auditor)
For and on behalf of Deloitte LLP,

Chartered Accountants and Statutory Auditor
London

United Kingdom

23 September 2013

Page 5




Abbott Capital India Limited
Profit and Loss Account for the
Year Ended 31 December 2012

2012 2011
Note £000 £ 000
Turnover - -
Administrative expenses (1 (13)
Other operating income - 3,115
Operating (loss)/profit (1) 3,102
Income from shares 1n group undertakings 2,033 2,456
Interest payable and similar charges 3 (454) (422)
Profit on ordinary activities before taxation 1,568 5,136
Tax on profit on ordinary activities 5 - -
Profit for the financial year 9 1,568 5,136

Turnover and operating profit derive wholly from continuing operations

The company has no recognised gains or losses for the year other than the results above

The notes on pages & to 11 form an integral part of these financial statements
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Abbott Capital India Limited
(Registration number: 4166322)
Balance Sheet at 31 December 2012

Fixed assets
Investments

Current assets
Cash at bank and n hand

Creditors Amounts falling due within one year
Net current Liabilities
Net assets

Capital and reserves

Called up share capatal
Share premium account
Other reserves

Profit and loss account

Shareholders' funds

Approved by the Board on 23 September 2013 and signed on its behalf by

Mo
M Smith
Director

The notes on pages 8 to 11 form an integral part of these financial statements
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2012 2011

Note £ 000 £ 000
6 94,623 94,623
54 40
7 (33,741) (35,295)
(33,687) (35,255)
60,936 59,368
8 . -
9 9,971 9,971
9 40,145 40,145
9 10,820 9,252
10 60,936 59,368




Abbott Capital India Limited
Notes to the Financial Statements for the Year Ended 31 December 2012

Accounting policies

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

Basis of preparation
The accounts have been prepared on the historical cost basis and have been prepared in accordance with
applicable Umted Kingdom law and accounting standards

The company 1s exempt from preparing a cash flow statement as 90% or more of the voting rights are held
within the group

Exemption from preparing group accounts

The company has taken exemption from preparing group accounts as 1t 1s included n consohidated accounts for
a larger group which are drawn up as full consolidated audited accounts which are filed at Companies House

Going concern

The directors have received a letter of ongomng financial support from the ultumate parent company The
directors, having assessed the responses of the directors of the company's ultimate parent Abbott Laboratories to
their enquiries have no reason to believe that a material uncertainty exists that may cast significant doubt about
the ability of the Abbott Laboratories group to honour the letter of ongong financial support

After making enquiries, the directors have a reasonable expectation that the company has adequate resources to
continue m operational existence for the foreseeable future Thus, they continue to adopt the going concern basis
of accounting 1n preparing the annual report and accounts

Fixed asset investments
Fixed asset investments are stated at historical cost less provision for any diminution m value

Interest income
Interest income 15 due to the company from cash deposits with affiliated companies or third party banks Interest
income 15 calculated on a daily basis and accrued monthly

Taxation

UK corporation 1ax 1s provided at amounts expected 10 be paid, or recovered, using the tax rates and laws that
have been enacted or substantially enacted by the balance sheet date

Deferred tax

Deferred tax 1s recogmsed in respect of all iming differences that have originated 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 arise from the inclusion of gains and losses in tax assessments 1n periods different from those
in which they are recognised in the accounts A net deferred tax asset 1s recognised as recoverable enly when, on
the basis of available evidence, 1t can be regarded as more likely than not that there will be suitable taxable
profits from which the future reversal of the underlying timing differences can be deducted Deferred tax 15 not
discounted

Income from shares in group undertakings

Dividend income from subsidiary companies 1s recognised on the date the directors of the subsidiary declare the
dividend
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Abbott Capital India Limited
Notes to the Financial Statements for the Year Ended 31 December 2012

cseneess CORtIRUEd

2  Auditor's remuneration

2012 2011

£000 £ 000
Audit of the financial statements 5 5

3 Interest payable and sinmlar charges

2012 2011

£ 000 £000
Interest on loans from group undertakings 454 422
454 422

4 Staff costs

During the current and pror year all the directors were paid by other affiliates within the Abbott Laboratories
group of companies They received no emoluments from the company The comapny has no other employees

5 Taxation

Tax on profit on ordinary activities

2012 2011
£000 £ 000
Total current tax - -
Factors affecting current tax charge for the year
Tax on profit on ordinary activities for the year 1s lower than (2011 - lower than) the standard rate of
corporation tax 1n the UK of 24 5% (2011 - 26 5%)
The differences are reconciled below
2012 2011
£000 £000
Profit on ordinary activities before taxation 1,568 5,136
Corporation tax at standard rate 384 1,361
Dividend income not subject to UK corporation tax (498) (560)
Group relief surrendered to other group companies 114 24
Exempt capital gain on substantial share holding disposal - (825)

Total current tax - -
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Abbott Capital India Limited

Notes to the Financial Statements for the Year Ended 31 December 2012

...... ... cOntinued

6 lnvestments held as fixed assets

Shares in group undertakings and participating interests

Subsidiary
undertakings Total
£ 000 £ 000
Cost
At | January 2012 94,623 94,623
At 31 December 2012 94,623 94,623
Net book value
At 31 December 2012 94,623 94,623
Details of undertakings
The company has investments n the following subsidiaries
Country of Principal
Incorporation Activity Share class Holding
Abbott India Limited India Healthcare Ordinary 50 44%
The company has the following other investments
Country of Principal
Incorporation Activity Share class Holding
Abbott Truecare Pharma Pvt Limited India Healthcare Ordmnary 1 00%

On 7 September 2011 the amalgamation of Solvay Pharma India Limited with Abbott India Limited was

complete

7 Creditors: Amounts falling due within one year

2012 2on

£000 £ 000
Amounts owed 10 group undertakings 33,728 35,282
Accruals 13 13
33,741 35,295

8 Share capital

Allotted, called up and fulty pad
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2 Ordinary shares of £1 each

9 Reserves

At 1 January 2012

Profit for the year

At 31 December 2012

Abbott Capital India Limited
Notes to the Financial Statements for the Year Ended 31 December 2012

caeensens CORLENUED

31 December

31 December

10 Reconciliation of movement 1n shareholders' funds

Profit attributable to the members of the company

Net addition to shareholders' funds
Shareholders' funds at 1 January
Shareholders’ funds at 31 December

11 Related party transactions

2012 2011
£000 £000
Share
premium Other Profit and
account reserves loss account Total
£ 000 £ 000 £ 000 £ 000
9,971 40,145 9,252 59,368
. - 1,568 1,568
9,971 40,145 10,820 60,936
2012 2011
£ 000 £ 000
1,568 5,136
1,568 5,136
59,368 54,232
60,936 59,368

The company has taken advantage of the exemption mn FRS8 "Related Party Disclosures” from disclosing
transactions with other members of the group

12 Control

The company 1s controlled by the immediate parent company Abbott Asia Investments Limited The smallest
and largest group mto which the results of Abbott Capital India Limited are consolidated 1s the ultimate parent
company Abbott Laboratories, incorporated in the State of Ilhnois, USA The consolidated accounts are
available to the public and may be obtained from Abbott Laboratories, 100 Abbott Park Road, Abbott Park,

IL60064-6400, USA
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Abbott 2012 Annual Report
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Consolidated Statement of Earnings
{dodizrs and shaves in thousands axcop! per sharo data)

Abbott 2012 Annual Report

Year Ended Decamber 31 2012 201 2010
Net Sales $39,873,910 $38,851,259 $35,168,721
Cost of products sold 15,119,718 15,540,580 14,665,192
Research and development 4,322,182 4,129,414 3,724,424
Acqulred in-process and collaborations research and davelopment 288,000 672,500 313,200
Selling, general and administrative 12,059,495 12,756,817 10,376,324
Total Operating Cost and Expenses 31,789,395 33,099,311 29,079,140
Operating Earnings 8,084,515 5,751,948 6,087,581
Interest expense 592,403 530,141 553,135
Interest fincome) {79,225) {85,196) (105,453)
Net loss on extinguishment of dabt 1,350,973 - -
Nat foreign exchange (gain} loss (8.044) (50,271} {10,924)
Other incoma) expense, net (34,206} 158,632 (62,011)
Earmngs Before Taxes 6,262,614 5,198,642 5,712,834
Taxes on Earnings 299,694 470,183 1,086,662
Net Earnings $ 5,962,920 $ 4,728,449 $ 4,626,172
Basic Earnings Per Common Share % 376 3 303 $ 298
Diuted Earmings Per Common Share 8 372 $ 301 $ 296
Avarage Number of Common Shares Outstanding Used for Basic

Earnings Per Common Share 1,575,378 1,557,643 1,546,400
Dilutive Common Stock Options and Awards 16,460 9,746 9,622
Average Number of Common Shares Qutstanding

Plus Diutve Common Stock Options and Awards 1,501,838 1,567,389 1,556,022
Qutstanding Common Stock Options Having No Dilutive Effect 1,166 26,789 29,403

The accompanytng notes to consolidated financial statements are an Integral part of this statement
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Abbott 2012 Annual Report

Consolidated Statement of Comprehensive Income
{doars in thousands)

Year Ended Dacamber 31 2012 2011 2010

Net Eamnings $5,962,920 $4,728,449 $ 4,626,172

Forelgn cummency translation {loss} adjustments (6,826} (817,539 (2,290,256)
Net actuanal fosses) and prior service cost and credits and amortization of

net actuanal losses and pror service cost and credits,

net of laxes of ${276,076) in 2012, ${391,528) n 2011 and ${70,389) in 2010 (864,935) (510,444) (59,447)
Unmealzed (losses) gains on marketable equity securities,

net of taxes of ${4,079) m 2012, $8,338 in 2011 and $81 1n 2010 {7.066) 14,442 106
Net adusiments for denvatve instruments designated as cash fiow hedges,

net of taxes of $(29,417) n 2012, $19,857 in 2011 and $20,567 in 2010 {117,666} 83,202 128,677

Other Comprehensive (foss) {996,493) (1,230,339) (2,220,920)
Compmhenswve Income $4,066,427 $ 3,498,110 $ 2,405,252

Supplemental Accumulated Other Cornprehensive Income Information,

net of tax as of December 31

Cumulative foreign currency translation loss (gain} adustments $ 79353 $ 72527 $ {745,012)
Net actuanal losses and prior service cost and credits 3,595,564 2,730,619 2,220,175
Cumulative unrealized {gains) on markelable equity secunties {31,363) (38,429) {23.987)
Cumulative {gains} on denvative instruments designated as cash flow hedges {49.866) {167,532) {84,330)

The accompanying notes to consolidated financial staterments are an integral part of this staterment
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Consolidated Statement of Cash Flows
{colars o thoussands)

Abbott 2012 Annual Report

Year Ended Decembar 31 2012 2011 2010
Cash Flow From {Used in) Operating Activites

Net earnings $ 5,962,920 $4,728,448 % 4,626,172
Adustments to reconcile earnings to net cash from operating actavties -—

Depreciation 1,363,673 1,385,371 1,207,450
Amorteation of intangible assets 1,419,534 1,648,523 1,416,855
Share-based compensation 433,114 382,602 387,183
Acquired In-process and collaborations research and development 288,000 672,500 313,200
Investing and financing (galns} losses, net 356,020 141,565 126,337
Net loss on extinguishment of debt 1,350,973 - —
Trade recewvables 35,286 {670,152) {394,665)
Inventones {417,053) {129.621) 139,857
Prepard expenses and other assets {35,298) 413,266 553,145
Trade accounts payable and other labiliies (134,209) 1,789,652 572,533
Income taxes {1,309,269) (1,402,078) {212,086)
Net Cash From Cperating Actmvties 9,314,401 8,970,077 8,735,981
Cash Flow From (Used in) Investing Actrities

Acquisitons of businesses and technologies, net of cash acquired (1,227,473) 672,500} (9,433,243)
Acquisltions of property and equipment (1,795,289) {1,491,500) (1,015,075)
Purchases of nvestment securities (11,997,654) {5,109,987) (805,932)
Proceeds from sales of investment secunties 8,936,406 5,648,720 954,361
Release of {daposit of} restncted funds - 1,870,000 {1,870,000}
Other 2,722 16,099 (18,426)
Net Cash (Used 1n) From Investing Actimities {6,081,288) 260,832 {12,188,315)
Cash Flow From (Used In) Financing Actvities

Proceads from issuance of (repayments of) short-term debt and other 783,868 (1,964,685) {203,854)
Proceeds from issuance of long-lerm debt and debt with matunties over 3 months 14,700,000 1,000,000 4,000,000
Repayments of long-term debt and debt with maturiies ovar 3 months {11,071,178} (3,012,426} (1,673,988}
Purchases of common shares (2,364,240) (77,0070 (866,825)
Proceeds from stock aplions exerasad, including income tax benefit 1,850,454 968,759 328,411
Dwvidends pad {3,182,811) (2,938,096) {2,671,475)
Met Cash From {Used in) Financing Actmlies 716,003 {6,023,455) {1,087,741)
Effect of exchange rate changaes on cash and cash equnvalents 40,137 {43,005) (620,893}
Net! Increase (Decrease) in Cash and Cash Equivalents 3,980,343 3,164,449 (5,160,968)
Cash and Cash Equivalents, Beginning of Year 6,812,820 3,648,371 8,809,339
Cash and Cash Equvalents, End of Year $ 10,802,163 $6,812,820 $ 3,648,371
Supplemental Cash Flow Information

Income laxes paid $ 1,366,581 $ 1,781,602 $ 809,710
Interast paid 575,895 544,559 580,168

The accompanying notes to consolidated financial statements are an integral part of this statement
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Abbott 2012 Annual Report

Consohdated Balance Sheet

{dokars in thousands)
Doacember 31 2012 2011 2010
Assets
Curreni Assets
Cash and cash equivalents $10,802,163 $ 6,812,820 $ 3,648,371
Investments, pnmanly bank time deposits and U S treasury bills 4,371,821 1,284,539 1,803,079
Restricted funds, pnmanly U S treasury bills - — 1,872,490
Trade recevables, less alowances of —
2012 $405,921, 2011 $420,579, 2010 $388,564 7,612,860 7,683,920 7,184,034
Inventones
Finished products 2,345,455 2,220,527 2,058,735
Work in process 628,874 432,358 383,580
Materials 817,984 631,364 746,419
Total inventones 3,792,313 3.284,249 3,188,734
Deferred income taxes 2,986,216 2,700,540 3,076,051
Other prepaid expensas and recevables 1,757,210 2,002,706 1,544,770
Total Current Assets 31,322,583 23,768,774 22,317,629
Investments 273,595 378,225 302,049
Property and Equipment, at Cost
tand 604,462 633,917 648,988
Buldings 4,259,240 4,467,387 4,334,236
Equipment 13,110,833 12,216,388 11,813,618
Construction in prograss 954,352 £98,873 577,460
18,928,887 18,016,565 17,374,302
Less accumulated depreciation and amortization 10,865,840 10,142,610 9,403,346
Net Property and Equipment 8,083,047 7,873,855 7,970,956
Intangible Assets, nel of amartization 8,588,285 0,989,636 12,151,628
Goodwill 15,774,127 15,705,380 15,830,077
Deferred Income Taxes and Other Agsels 3,213,307 2,560,923 1,901,613
$67,234,944 $60,276,893 $60,573,852
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Consohdated Balance Sheet

Abbott 2012 Annua! Report

{dokars n thousands)

December 31 2012 2011 2010

Liabiihas and Shareholders' Investment

Current Liabilities

Short-term bomowings $ 2,081,839 $ 2,347,859 $ 4,349,796

Trada accounts payable 1,796,990 1,721,127 1,535,759

Salanes, wages and commsslons 1,427,765 1,260,121 1,328,665

Other accrued hablihes 6,787,995 7,854,994 6,014,772

Dindends payable 221,340 754,284 680,749

Income taxes payable 655,424 514,947 1,307,723

Current portion of long-tarm debt 308,823 1,026,896 2,044,970

Total Current Llabiities 13,280,176 15,480,228 17,262,434

Long-term Debt 18,085,302 12,039,822 12,523,517

Post-amployment Obligations and Other Long-term Liabilities 9,056,234 8,230,698 8,022,770

Commitments and Contingencies

Sharsholders’ Investment

Preferred shares, one dollar par value

Authonzed — 1,000,000 shares, none 1ssued - - -

Common shares, without par value

Authorized — 2,400,000,000 shares

Issued at stated capital amount —

Shares 2012 1,675,930,484,

2011 1,638,870,201, 2010 1,619,689,876 11,754,552 9,817,134 8,744,703

Common shares held in treasury, at cost —

Shares 2012 99,262,992,

2011 68,491,382, 2010 72,705,928 {5,590,909) (3,687,478) (3.916,823)

Earnings employed n the business 24,150,996 20,907,362 19,215,768

Accumulated other comprehenswve income (loss) (3,593,678} (2,597,185} {1,366,846)

Total Abboit Shareholders’ Invastment 26,720,961 24,439,833 22,678,802

Noncontrolling Interests in Subsidianes 92,271 86,312 88,329

Total Shareholders' Investment 26,813,232 24,526,145 22,765,131
$67,234,944 $60,276,893 $60,573,852

The accompanying notes to consoldated financiat statements are an integral part of this statement
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Abbott 2012 Annual Report

Consolidated Statement of Shareholders’ Investment
{do¥ars in thousand's excepl per share data)

Year Ended December 31 202 2011 2010
Common Shares

Beginning of Year

Shares 2012 1,638,870,201, 2011 1,619,689,876, 2010 1,612,683,987 $ 9,817,134 $ 8,744,703 $ 8,257,873
Issued under incentive stock programs

Shares 2012 37,060,283, 2011 19,180,325, 2010 7,005,889 1,853,674 954,148 316,071

Share-based compensation 434,601 382,326 388,493
Issuance of restncted stock awards (350,757) (264,043} {217,734)
End of Year

Shares 2012 1,675,930,484, 2011 1,638,870,201, 2010 1,619,689,876 $11,754,552 $ 9.817,134 $ 8,744,703

Common Shares Held in Treasury

Baginning of Year

Shares 2012 68,491,382, 2011 72,705,928, 2010 61,516,398 $(3,687,478) $(3,916,823) $(3.310,347)
Issusd under incentive stock programs

Shares 2012 6,691,748, 2011 4,638,841, 2010 4,168,200 362,764 249,876 224,237
Purchased

Shares 2012 37,463,358, 2011 424,295, 2010 15,355,730 (2,266,195) {20,531) (830,713
End of Year

Shares 2012 99,262,992, 2011 68,491,382, 2010 72,705,928 $ (65,590,809) $ (3.687,478) ${3.916,823)

Earnings Employed in the Business

Beginning of Year $20,907,362 $18,215,768 $17,342,694
Net earnings 5,862,920 4,728,449 4,626,172
Cash dividends declared on common shares

{per share — 2012 $1 67, 2011 $1 92, 2010 $1 76) (2,649,866) (3.011,631) (2,731,584)
Effect of common and treasury share transactions {69,420) {25,224) {21,514)
End of Year $24,150,996 $20,907,362 $19,215,768

Accumulated Other Comprehensive Income {Loss}

Beginning of Year $ (2,597,185) $ (1,366,846) $ 854074
Other comprahensive incomse {loss) (996,493) {1,230,339) (2,220,920)
End of Year $ (3,593,678) $ (2,597,185) $ {1,366,846)

Noncontroling Interests In Subsidiaries

Beginning of Year $ 86312 $ 88329 $ 43,102
Noncontrolling interests’ share of income,

business combinations, net of distributions and share repurchases 5,959 (2,017) 45,227
End af Year s 92,271 s 86,312 3 88,329

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

Note 1 — Summary of Sigmficant Accounting Policies

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

In October 2011, Abbott announced a plan to separate into two
publcly traded companles, one in dversifisd medical products

and the other in research-based pharmaceuticals To accomplish
the saparation, Abbott created a new company, AbbVie Inc for its
rasearch-based pharmaceuticals business which consists pnmanly
of Abbott's Propnetary Pharmaceutical Products segment On
January 1, 2013, Abbott distnbuted all of the outstanding shares of
AbbVia Inc to Abbott's sharsholders As a result of the distnbution,
AbbVie Is now an independent company trading under the symbot
“ABBV" Beginning in the first guarter of 2013, the historical results
of tha ressarch-based pharmaceuticals business will be reflected in
Abboit’s consolidated financial staternents as discontinued operations

Concentration of Risk and Guarantees — Due to the nature of ts
operalions, Abbolt is not subject to significant concentration nsks relat-
ing to customers, products or geographic locations, except that throe
U 8 wholesalers accountad for 23 percent of trade recelvables as of
Docember 31, 2012 and 2010 and 22 percent of trade recervables as
of Dacember 31, 2011 In addiion, governmental accounts n lialy,
Spain, Groecs and Portugal acoounted for 16 percent, 23 percent, and
21 percent of total net trade recenvables as of December 31, 2012,
2011, and 2010, respectively Product warranties are not significant

Abbott has no matenal exposures to off-balance sheet arrangements,
no special purpose entiies, nor actmites that mclude non-
axchange-traded contracts accounted for af far value Abbolt has
penodically entered into agreements in the ordinary course of busi-
ness, such as assignment of product nghts, with other companies
which has resulted In Abbott becoming secondanty liable for obliga-
fions that Abbott was previously pnmanly hable Since Abbolt no
longer maintains a business relationship wath the other parties, Abbott
1S unable to develop an estimate of the maxmum potantial amount of
future payments, If any, under these obligations Based upon past
experience, tha kkelihood of payments under these agreements is
remote Abbott penodically acquires a business or product nghis in
which Abbott agrees to pay contingent consideration based on attan-
ing certain thresholds or based on the occumrence of certan events

Basis of Consolidation and Change in Accounting Principle — Pnor

to January 1, 2011, the accounts of foreign subsidianies were consoli-
dated based on a fisca! year ended Novembar 30 due to the tme
needed to consolidate these subsidianes Effectve January 1, 2011,
the one month lag in the consolidation of the accounts of forexgn
subsidianes was eliminated and the year-end of forergn subsidiaries
was changed to December 31 Abbott believes that the change in
accounting pnnciple ralatad to the elmination of the one month report-
ing tag i1s preferable because it resulls in more contempaoraneous
reporting of the results of foreign subsidianes In accordance with
applicabla accounting literature, a change in subskiianes year-end 15
treated as a change n accounting pnnciple and requires retrospective
appheaton The cumulative effect of the change was an increase in
retained earnings of $289 millon as of January 1, 2009 and a come-
sponding decrease in other long-term labilties The simpact of the
change was not matenal to the resulls of operations for the previously
raported annual and intenm penods after January 1, 2009, and thus,
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those results have not been revised A charge of $137 milion was
recorded to Other {income) expense, net n 2011 to recognize the
cumulatve immatenal impacts to 2009 and 2010 Had the financial
statements been revised, net sales, oparating earnings and not eam-
mgs m 2010 would have decreased by $21 millon, $195 milkon and
$175 milion, respectivety

Use of Estimates — The financlal statements have been prepared

in accordance with generally accepted accounting pnnciples in the
United States and necessanly include amounts based on estimates
and assumptions by management Actual results could differ from
those amounts Significant estimates include amaunts for sales
rebates, incoms taxes, pension and other post-employment benefits,
valuation of intangiblo assets, litigation, dervative financlal instruments,
and nventory and accounts receivable exposures

Ravenue Recognition — Revenue from product sales Is recognized
upon passage of title and nsk of loss to customers Provislons for
discounts, rebates and sales Incentives to customers, and returns
and othar adjustments are provided for in the penod the related sales
are recorded Sales incentives to customers are not matenial Histoncal
data is readily avalable and reliable, and 15 used for estmating the
amount of the reduction in gross sales Revenue from the launch

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

ar for shipments in excess of a customer's normal requirements are
recorded when the conditions noted above are met In those situa-
tions, management records a returns reserve for such revenus, if
necessary In certain of Abbott’s businesses, primanly within diagnos-
tics and medical oplics, Abbott participates in selling arrangements
that include multipte deliverables (e g , Instruments, reagents, proce-
dures, and service agreemants) Under these armangements, Abbott
recognizes revenue upon delivery of the product or performance of the
service and allocates the revenue based on the relative selling price of
each deliverable, which 15 based primanly on vendor specific objectve
ewdence Sales of product nghts for marketabls products are
recorded as revenua upon disposition of the nghts Revenus from
Iicense of prociuct nghts, or for performance of research or seling
actwvities, is recorded over the periods earned

fncome Taxes — Deferrad income taxes are provided for the tax effect
of differences between the tax bases of assets and kablites and ther
reported amounts in the financial statements at the enacted statutory
rate to be 1n efiect whan the taxes are pald U S income taxes are
provided on those earmngs of foreign subsidianes which are intended
to be remilted to the parent company Deferred income taxes are not
provided on undistnbuted earnings remvested indefinitely i foreign
subsidianes as working capital and plant and equipment Interest and
penallies on income tax obhgatons are ncluded in 1axes on Income

Earnings Per Share — Urwested restncted stock that contain non-for-
fertable nghts to dmdends are treated as participating sscunties and are
inciuded i the computation of earnings per share under the two-class
method Under the two-class method, nel eamings are allocated
betwean commeon shares and participating secunties Net sarnings alto-
cated to common shares in 2012, 2011 and 2010 were $5 817 billion,
$4 714 bilion and $4 613 billion, respectvely

Pension and Post Employment Benefits — Abbott accrues for the
actuanally determinad cost of penston and post-employment benefits
over the service altnbution penods of the employees Abbott must
develop long-term assurmptions, the most signiicant of which are the

N
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health care cost trend rates, discount rates and the expected retum
on plan assets Differences betwean the expected long-term return on
plan assets and the actual return are amortizad over a five-year penod
Actuanal losses and gains are amortized over the remaining senica
attnbubion penods of the employeas under the comdor method

Far Value Measurements — For assets and habilities that are
measured using quoted pnces in active markets, total faw value 1s the
publshed market pnce per unit multiplied by the number of units held
without consideration of transaction costs Assets and labilties that
are measured using significant other observable inputs are valued by
referance to similar assets or habilties, adjusted for contract restnc-
tions and other terms specific to that asset or lability For these tems,
a significant portion of far value is derived by reference to quoted
pnces of simitas assets or habilites in active markets For all remaiming
assets and labiies, far valus 1s denved using a far value model, such
as a discounted cash flow model or Black-Scholes model Purchased
intangible asssts are recorded at far value The far value of sigrificant
purchased intangible assets is based on independent appraisals
Abbott uses a discounted cash flow modal to value mtangible assets
The discounted cash flow mode! requires assumptions about the
timing and amount of future net cash flows, nsk, the cost of capital,
terminal values and market participants Intangible assets, goodwill
and indefinite-lived intangible assets are reviewed for mpairment at
least on a quarterty and annua! basis, respectively

Share Based Compensation — The value of stock options and
restncted stock awards and uriis are amortized over their service
period, which could be shorter than the vesting penod f an employes
1s retirement eligible, with a charge to compensaton expense

Lhgation — Abbott accounts for Iitigation losses in accordance with
FASB ASC No 450, “Contingencies " Under ASC No 450, loss con-
tingency provisions are recorded for probable losses at management's
best estimate of a loss, or when a bast estimate cannot be made,

a minimum loss contingency amount 15 recorded Legal fess are
recorded as incurred

Cash, Cash Equwvalents and Investments — Cash equivalents consist
of bank time deposits and U S treasury bills wath onginal matunties of
three months or less Investments in marketable equity secunties and
certain investments in debt secunties are classified as available-for-sale
and are recorded at fair value with any unrealized holding gains or
losses, net of tax, included in Accumulated other comprehensive
income {loss) Investments in equity secunties that are not traded on
public stock exchanges are recorded at cost Investmants n other
debt secunties are classified as held-to-matunly, as management

has both the intent and ability to hold these secunties to matunty,

and are reported at cost, net of any unamartzed premium or discount
Income relating to these secunities 1s reported as interest Income

Abbott reviows the carming value of investments each quarter to
determine whether an other than temporary decline in market value
exists Abbott considers factors affecting the investee, factors aftecting
the industry the investee operates in and general equity market trends
Abbott considers the length of time an investment's market value has
been balow carrying value and the near-term prospects for recovery to
cammying value When Abbott determines that an other than temporary
decline has occured, the investment 1s wnitten down with a charge

1o Other (income) expense, net
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Trade Recenvable Vakiations — Accounts recenable are stated at their
net realzable value The allowance agamst gross trade recewables
reflects the best estimate of probable losses mherent in the recevables
portfolio detemmined on the basts of tustonical experience, specific
allowances for known troubled accounts and other currently avalable
information Accounts recevable are charged off after all reasonable
means ta coliect the full amount (ncluding litgation, where appropnate)
have been exhausted

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

Property and Equspment — Depreciation and amortization are
provided on a straight-line basis over the estimated useful ives of the
assels The following table shows estimated useful Ives of proparty
and equipment

Classification Estimated Uselul Lives
Buildings 10 tc 50 years {average 27 years)
Equipment 310 20 years (average 11 years)

Product Liabihity — Abbott accrues for product hability claims,

on an undiscountsd basis, when it s probable that a liability has been
mcurred and the amount of the hiability can be reasonably estimated
based on existing information The liabilities are adjusted guartery as
additional information becomes avalable Recewables for insurance
recovenes for product Yiabildy clams are recorded as assets, on an
undiscounted basis, when it is probable that a recovery will be real-
ized Product babity losses are seif-insured

Research and Development Costs — Internal research and develop-
ment costs are expensed as incurred Clinical tnal costs incurred by
third parties are expensed as the contracted work s perfermed Where
contingent milestone payments are due to third parties undar research
and development arrangemants, the milestone payment obiigations
are expansed when the milestone results are achieved

Acquired In-Process and Collaborations Research and Development
{PR&D) — The inial costs of nghts to IPR&D projects oblained in an
asset acquisition are expansed as IPR&D unless the project has an
alternative future use These costs include iImtial payments incurred
prior to regulatory approval In connection with research and develop-
ment collaboration agreements that provide rights to develop,
manufacture, marketl and/or sell pharmaceutical products The fair
value of IPR&D projects acquired in a business combination arg
capitahized and accounted for as indefinite-ived intangible assets

Note 2 — Supplemental Financial Information

{doflars i mihons)

Long term Investments 2012 2011 2010
Equity secunties 2213 317 $240
Cther 61 61 62
Total %274 $378 $302

The loss on the extinguishment of debt of $1 35 bilion relates to the
early redemption of §7 7 bilion of long-term notes  Tha loss consists
of the premium paid on the notes and the wnite off of deferred financ-
ing costs totakng $1 83 billon and was partally offset by a gan of
$479 milion related to the unwinding of interest rale swaps related to
a portion of the debt Other (ncome) expense, net, for 2012 ncludes
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income of approximately $60 milion from the resolution of a contrac-
tual agreement and a loss of approximately $62 millon for the
mmpaiment of cartan equity securiies As discussed in Note 1, Other
{income) expense, nel, for 2011 includes a charge of $137 milkon to
recognize the cumulative Immatenal impacts to 2009 and 2010 relat-
ing to the change in year end for forelgn subsidines In addition,
Cther {income) expense, ret, for 2011 includes $56 millon of far value
adjustments and accrelion in the contingent consideration related to
the acgusition of Sotvay’s pharmaceuticat business  Other (income)
expensa, net, for 2012, 2011 and 2010 also includes ongoing con-
tractual payments from Takeda assoclated with the conclusion of the
TAP joint venture

{cloliars in mithons)

Other Accrued Lablities 2012 2011 2010
Accnued rebates payable

o government agencles $1,020 $1,040 $ 900
Accrued other rebales (a) 1079 1,030 862
All other (b} 4,689 5776 4,253
Total $6 788 $7.855 $6,015

{a) Accrued wholesaler chargeback rebates of $300 $239 and $216 at Decemnber 31 2012
2011 and 2010 respectively are netted m trade recaivables because Abboil's customens
are involced at a higher catalog pnca but only remit 1 Abbott ther contract pnce for the
products The 2011 hatances hawe been revigad 10 raflect a rectassifica’ion of certam
amounts from Accrued other rebates to All other

2011 mncludes $1 509 related to a previously disclased government investigation and
$400 for sequied 1N Procass research and devetopmen: 2012 2011 and 2010 nchudes
acqusrion considaration payable of $400 rslated 10 the acquison of Pramal Healthcare
Limited's Healthcare Solulions busnass

(b

{daliars mn mitions}

Post-employment Obbgabions and

Other Long term Liabilities 2012 201 2010
Deafined benefit pension plans and

post-employment medical and

dantal plans for significant plans $4,557 $3 30t $2,425
Delerrad incorme taxas 710 703 1112
All othar {c) 3789 4227 4,488
Total $9,056 $8 231 $8 023

{c} 2012 2011 and 2010 nchudes acuesToN CONSIGaRon payabla of $386 $770 and
$1 150 respecively seta‘ed 1o the acqusron of Pramal Heal hcare Lintad's Haalthcare
Solu'ions busness

The judgment entored by the U S Distnet Court for the Eastern Distnct
of Texas against Abbott in s Eigation with New York University and
Centocor, Inc required Abbott to secure the judgment in the event that
its appeal 1o the Federal Circuit court was unsuccassful in overturning
the distnct court's decision In the first quarter of 2010, Abbott depos-
ed $1 87 bilhon with an escrow agent and considered these assets to
be restncted On February 23, 2011, the Federal Circunt reversed

the distnet court s final jJudgment and found Centocor's patent invahd
On Apnl 25, 2011 Centocor psitioned the Federal Circud to rehear
and reconsder the decision In June 2011 the Federal Crcuit denied
Centocor's petition and the restnctions on the funds were lifted
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Note 3 — Financial Instruments, Denvatives ard Fau Value
Measiures

Certaln Abboll foreign subsidiarles enter into foreign currency forward
exchange contracts to manage exposures to changes in foreign
exchange rates for anticipated Intercompany purchases by those
subsidianas whose functional currencies are not the U S dollar
These contracts, totaling $1 6 bithon at December 31, 2012 and 2011
and $1 3 bihon at December 31, 2010 are designated as cash flow
hadges of the vanability of the cash flows due to changes in forelgn
exchange rates and are recorded at falr value Accumulated gains
and losses as of December 31, 2012 will be included in Cost of
products sold at the tme the products are sold, generally through
the next twelve months The amount of hedge neffectivenass was
not significant in 2012, 2011 and 2010

Abbott enters into foreign cumency forward exchange contracts

to manage currency exposurss for foreign currency denominated
third-party frada payables and receivables, and for ntercompany
lpans and trade accounts payable whers the recaivable or payable is
denominated in a currency other than the functional currency of the
entity For intercompany loans, the contracts require Abbott to sell or
buy foreign currencies, prmenty European currencies and Japanese
yen, in exchange for pnmanly U S dollars and other European
currencies For intercompany and trade payables and receivables,
the cumrency exposures are prmarity the U S dollar, European curren-
cies and Japanese yen At December 31, 2012, 2011 and 210,
Abbott held $18 2 billion, $15 7 billion and $10 8 bilkon, respectvely,
of such foreign currency forward exchange contracts

Abbott has designated foreign denominated short-term debt as a
hedge of the net Investment in a foreign subsidiary of approximatety
$615 milhon, $680 million and $650 milion as of December 31, 2012,
2011 and 2010, respectively Accordingly, changes in the far value

of this debt due to changes in exchange rates are recordad in
Accumulated other comprehensive income {loss), net of tax

Abbott 1s a party to interest rate hedge coniracts totating $9 5 billion,
$6 8 billion and $7 3 bilion at December 31, 2012, 2011 and 2010,
raspectively, to manage its expasure to changes in the fair valua of
fixed-rate debt These contracts are designated as fair value hedges
of the vanability of the fair value of fixed-rate debt due to changes in
the long-term benchrmark interest rates Tho effect of the hedge 1s to
change a fixed-rale interest obligation to a vanable rate for that portion
of the debt Abbott records the contracts at fair value and adjusts
the carrying amount of the fixed-rate debt by an offsetting amount
No hedge neffectiveness was recorded in income in 2012, 2011 and
2010 for these hedges

Gross unregized holding gains on available for-sale equity secunties
totaled $51 mullion, $64 milion and $40 millon at Decembar 31, 2012,
2011 and 2010, respectively
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The folowing table summanzes the amounts and location of certain
darvatve financial instruments as of December 31

{dollars n milkons) Fair Value — Assels Falr Value — Liablities
2012 2011 2010 Balance Sheset Caption 2012 2011 2010 Balance Shest Caption
Interest rate swaps designated $185 $598 $138 Defered Income $ 80 5 — $ 36 Post-employment
as far value hedges taxes and other assets obligations and othear
long term kabilites
Foreign cumency forward
axchange contracts —
Hadging Instruments 22 15 16 Cther prepald 11 2 10 Other accruad
Others not designated as hedges a8 65 109 expenses and recelvables 135 179 120 labilities
Debt designated as a hadge of net - — — na 615 680 850 Short-term borrowings

Investment In a foreign subsidiary

$305 5878 $263

841 3861 £816

The following 1able summanzes the actwity for foreign currency and the amounts and location of Income {expense) and gain loss)
forward exchange contracts designated as cash flow hedges, debt reclassiied into income and for certain other denvative financial
designated as a hedge of net invastment in a foreign subsidiary nstrumants The amount of hedge Ineffectiveness was not sigrificant

in 2012, 2011 and 2010 for these hedges

Gain (loss) Recognized in Other

Income {expense) and Gain (loss}

(dokars n multons) Comprehensive Income (loss) Reclassified mto Income
2012 2011 2010 2012 2011 2010 Income Statement Gaption
Forelgn currency forward exchanga $ 2 3 65 $170 $13s ${26) % 63 Cost of products sold
contracts designated as cash flow hedges
Debt designated as & hedge of 85 (30) (75) - - - na
nat investment in a foreign subsidiary
interest rate swaps designated as fair valua hedgas n/a na n'a 62 488 248 Interest expense
Foreign currency forward exchange na na na 108 {11} 155 Neat foraign exchangs
confracls not designated as hedges [Dain} koss
The interest ratle swaps are designated as far value hedges of the Ths carrying values and far values of certamn financial Instruments as
variabilty of the far value of fixed-rate debt due to changes in the of December 31 are shown n the table below The carrying values of
long-term benchmark interest rates The hedged debt I1s marked all other financial Instruments approximate their estimated fair values
o market, offsstting the effact of marking the interest rate swaps The counterparties to financial Instruments consist of select major
to market intarnational financial institutions Abbott does not expect any losses
from nonperformance by these counterparties
{doliars m miflions) 2012 2011 2010
Carrying Fair Camyng Falr Canying Falr
Value Value Value Value Value Value
Long term Investment Secunties
Equity securitios % 213 & 213 % 37 $ a7 $ 240 8 240
Other 61 56 61 42 62 43
Total Leng term Debt (18,394) (19,588) {13,067) {15,129} (14,568) (15 723)
Foresgn Currency Forward Exchange Coniracts
Recenable position 120 120 280 280 125 125
(Payable) postion (146) {1486) (81 (181 {130 (130)
Interest Rate Hedge Contracts
Recervable position 185 185 598 598 146 148
{(Payabie} positon (80 (80} - - (386) (36)
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The following table summanzes the bases used to measure
certaln asssts and liabiihies at falr value on a recurming basis
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in the balance sheset
{dofars m miions} Basis of Fair Value Measurement

Outstanding Quoted Prices in Signlficant Other Significant
December 31, 2012 Balancas Activa Markets Observabla Inputs Unobsearvable Inputs
Equity secunties & 76 $76 5 - $ -
Interest rate swap financial instruments. 185 - 185 -
Foreign currency forward exchanga contracts 120 — 120 -
Total Assets $ 381 $76 $ 306 $ —
Fair value of hedged long-term debt $ 8,832 §— $9,632 $ -
Interest rate swap financial instruments 80 - 80 -
Forekm currency forward exchange contracts 148 —_ 146 -
Contingent consideration related to business combinations 323 — — 323
Total Liabities $10,181 $— $9,858 323
December 31, 2011
Equaty securities $ a3 $93 3 - $ -
Interest rate swap financial instruments 5908 - 598 -
Forelgn currency forward exchange conltracts 280 — 280 -
Total Azsets 3 on $93 $ 878 g —
Falr value of hedged long-term debt $ 7,427 $— §7 427 $ —
Foreign cummency forward exchange contracts 181 - 181 -
Contngent consideration related 10 business combinations 423 - - 423
Total Liabilties $ 8,031 $— 57,608 $423
December 31, 2010
Equity secunties $ 75 $75 $ - $ -
Interest rate swap fnancial instruments 148 — 146 -
Foreign cumency forward exchangs contracts 126 — 125 -
Total Assets S 348 875 $ 271 $ -
Falr value of hedged long-term debt § 7,444 $— $7.444 $ —
Interest rate swap financlal instruments. 36 - as -
Forelgn currency forward exchange contracts 130 - 130 —
Contingant consideration related 1o business combinations 365 - - 365
Total Liabibties $ 7975 $— $7.610 $365

The far value of the debt was determined based on the face value

of the debt adjusted for the fawr value of the interest rate swaps, which
15 based on a discounted cash flow analysis The fair value of the
contingent consideration was determined based on an mdependent
appraisal adjusted for the tume value of money, exchange and other

changes in far value
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Note 4 — Post-Employment Benefits

Retirement plans consist of defined benefit, defined contnbution and medical and dental plans Infarmation for Abbolt's major defined benefit plans

and post-employment medical and dental benefit plans is as follows

{datars n milions) Defined Benefit Plans Madical and Dental Plans

2012 2011 2010 2012 2011 2010
Projectsd benefit cbligations, January 1 $ 5963 $ 8 606 $6852 $ 1,657 $18673 $1,705
Service cost — benefits sarnad during the year 376 332 288 61 65 80
Intarest cost on projected benefit obligations 447 446 421 81 88 101
Lossas (gains), primarily changes In discount rates, plan deslgn changes,
law changes and differences between actual and estmated health care ¢costs 1,412 608 585 148 {104) {153)
Benefits paid (302} (294) (289) 63) {82) 74)
Acquisiiion of Solvay'’s pharmaceuticals busingss - - 1,045 — — 28
Seltlement - (776) - - — -
Othar, pimarily forelgn currency translation 108 a4 (2786) 5 7 [}
Projected bengfit obligations, December 31 $11,004 $ B8 063 § 8606 51889 51,857 $1,673
Plans assets at fair value, January 1 $ 6,961 $7.451 $5.812 $ 339 $ 388 § 3M
Actual return on plans’ assets 878 29 782 48 5 56
Company contributions 379 394 525 40 40 74
Benefits paki (302) (294} (289) (B0) (52) {74)
Acquisition of Solvay's pharmacsuticals business - - 763 — et —
Settiement - 776) - - - -
Other primarily foreign currency translation 32 157 {142} - - -
Plans' assets al fair value December 31 $ 7,949 $ 6061 87,451 s 417 $ 389 $ 396
Projected benefit obligations
greator than plans assets, December 31 $ {3055} $(2 002) ${1 155) $(1,472) $(1,268) $1.277)
Long tenm assats $ 69 £ 86 $ o7 $ - £ - s -
Short term kabiliies {39) {35) {34) - - -
Long term kabiibes (3.085) {2,033) {1.148) {1.472) {1,268) {1277
Net habiity $ (3.0655) ${2,002) $(1,155) $(1 472) {1 268) 3(1277)
Amounts Recognized in Accumulated Other Comprehensive Income {oss}
Actuarig lossas, nat $ 4,742 $3.822 2,878 $ ™ $ 6801 $ 713
Prior service cost {credits) 7 25 30 322y {364) (406)
Total $ 4813 $3.847 $ 2,908 $ 379 8 237 $ 307

The projected benefit obligations for non-U § defined benefit plans was
$3 1 bilion, $2 3 bilion and $3 0 billon at December 31, 2012, 2011
and 2010, raspectively The accumulated benefit ablgations for all
defined benefit plans was $9 4 bllion, $7 7 bilkon and $7 5 bilion at
Decamber 31, 2012, 2011 and 2010, respectvely For plans where the
accumulated benefit obligations exceeded plan assets al December 31,
2012, 2011 and 2010, the aggregate accumulated banefil obligations
ware $7 9 bilion, $6 7 bilon and $2 0 billion, respectively, the projected
benefil obligations wers $9 3 billon, $7 9 billion and $2 2 billon, respec-
tvely, and the aggregate plan assets were $6 2 bilon, $5 8 billion and
$1 1 bilion, respectvely

In connaction with the separation of AbbVie from Abbott on January 1,
2013, Abbott will transfer certain liabilibes and assets of both defined

benefit pension plans and medical and dental plans The estimated
amount of the accumulated benelit obligations, projected benefit
obligations, far vatue of assels and deferred gans and losses to be
assumed by AbbVie are $3 9 billon, $4 5 bihon, $3 1 bilkon and

$1 9 bdlion, respectively, for definad benelit plans The estimated
amount of the accumulated benefit obligations and deferred gans and
lossas to be assumed by AbbVie are $501 million and $114 mmillion,
respectvaly, for medical and dental plans

Dunng 2011, 5776 million of assets and habilities of a ptan sponsored
by Abbott Healthcare BY, a Dutch subsiciary of Abboti Laboratones,
wera irrevocably transferred to a Dutch insurance company n full
sottlement of that plan The assets were used to purchase an annuity
contract to fulfill the plan's obligations

(dfollars it miftons) Defined Benefil Plans Madical and Dental Plans

2012 2011 2010 2012 2011 2010
Serwce cost — benefits earned during the year $376 $3az S 283 s 81 g 65 5 60
Interes! cost on proected bensfit obligations 447 445 421 81 as 101
Expeciod miurn on plans’ assets 611) 608} (671} {33) (34) 3N
Settloment — 40 — — - —
Amortization of actuanal losses 235 163 136 34 38 a8
Amortizalion of prior semce cost (credis) 4 4 4 {42) {42) {22)
Total cost $ 451 $377 5278 5101 $105 $146
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Cther comprehensive income (loss) for 2012 includes amortization of
actuanal losses and prior service cost of $235 miion and $4 million,
respactively, and nat actuanal losses of $1 2 billion for defined benefit
plans and amortization of actuanal losses and prior service credils of
$34 miion and $42 million, respectvely, and net actuanal losses of
$134 milllon for medical and dental plans Other comprehensive income
{loss) for 2011 includes amortzation of actuarial kisses and pnor service
cost of $163 milhon and $4 million, respectively, and net actuanal losses
of $1 1 billon for defined benefit plans and amortization of actuanal
iosses and pnor serice credits of $38 milion and $42 milion, respec-
tvaly, and net actuanal gains of $66 milion for medical and dental plans
Other comprehensive income {loss} for 2010 includes amortization of
actuarial losses and pnor senace cost of $136 millon and $4 million,
respectively, and net actuarial losses of $305 mullion for defined benafit
plans and amortization of actuanal losses and pnor service credits of
$38 milion and $22 million, respectively, and net actuanal gains of
$177 milion for medical and dental plans The pretax amount of actuar-
1al losses and pnor serce cost (credits) Included m Accumulated other
comprehensive income (loss) at December 31, 2012 that 1s expected
to be recognized in the net penodic benefit cost in 2013 1s $175 milion
and 35 millon, respectively, for defined benefit pension plans and

$25 milion and ${23) million, raspectively, for medical and dental plans

The weighted average assumptions used to determme benefit
obligations for defined benefit plans and rmedical and dental plans
are as follows

2012 2011 2010
Drscount rate 4 3% 50% 54%
Expected aggregate average long term
change in compensation 53% 53% 51%

The weighted average assumptions used to determine tha net cost for
defined benefit plans and madical and denta! plans ars as follows

2012 201 2010
Discount rate 50% 5 4% 5 8%
Expected retum on plan assets 80% 7 8% 78%
Expected aggregate average
long term change In compensation 53% 51% 4 9%

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

2012 201 2010
Health care cost trend rate
assumed for the next year 7% 7 % 7%
Rate that the cost trend rate
gradually dactines to 5% 5% 5%
Yaar that rate reaches the
assumed ultimate rate 2019 2019 2018

The discount rates used to measure hablities were determined based
on high-qualy fixed income secunties that match the duration of the
expected retires benefits The health care cost trend rates represent
Abbotl'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 one-percentage point increase/{decrease) m the
assumead health care cost trend rate would increase/(decrease) the
accumulated post-employment benefit obligations as of December 31,
2012, by $274 milhon/$(222) mulkon, and the totat of the senice and
mterast cost components of nel post-employment health care cos! for
the year then ended by approximatety $24 milbon/${19) millon
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The following table summanzes the bases used to measure defined
benefit plans' assets al fair value

{dollars i milhions) Basis of Falr Value Measurement
Quoted  Significant
Prices in Other  Swgnificant
Quitstandng Actve Observable Unchservabla
December 31, 2012 Balances Markets Inputs inputs
Equities
US large cap {a} $1,731 1,731 5§ - $ -
US mid cap {B) 451 140 a2 -
Internaticnal (c} 1,658 677 BB1 —
Fixed Mmcome securities
U S government
sacunties (d) 843 545 298 -
Comporate debt
Instruments (e} 704 427 277 —
Non U S government
securities {f) 373 101 272 -
Other {g) 23 18 5 -
Absolute return funds (h) 1,941 425 825 631
Commodities ) 208 9 161 38
Other () 107 104 - 3
$7,940 $4177 $3,040 $732
December 3t 2011
Equities
US large cap (a) $1,470 $1,448 § 2 5 -
US midcap ) 423 152 271 -
International {c) 1217 485 732 -
Fixed income securities
U S government
securitias () 857 370 487 —
Corporate debt
instruments {g) 527 223 304 -
Non U S government
securities (f} 450 228 222 -
Other (g} 45 21 24 -
Absolute retunn funds {h) 1,709 334 751 624
Commodities ()} 183 8 165 10
Other [ B0 78 — 2
$6.981 $3,348 $2,877 +836
December 31 2010
Equities
US large cap (a) $1523 $1,499 5 24 s —
US md cap b} 437 162 275 —
International (c) 1,552 758 794 -
Fad income secunties
U S government
securties (d) 793 355 438 -
Corporate debt
instruments (g) 524 237 286 1
Non-U S government
sacunties (f) 758 172 586 -
Cther {g) 40 20 19 i
Absolute return tunds (h) 1,426 258 582 586
Commodities (} 242 5 234 3
Gther 0) 156 156 — —
$7 451 $3.622 $3 238 $591
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{a) A enix of Index funds that track the S&P 500 (50 parcent in 2012 and 45 percant in 2011
and 2010} and separate actively managed equity accounts that are benchmirked 10 the
Russell 1000 (50 percent in 2012 and §5 peccent in 2011 and 2010)

B} A mix of ndex furts (75 parcent) and separate actively managed equity accoun's
{25 percent} that rack or are banchmarked to the SEP 400 midcap index.

{©) Prinarly saparate actively managed poolad investment accountis that are benchmarked
10 the MSCI and MSC! emergng markst indices

{d}  Index funds not actvely managed (50 percent in 2012 and 45 percent n 2011 and 2010)
and separate aclively managed accounts (50 percent in 2012 and 5 percent in 2011
and 2010}

{6) Index funds not actwvaly managed (20 percant in 2012, 40 percont in 2011 and 15 parcent

In 2010} and separate actively managed accounts (B0 parcant m 2012 60 percent In 2011
and 85 percent n 2010}

Primaiy Unted Kingdom Japan and insh govemment-issuad bonds
(g} Prienarily mortgaga backed securities

() Primanity fundss invested by managers that have a globat manclaie with the flexibility o
afiocate capital broadly 8cross a wide range of asset classes and strategias Including
but not brrted 1o equitios, fed ncome commaites, interest rata fulures curencies
and oher secuntes 10 outperdorm an agreed upon benchrmark weh specilic retum and
vola'¥'y largels

@ Prnmarily nvestments i iqud commodity future contracts end privale enengy funds

) Pomarity cash and cash equivakents

Equitiss that are valued using quoled pnces are valued at the
published market prices Equities in a common collective {rust or a
registered investment company that are valued using significant other
observable inputs are vatuad at the net asset vatue (NAV) prowided by
the fund administrator The NAV 1s based on the value of the underly-
ing assets owned by the fund minus its labilihes Foted iIncome
securties that are valued using significant other observable Inputs
ara valued at pnces obtained from independen! financial service
industry-recognized vendors Absolute return funds and commodities
are valued at the NAV provided by the fund adrmimistrator Private
enargy funds are valued at the NAV provided by the partnership on a
one-quarter lag adjusted for known cash flows and significant events
through the reporting date

The following table summarzes the changs in the value of assets that
ara measured using significant unobservable inputs

{daliars n milhons) 2012 2011 200
January 1 $636 $501 $530
Transfers in {out of) from other categories 2 {1} (37}
Actual return on plan assels

Assets on hand at year end 59 {14} a1

Assets sold dunng the year 4 (1 @
Purchases sales and settlements net 39 B1 59
December 31 $732 $636 $591

The Investiment mix of equily secunties, fixed income and other asset
allocation strategies 13 based upoen achvweving a desired return, balanc-
ing higher retum, more volatile equity securities, and lower return,

less volatile fixed iIncome securnties tnvestment allocations are made
across a range of markets, industry sectors, capitalzation sizes,

and in the case of fixed income secunties, matunties and cradit quaity
Tha plans do not drrectly hold any secunties of Abbott There are no
known significant concentrations of nsk in the plans assets Abbott's
madical and dental plans' assets are investod n a similar mix as the
pension plan assets

The plans’ expected return on assets, as shown above is basad on
management’s expectations of long-term average rates of return to be
achiavad by the undertying investment portfolios [n establishing this
assumptlon, management considers histoncal and expected returns
for tha asset classes in which the plans ara invasted, as well as current
economic and capital market condtions

Abbott funds its domestic pension plans according to IRS funding
imitatons International penston plans are funded according to similar
regulations Abbott funded $378 milion in 2012, $394 milkon in 2011
and $525 milllon in 2010 to defined pension plans Abbott expects
pension funding for is main domestic pension plan of $170 million in
2013 The projected decrease reflects the separation of AbbVie from
Abbotl and the transter of certain assets and liabilties to AbbVie

Total benefit payments expected to be paid to participants, gving
effact to the separation of AbbVie from Abbott, which includes
payments funded from company assets as well as paid from the
plans, are as follows

Defined Medcal and
(doffars in milkons) Benefit Plans Dental Plans
2013 $ 173 $ 78
2014 183 80
2015 197 83
2016 21 87
201¢ 224 20
2018 10 2022 1,367 510

The Abbott Stock Retrement Plan 1s the principal defined contnbution
plan Abbott's contributions to this plan were $150 millon in 2012,
$151 millon in 2011 and $147 milion in 2010

Abbolt provides certain other post-employment benefits, pnmanly
satary continuation plans, to qualifying domestic employees, and
accrues for the related cost over the service lives of the employees

Note 5 — Taxes on Earrungs

Taxes on earnings reflect the annual effective rates, ncluding charges
for merest and penalties Deferred income taxes reflect the tax conse-
quances on future years of differences between the tax bases of assels
and labilties and therr financial reporting amounts The $620 mihon
domestic loss before taxes In 2012 ncludes Abbott's $1 35 billion net
loss on the early extnguishmen of debt and approxamately $395 milion
of separation related expenses US income taxes are provided on
1hose earnings of foreign subsidianes which are intended to be remitted
1o the parent company Abbott does not record deferred income taxes
on earmings reinvested incefintely In foreign subsidianes  Undistnbuted
eamings renvested ndafinitely n foreign subsidianes as working capital
and plant and equipment aggregated $40 0 bilkon at December 31,
2012 Itis not practicable to determing the amount of deferred income
taxes not provided on these earmings Inthe U S, Abbott's federal
income tax retums through 2009 are satlled except for one tem, and
the mcome tax returns for years after 2000 are open There are numear-
ous other mcome tax junsdictions for which tax returns ara not yet
settied, none of which are Indmdually signilicant Reserves for interest
ang penatbes ara not sigrificant
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Eamings before taxes, and the related prowsions for taxes on
earnings, were as follows

(dollars in milhons)

Eamings Before Taxes 2012 2011 2010
Domestic 3 (5200 $ 384 $ (275)
Forelgn 6,883 4,835 5,088
Total $ 6,263 £5,189 $5,713
Taxss on Eamnings 2012 2011 2010
Cument

Domestic $ 198 3 (586) $1.462
Foreign 1,230 1,187 235
Total current 1,428 601 2287
Datermed

Domestic 483) 182 {1.068)
Foreign (845) (2932) (142)
Total deferrad {1128) {131) (1,210}
Total 5 300 $ 470 $1087

Differences betwaen the effective income tax rate and the U S
statulory tax rate ware as follows

2012 2011 2010
Statutory tax rate on earnings 35 0% 35 0% 35 0%
Benefit of lower foreign tax rates
ard tax exemptions {248} {22 9) {19 4)
Resolution of certain tax positions
pertainng to prior years (B 5) 12 —
Effect of non-deductible kgation reserve 06 21 —
State texes net of federal beneft 01 © 4} 04
All othar, net 0b {0 6} 30
Effective tax rata on earnings 4 8% 8 0% 18 0%

As of December 31, 2012, 2011 and 2010, total deferred tax assets
were $7 4 billon, $6 3 billion and $6 1 billon, raspectively, and total
deferred tax habilies wara $2 6 bilon, $2 9 bilion and $3 O billon,
respectively Abbott has incumed losses in a foreign jJunsdiction where
realzation of the futura economic benefit 1s 50 remote that the benefit
15 not reflected as a daferred tax asset Valuation allowances tor
recorded defared tax assets ware not significant The tax effect of
the differences that give rise 1o deferred tax assels and labilties

waere as follows

(doliars in mullions) 2012 2011 2010
Compensation and empioyee benelits $1,938 $1.658 $1327
Trade recevable reserves 557 492 525
Inventory reserves 214 212 263
Deferred intercompany profit 1095 711 255
Stale mcome laxes 197 227 233
Depreciation {79) (164) 64

Acquired in-process ressarch and
davelopment and other accruals and

reserves not curenly deductible 3,278 2,886 3,401

Oiher pomanly the excess of book

basis over tax basls of intangible assets (2,447) {2 636} (2,005)
Total $4752 $3386 $3,065
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The following table summarizes the gross amounts of unrecognzed
tax banefits without regard to reduction in tax liabilities or addrtions to
deferred tax assets and labilities if such unrecognized tax benefits
wara seitled

{dollars in mions) 2012 2011 2010
January 1 $2,123 $2,724 $2 172
Increase due to cument year tax posiions 673 588 835
Increase due to prior year tax positions 62 282 m

Decrease dus to prior year tax positions (438} B824) 94}
Sattlements {163} 847) (160)
December 31 $2,257 $2 123 $2,724

The total amount of unrecognized tax benefits that, if recognized,
would impact the sffective tax rate is approximately $2 0 billlon Abbott
belaves that it 1s reasonably possible that the recorded amount of gross
unrecognized tax banefits may decreass by $550 milion to $650 milion,
ncluding cash adiustments, within the next twelve months as a resull of
concluding vanous domestic and internationat tax matters

Note 6 — Segment and Geographic Area Inforimation

Abboctt’s pnncipal business ts the discovery, development, manufacture
and sale of a broad ine of health care products Abbott's products are
generally sold directly to retailers, wholesalers, hospiials, health care
facilties, labaratones, physicians’ offices and government agencies
throughout the warld  Effactive January 1, 2012, certan international
operations were transferred from the Established Pharmaceutical
Products segment to the Propnetary Pharmaceutcal Products sagment
The segment information below has been adjusted to reflect this reorga-
nization Abbott's reportable segments are as follows

Proprietary Pharmaceutical Products —Wordwide sales of a broad line
of propnelary pharmnaceutical products

Established Pharmaceutical Products —International sales of a broad
line of branded genenc pharmaceutical products

Nutritional Products —Worldwide sales of a broad line of adult and
pediatne nutntional products

Dragnostc Products —Worldwade sales of diagnostic systems and
tests for blood banks, hospitals, commercial labaratonas and alter-
nate-care testing sites For segmant reparting purposes, the Core
Laboratones Diagnostics, Molecular Diagnostics, Pont of Care and
lbis diagnostic dvisions are aggregated and reported as the Diagnostic
Products segment

Vascuiar Products —Worldwide sales of coronary, endovascular,
structural heari, vessel closure and other medical device products

Non-reportable segments include the Diabetes Care and Madical
Optics segments

Abbolt's undertying accounting records are maintaned on a legal entity
basis for government and public reporting requirsments  Segrment
disclosures are on a performance basis conststent with internal man-
agement reporting Intersegmant transfers of mventory are recorded at
standard cost and are not a measure of segment opsraling earnings
The cost of some corporate functions and the cost of carlain
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employee benefits are charged to segments at predstermined rates
that approximate cost Remaining costs, if any, are not allocated 1o
segments For acqusitions pror to 2006, substantally all intangible
assets and related amortzation are not allocated to segmants in addi-
tion, no ntangible assels or related amortization are allocated to the

Established Pharmaceutical Products segment The following segment
information has been prepared in accordance with the intemal
accounting policies of Abbott, as descnbed above, and are not pre-
sented in accordance with generally accepted accounting prnciples
appled to the consolidated financial statements

Nel Salas to Operating Depreciation Additlons to

{cfollars m melions) Extemal Customers (a) Earnings (a} and Amorilzation Long term Assets Total Assets

2012 2011 2010 2012 2011 2010 2042 2011 2010 2012 2011 2010 2012 2011 2010
Propriatary
Pharmaceuticals $18012 $17.080 $15,380 § 7.0485 7,202 $6592 $ 622 % 639 $ 553 § 256 $ 168 $2779 $12 026 $10,974 $11,421
Established
Phamacewlcals (b} 5121 5,355 4461 1,237 1,254 238 156 169 148 237 183 2804 5704 6986 6,730
Mutritionals 6471 6008 5532 1.019 97 kidd 191 183 177 458 205 163 3,583 3,241 3,244
Dlagnastics 4,202 4126 3754 804 766 559 35 339 244 349 408 319 3,807 3420 3462
Vascular 3,071 3,333 3184 0902 980 010 195 233 252 59 148 528 5301 5272 5390
Total Reportable
Segments 36,967 35900 32370 $11,910$10009 $9,776 $1.479 $1,563 $1,374  $1360 $1,113 $6503 $30.521 $20902 $30,247
Othar 2,907 2951 2,797
Nat Sales $30,874 $38,851 $35,167

(a) Netsales and operatng eannengs were unfavorably affacted by the retatively stronger U S dolar in 2012 and were lavorably affected by the relatvely weaker U S dollar m 2011 and 2010
D) A0S 10 10ng term assels in 2010 for the Estabished Phammacestcal Products segment include goodwill of $2 787

(dollars i millions) 2012 2011 2010
Total Reportable Segment

Operating Earnings $11,910 $10 299 $9,776

Corporate functions and

bensfit plans costs (651} (529) (558)
Non reporiable segments 335 276 139
Net inferest expense (513 (445) {448)
Net loss on extinguishment of debt {1.351} — -

Acquired in process and

collaborations research

and development (288} (673) 313}
Share-based compensation (433) (383) (387}
Other net {¢) (2,746) (4,046} {2 496}
Consoldated Earnings Before Taxes % 6,263 $ 5199 $5713

Net Safes to
External Customers {d) Long term Assets
2012 2011 2010 2012 2011 2010

(Qloflars in mifions)

United States $16,784 $16014 $151894  $15,244 $15,867 $16,760
Japan 2441 2342 2025 1,169 1,225 ¥ 1172
Germany 1,740 1,759 1,846 6173 5909 5,850
The Netherlands 1,883 2108 2,001 632 462 312
Itaty 1,127 1,180 1,144 222 229 242
Canada 1253 1098 1,036 352 237 224
Franca 1167 1,267 1,216 220 214 a7
Spain 942 1063 1,086 34 293 291
United Kingdom 1,049 a7 888 1,345 1273 1,272
India 933 931 501 3,467 314680 3781

All Other Countries 10,555 10,079 B,250 8,874 7639 5146

) Cther net for 2011 includes a charge of $1 508 retated to a prniousty disclosed
government ivestigaton Crher nat jor 2012 2011 and 2010 nckudes charges of
%1308 $202 and $881 respoctvely for separa‘ion refa‘ed costs n 2012 and for ¢ost
rachiCUOn mitialves and m*egration

fdollars in mulions) 202 201 2010
Total Reportable Segment Assets $30 521 $268 902 $30 247
Cash, nvestments and restncted funds 15,448 8,476 7.626
Current deferred income taxes 2,986 2701 3076
Non reportable segments 4,413 4,173 5385
Al other nat primanty goodwill and

intangible assets not alocated

{0 reportable segments 13 867 15,025 14,240
Total Assels $67.235 860277 $60,574
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Congohdated $30,674 $38851 $35167 $35912 $3I6508 $38,256
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Note 7 — Litigation and Environmental Matters

Abbott has been identrfied as a potentially responsible party for
investigation and cleanup costs at a number of locations in the United
States and Puerto Rco under fedaral and state remediation laws and
15 Investigating potental contanination at a number of company-
owned locations Abbott has recarded an estimated cleanup cost for
each site for which management believes Abbott has a probable loss
exposure No indwvidual site cleanup exposure 1s expscted to exceed
$4 milkon, and the aggregate cleanup exposure 15 not expacted to
exceed $15 milion

Thare are a number of patent disputes with third parties who clam
Abbolt's products infringe their patents On Fabruary 21, 2012, the
United States Suprema Court denied Centocor Inc ‘s and New York
University's petition to revew a February 2011 Federal Circuit Count
of Appeals declsion reversing a $1 67 billion judgment In favor of
Centocor and New York University on a patent they claimed Abbott's
HUMIRA infrnged  This decision concludes the case

The United States Department of Justice, through the United States
Attornay for the Weslern Distuict of Virgima, and various state
Altorneys General inveshgated Abbott’s sales and marketing activities
for Depakote The government sought to determing whether any

of these activities violated cwvil and/or criminal laws, including the
Federal False Claims Act, the Food, Drug and Cosmetic Act, and the
Anhi-Kickback Statute in connection with Medicare and/or Medicard
raimbursement to third parties The state Attorneys General offices
sought to determine whether any of these actnities violated vanous
state laws, including state consumer fraud/protection statutes

Abbott recorded charges of $1 5 billion in the third quarter of 2011
and $100 milion in the first quarter of 2012 related to cwl and cnminal
clams ansing from this matier In May 2012, Abbctt reached resolution
of all Depakote-related federal clams, Medicaid-related claims with
49 slates and the Distnct of Columbia, and consumer protection
claims with 45 states and the Distnct of Columbya In 2012, Abbott
paid approximately $1 6 billon for the settlemant The payments were
matenat to Abbott’s cash flows in 2012

Abbgott astimates the range of possible loss for its legal proceedings
and environmental exposures to be from approximately $70 million
1o $100 millon The recorded accrual balance at December 31, 2012
for thase proceedings and exposures was approximatsty $80 million
This accrual represents management’s best estimate of probable loss,
as defined by FASB ASC No 450, "Contingencies " Within the next
year, legal proceedings may occur that may result in a change in the
estimated Yoss accrued by Abbott While it 1s not feasible to predict
the outcome of all such proceadings ang exposures with certainty,
management beligves that therr ulttmate disposition should not have
a material adverse effect on Abbott’s financial position, cash flows,
or results of operations

Abbott 2012 Annual Report

Note 8 — Incentive Stock Program

The 2009 Incentive Stock Program authonzes the granting of
nonquatified stock options, replacemsnt stock oplions, restncted
stock awards, restncted stock ursts, performance awards, foretgn
benefits and other share-based awards Stock optons, replacemant
stock options and restncted stock awards and units compnse the
mayonty of benefits that have been granted and are currently outstand-
ing under this program and a pnor program In 2012, Abbott granted
1,931,213 stock options, 2,124,743 replacement stock options,
1,134,062 restncted stock awards and 7,056,808 restncted stock
units under this program The purchase prce of shares under option
must bo at least equal to the farr market value of the common stock
on the date of grant, and the maximum term of an option 15 10 years
Options vest equally over three years except for replacement options,
which vest in six months Options granted before January 1, 2005
Included a replacement feature Except for options outstanding that
have a replacement feature, optons granted after December 31, 2004
do not include a replacernent feature When an employee tenders
maturs sharas to Abbott upon exercise of a stock option, a replace-
ment stock option may be granted equal to the amount of shares
tendered Replacement options ars granted at the then cumrent market
pnce for a term that expires on the date of the undarying option grant

Upon a change in control of Abbott, all outstanding stack options
become fully exercisable, and ali terms and conditions of all restncted
stock awards and units are deamed satisfied Restricted stock awards
generally vest between 3 and 5 years and for restncied stock awards
that vest over 5 yaars, no more than one-third of the award vests in
any one year upon Abbott reaching a minimum retum on equity target
Restncted stock units vest over three years and upon vesting, the
racipient recaves one share of Abbott stock for each vested restncted
stock unit The aggregate far market value of restricted stock awards
and units Is recognized as expense over the service period Restricted
stock awards and settlernent of vested resincled stock unils are
1ssued out of treasury shares Abbott generally 1ssues new shares

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

At December 31, 2012, approximately 155 million shares were
reservad for fulure grants Subsequent to year-end, the reserve was
reduced by approximately 25 mullion shares for stock options and
restricted stock awards and units granted by the Board of Directors

In connection with the separation of AbbVie from Abbott on Januaiy 1,
2013, Abbaott employses, including those employees transfernng to
AbbVie, holding stock options or restricted stock awards or units as
of December 31, 2012 generally receved one AbbVie stock option for
each Abbott stock option held and one AbbVie resincted stock award
or unit for each Abboit award or unit held For Abbott stock options,
the exercise price of an Abbott gption was adjusted to reflect the effect
of the separation The per share data presented below has not been
adjusted to reflact this adustment on the per share amounts
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The number of restricted stock awards and units outstanding and the
weighted-average grant-date fair value at December 31, 2011 and
Decemnber 31, 2012 was 14,698,595 and $50 29 and 15,506,416 and
$53 17, respectively The number of restricted stock awards and units,
and the weighted-average grant-date far value, that were granted,

vested and lapsed dunng 2012 were 8,190,671 and $56 74, 6,774,145
and $51 32 and 608,705 and $52 32, respectvely The fair market value
of restncted stock awards and units vested in 2012, 2011 and 2010
was $385 milion, $237 milion and $203 mullion, respectvely

Options Outstanding Exsrcisabie Options

Waighted Waeighted Walghted Weighted

Average Averaga Average Average

Exarcise Remaining Exercise Remaining

Shares Price Life (Years) Shares Prica Lie (Years)

December 31, 2011 85,438,270 $50 52 47 81,734,460 $50 51 45
Granted 4,055,956 601
Exarcised (40,923,624) 4973
Lapsed (380,717) 6063

December 31, 2012 48,190,804 $51 88 40 43 052,057 $5136 37

The aggregate intrinsic value of options outstanding and exercisable at
December 31, 2012 was $679 milion and $633 million, respectivaly
The tota! intninsic value of options exercised in 2012, 2011 and 2010
was $528 millon, $94 million and $77 millon, respectively The total
unrecogrnized compensation cost related to all share based compen-
sation plans at December 31, 2012 amounted to approximately

$174 milion, gnang effect to the separation of AbbVie from Abbott,
which is expected to be recognized over the next three years

Total non-cash compensation expense charged against income in
2012, 2011 and 2010 for share-based plans tolaled approxmately
$433 million, $383 mikon and $385 milion, respectively, and the tax
benefit recognized was approximataly $132 milion, $1 16 miion and
$119 million, respectively Compensation cost capitalized as part of
inventory is not significant

The tar value of an option granted In 2012, 2011 and 2010 was

$6 80, $6 23, and $9 24, respectivaly The fair value of an option grant
was estimated using the Black-Scholes option-pncing modeal with the
following assumptions

2012 2011 2010
Risk-free interest rate 12% 27% 2 9%
Average 4Wfe of options (years) 60 60 60
Volatiity 210% 21 0% 220%
Dwidend yeld 36% 41% 32%

The nsk-free interest rate 1s based on the rates avalable at the time of
the grant for zero-coupon U S government issues with a remaining
term equal to the option’s expected ife The average ife of an option is
based on both histoncal and projected exercise and lapsing data
Expected volatiity 1s based on imphed volatiities from traded options
on Abbott’s stock and histonical volatility of Abbaott's stock over the
expectad Iife of the option Dmdend yeld 1s based on the option’s
exercise price and annual dwdend rate at the time of grant
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Note 9 — Debt and Lines of Credit
The following is a summary of long-term debt at Dacamber 31

{doflars in milkons) 2012 2011 2010
5 15% Notes due 2012 $ - $ - $ 1,000
1 85% Yen Notes due 2013 - 321 299
4 35% Notes, due 2014 — 500 500
1 2% Notes, due 2015 (1) 3,500 - -
Variable Rate Notes, dua 2015 (1) 500 - -
2 7% Notas due 2015 - 750 750
5 875% Notes, due 2016 — 2,000 2000
1 75% Notes, due 2017 (1) 4,000 — -
5 6% Notes, due 2017 - 1,500 1,500
2 0% Notes, due 2018 (1) 1000 — —
5 125% Notes due 2019 947 2,000 2,000
4 125% Notas, dua 2020 597 1,000 1,000
2 9% Notes, due 2022 (1} 3,100 - -
6 15% Notes, due 2037 547 1,000 1,000
6 0% Notes due 2039 515 1,000 1,000
5 3% Notes, due 2040 694 1250 1,250
4 4% Notes due 2042 {1} 2,600 - -
Other, mchxding fair vatue adjustmants

retating to interest rate hedge contracts

designated as fair value hedges 85 719 225
Total, nat of current matunties 18,085 12,040 12 524
Current maturities of long-term dabt 309 1027 2,045

Total canying amount $18,394 $13 067 $14 569

(1) These no'es wera ssued by AbbVie NG m Novermber 2012 Wirh the separaaon of
AbbVar 0n January 1 2013 Abbo*t no longer has any obligations reta ed 1o this debt

In 2012, Abbott redeemed $7 7 billion of is outstanding notes Abbott
incurred a cost of $1 35 bilion 1o extingush this debt, net of gans
from the unwinding of interest rate swaps related to the debt In 2012,
AbbVie Inc , a wholly owned subsidiary of Abbott, 1ssued $14 7 bilion
of long-term debt with matunities ranging from 3 to 30 years The dabt
issued by AbbVie Inc was guaranteed by Abbott with the guarantee
axpinng when AbbVie Inc separated from Abbott on January 1, 2013

After the separation of AbbVie from Abbott on January 1, 2013, pnnc-
pat paymenits required on long-term debt outstanding and retained by
Abbott are $309 milkon in 2013 and $3 3 billion in 2019 and thareafter
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At December 31, 2012, Abbolt's long-term debt rating was A+ by
Standard & Poor's Corporation and A1 by Moody's Investors Service
In the third quarter 2012, Abbott replaced unused Ines of credt of

$3 O bilkon and $3 7 bllion that were to expire m October 2012 and in
2013, respactvely, with two five-year credit facilihes totaling $7 0 bilion
that support commercial paper bomowing arrangaments One of the
credit facilites totaling $2 0 biion wil support AbbVie commercial paper
borrowings after separation and explred far Abbott at the separation of
AbbVie from Abbott on January 1, 2013 Abbott's welghted-averags
mtersst rate on shor-temn bomowings was 0 4% at December 31,
2012, 2011 and 2010

Note 10 — Business Combinations, Technology Acquisitians
and Related Transachons

On September 8, 2010, Abbott acquired Prramal Healfthcare Uimited's
Healthcare Solutions business, a leader in the Indian branded genencs
market, for $2 2 bilion, in cash, plus additional payments of $400 mil-
lion annuglly in 2011, 2012, 2013 and 2014 Abbott recorded a

$1 6 bilion iability for the present value of the additional payments at
the acquisition date The acquisition was financed with cash The allo-
caton of the far value of the acquisihon resulted in the recording of
$2 7 billon of deductible acquired intangible asssts and $1 0 billon

of deductible goodwill Acquired Intangible assets consist pnmarnly of
trade names, customer mlatienships and associated nights and are
amortized ovar an average of 19 years

In February 2010, Abbott acquired Solvay’s pharmaceuticals business
{Solvay Pharmaceuticals) for approximately $6 1 bilion, in cash, plus
additional payments of up to EUR 100 millon per year if certain sales
milastones are met in 2011, 2012 and 2013 Contingent consideration
of approximatety $290 milon was recorded The acquistion of Solvay
Pharmaceuticals provided Abbott with a large and complemantary
porttolio of pharmaceutical products and expands Abbott's presence
in key global emerging markets Abbott acquired controt of this busi-
nass on Fabruary 15, 2010 and the financial results of the acquired
operations are included in these financial stataments beginning on

that date Net sales for the acquired operations for 2010 were approxi-
mately $3 1 bilion Pretax loss of the acquired operations, including
acquisition, integration and restructunng expenses, for 2010 was
approxmately $395 milllion The acqusiton was funded with cash and
short-term investments The allocation of the far value of the acquisi-
tion rasulted in the recording of $2 2 billion of non-deductible goodwill,
$4 1 blilon of non-deductible intangible assets, $500 milion of non-
deductible acguired in-process research and development assels, net
tangtble assels of $700 million and deferred income taxes of $1 1 bil-
fion Acquired intangihte assets consist pnmanly of product nghts for
currently marketed products and are amoneed over 2 to 14 years
{average of 11 years) Acquired in-process research and development
projects ane accounted for as indefinite lived intangible assets until reg-
ulatory approval or discontinuation The net tangible assets acquired
consist pnmanly of trade accounts recenvable of approximately $675 mil-
kon, mvantcry of approximately $390 milion, property and equipment
of approximately $725 milhon, net of assumed habilities, primanly trade
accounts payable, accrued compensation and other liabilities

Had the acquisition of Solvay Phammaceuticals taken place on
January 1, 2010, unaudited pro forma net salas, net sarnings and
diluted earmings per share for 2010 would have been $35 8 billion,
$4 6 billon and $2 96, respectvely The pro forma information meludes
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adjustments for amortzation of intangible assats and far value adjust-
ments to acquisition-date inventory as wall as acquistion, integration
and restructunng expenses The pro forma financial information [s not
necessarly indcative of the results of oparations as they would have
been had the transachion been effected on the assumed date

In March 2010, Abbott acquired STARLIMS Technalogies for approxi-
mately $100 milkon, in cash, net of cash held by STARLIMS, providing
Abbott with leading products and expertise to build its positon in
Iaboratory mformatics A substantial portion of the far value of the
acquisiton has been allocated to goodwill and amortizable intangible
assets In April 2010, Abbott acquirad the outstanding shares of Facet
Biotech Corporation for approximately $430 milion, in cash, net of
cash held by Facet The acquisition enhanced Abbott's early- and
mid-stage pharmaceutical pipehine, including a bidlogic for multiple
sclerosis and compounds that complement Abboit's oncology
program A substantial portion of the fair value of the acquistion was
allocated 1o acquired in process research and development that is
accounted for as an indefinite-lived intangible asset until regulatory
approvat or discontinuation

Excapt for the acquistion of Solvay Pharmaceulicals, had the above
acquisitions taken place on January 1 of the previous year, consoli-
dated net sales and income would not have been sigruficantty different
from reported amounts

Abboit's Propnetary Pharmaceutical Products segment has entered into
vanous collaboration research and developmant agreements In 2012,
Abbott acquired AP214, a drug under development for the prevention
of acute kidney mjury associated with major cardiac surgery in patents
at increased nsk, and as a result of this transactian, Abbott recorded a
charge to acquired in process and collaborations research and develop-
ment of $110 millon In addition, in 2012, Abbott entered into a global
collaboration to develop and commercialize an oral, nexd-generation
JAK Y inhibstor in Phase Il development with the potantial to treat muttiple
autoimmune diseases, and as a resuit of this transacton Abbott
recorded a charge to acquired In-process and collaborations research
and development of $150 mition Additional payments of approximately
$1 2 bilhon coutd be required for the achisverment of certain develop-
ment, regutatory and commercial milesiones under this agreement
Under another coltaboration, Abbott was granted the nghts In 2012 to
utilize up to three antibody-drug conjugate compounds anxd Abbott
recorded a charge to acquired in-process and collaborations research
and development of $28 millon Additional payments of approxmately
$220 mufion for sach kcensed compound could be required for the
achisvament of certam developrment, requiatory and commercial mile-
stones under this ageement In connection wath the acquistion of
Solvay Phammacaeuticals, tha achievernent of a cerlan sales milsstone
resulted in a payment of approximatety $134 millon in the first quarter
of 2012 for which a liability was previously establshed

Dunng 2010 and 2011, Abbott entered into a senes of transactions

with fleata Phammaceuticals which included (1) a collaboration agree-
ment for the pint development and commercializaton of second
ganeration oral antixadant inflammation modutators resuting in a charge
to acqurred iN-process and collaborations research and development of
$400 milion in 2011, {2} an agreement to acquire kcensing nghts outside
the U S, excluding certam Asian markets, 1o bardoxolone methyl, a
product in development for the treatment of chromic kidney disease
resutting 1n a charge te acquared in-process and collaborations research

43




Abbott 2012 Annual Report

Notes to Consclidated Financial Statements

and development of $238 million in 2010 and {3) the acgusition of
equity interests in Reata of $62 milion eachin 2011 and 2010 In 2011,
cartain milestones were achlieved in tha development for the treatment
of chronic kidney disease and charges {0 acquired in-process and col-
laborations research and development of $188 mbon were recorded

In the first quarter of 2012, $50 milion of research and davalopment
expensa was recorded related to the achievement of a clinical develop-
ment mitestone under the icense agreement The license agreemeit
requires addiional payments of up to $150 milion if certain development
and egulatory mllestones associated with the chronic kidney disease
compound are achleved

On October 17, 2012 Reata informed Abbott that it 1s discantinuing
the Phase Il clinical study for bardoxclone methyi for chronic kidgney
disease Reata and Abbott will closaely examine tha daila from this
study to determine whather there is an appropriate path forward for
tha development of bardoxclone mathyl in chronlc kidney disease or
other Indications In the fourth quarter of 2012, Abbott recorded a
charge of approxmataly $50 million for the impaiment of the equity
investment in Reata

In 2011, Abbott entered into an agreement wilh Biotest AG to develop
and commercialize a treatment for rheumatold arthntis and psonasis
resulling in a charge to acquired in-process and collaborations
ressarch and development of $85 milkon Additional payments totaling
up to $395 milon based on projectad regulatory approval timelines
could be required for the achievement of certain development, regula-
tory and commercial milgstones under this agresment In 2010, Abbott
enterad into an agreerment with Neurocnne Biosciences to develop
and commercialize a product for the treatment of endometnosis result-
ing n a charge to acquirad n-process and collaborations research
and development of $75 millon Addiional payments of approximately
$500 million could be required for the achisvement of certain devslop-
ment, regulatory and commercial milestones under this agreemaent

Note 11 — Goodwill and Intangible Assets

Abbott recordad goodwill of approximately $3 4 billion in 2010 related
to the acquisitions of Solvay's phamaceuticals business, Piramal
Healthcare Limited’s Healthcare Solutions business, Facet Biotech and
STARLIMS Technologies Goodwil related to the Solvay, Piramal and
Facet acquisitions was allocated to the pharmaceutical products seg-
ments In addition, in 2010, Abbott paid $250 million to Boston
Sclentific as a result of the approval to market the Xience V drug-efut-
ing stent n Japan, resulting in an mcrease in goodwill in the Vascular
Products segment Foreign currency franslation and othar adjustments
increased {decreased) goodwill In 2012, 2011 and 2010 by $69 mil-
lion, $(225) milkon and ${878) millon, respectively The amount of
goodwill related to reportable segments at December 31, 2012 was
$6 3 bihon for the Propnetary Pharmacautical Products segment,

$3 0 bilion for the Establishad Pharmaceutical Products segment,
$209 melion for the Nutnional Products segment, $385 million for the
Diagnostic Products segment, and $2 7 bilien for the Vascular
Products segment There were no significant reductions of goodwilk
relating to imparments or disposal of all or a portion of a business

The gross amount of amorhizable intangible assets, pnmanly product
nghts and technology was $17 6 billion, $17 5 billion and $17 3 billion
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as of Dacember 31, 2012, 2011 and 2010, respectrvely, and accumu-
lated amortization was $9 7 bilion, $8 3 bifion and $6 5 bilton as of
Decerber 31, 2012, 2011 and 2010, respectively Indefinite-ived
intangible assets, which relate to In-process ressarch and develop-
ment acquired in a business combination, were approxmately $61
milhon, $814 million and $1 4 billion at December 31, 2012, 2011 and
2010, respectively In 2012 and 2011, Abbott recorded impairment
chargss of $82 mullion and $174 million, respectwaly, for certain
research and devalopment assets due to changes in the projected
development and regulatory timelines for the projects The 2012
charge relates to a non-reportable segment and m 2011, $125 milion
related to a non-reportable segment and $49 million related to the
Other category in Abbott's segment reporling Discounted cash flow
analysis was used 10 analyze far value and the charges are included 1n
research and development expenses The estimated annual amortiza-
tion expense for intangible assets recorded at December 31, 2012,
adjusted for the separation of AbbVie from Abbott, Is approximately
$800 millon in 2013, $675 millon in 2014, $580 millien in 2015,

$605 million in 2016 and $565 millon in 2017 Intangible asset
amortzation s included in Cost of products sold in the consolidated
statement of earnings Amortizable intangible assets an amortized
over 2 to 30 years (average 11 years}

Note 12 — Restructunng Plans

In 2012, Abbott management approved plans to streamline vanous
commercial operations in order to reduce costs and improve efficien-
cies In Abbott's core diagnostics, established pharmacetticat and
nutritionals businesses Abbott recorded employes related severance
charges of approxmately $167 milion in 2012 Additional charges of
approxmately $22 milion were also recorded in 2012, pnmanly for
assel impairments Approximately $70 midion 15 recorded in Cost of
products sold and approximatsly $118 milkon as Selling, general and
administrative expense As of December 31, 2012, no significant cash
payments have been made relating 10 these actions

In 2011 and pnor yaars, Abbott management approved plans to
realign its worldwide pharmaceutical and vascular manufactunng
operations and selected domestic and international commercial and
research and devalopmant operations in order to reduce costs In
2011 and 2010, Abbott recorded charges of approxamately $194 mil-
lion and $56 million, respectvely, raflacting the iImparment of
manudfactunng facilies and other assets, employee severance and
other related charges Approximately $76 milbon in 2011 15 classified
as Cost of products sokd, $69 milicn as Research and developrment
and $49 milion as Seling, general and administrative Approximately
$56 milion n 2010 1s classed as Cost of products sold The following
summarnzes the actmty for these restructunngs

{doflars m mitions)

Accrued balance at January 1, 2010 $ 145
2010 restructuring charges 56
Payments impalments and other adustments {124)
Accrued batance at December 31, 2010 77
2011 restructuring charges 194
Payments, impairments and other adjustments (84)
Accruad balance at December 31, 2011 177
Payments and other adpusiments {48)
Accrued batance at December 31, 2012 $129
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An additional $110 milion, $25 milien and $13 millon were recorded
in2012, 2011 and 2010, respectively, relating to these restructunngs,
pnmanty for accelerated depreciation

In 2012 and 2010, Abbell management approved restructunng plans
pnenanly related to the acquisition of Solvay's pharmaceuticals busi-
nass These plans streamiine operations, improve efficiencles and
reduce costs In certain Solvay sites and functions as well as in certain
Abbeott and Solvay commercial organizations in various countnes

In 2012, Abbott recorded a charge of approximately $150 milon for
employee severance and contractual ohtigations, primarnly related to
the exrt from a research and development facility Approximately
$142 million s recorded as Resaarch and development and $8 mullion
as Selling, general and adminisirative In 2010, Abbott recorded
charges to Cost of products sold, Resgarch and development and
Seling, genaral and administrative of approximately $32 millicn,

$152 mithon and $272 million, respecively Tha following summanzes
the actaty for these mestructunngs

{doliars in mukons})

2010 restructuring charge $523
Payments, impalments and other adjustments (113)
Accrued balance at December 31, 2010 410
Payments and other adjustrents (302)
Accrued balance al December 31, 2011 108
Restructuring charges 150
Payments and clher adustments (143}
Accrued balance at December 31, 2012 3115

An additional $38 million, $102 milllon and $12 milion were recorded
N 2012, 2011 and 2010, respectvely, relating to these restructunngs,
pnmanty for additional employee severance and accelerated
depreciation

In 2011 and 2008, Abbott management approved plans to streambine
global manufactuning opsrations, reduce cverall costs, and improve
efliciencies in Abbott's core diagnostic business In 2011, a charge

of $28 millon was recorded in Cost of products sold The following
summanzes the actmty for thase restructunngs

{dollars in milhons)

Accrued batance at January 1 2010 $98
Payments and other adustments (0}
Accrued batance at December 31, 2010 88
2011 restruciunng charge 28
Payments and other adustments [37)
Accrued balance at December 31 2011 79
Payments and other adjustments 23)
Accrued balance at December 31 2012 56

In addition, charges of approximataly $16 millon, $42 millon and $60
millon ware recorded in 2012, 2011 and 2010, pnmanly for acceler-
ated depreciation and product transfer costs
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Note 13 — Quarterly Resulls (Unaudrited)

(dokars In mulions excep! per share dala} 2012 2011 2010
First Quarter

Nat Sales $9,456 6 $0,040 8 $7698 4
Gross Profit 56,7317 51819 4,363 2
Net Ermings 1,2421 863 8 1,003 0
Bask Earnings Per Common Sharm {a) 70 58 65
Diuted Earnings Per Common Share (a) 78 55 64
Market Price Per Share High 6149 49 45 56 79
Market Price Per Share-Low 5396 4507 5221
Second Quarter

Nel Sales $9,807 1 20616 3 $88260
Gross Profit 6,169 8 57458 5,282 1
Net Earnings 1,724 6 1,042 8 12017
Basic Earmings Per Common Share (a) 108 124 B3
Diuted Earnings Par Cormimon Share (a) 108 123 83
Market Price Per Share High 64 47 54 24 5325
Markat Price Per Share-Low 5904 4905 45 26
Third Quarter

Net Sales $9,7733 $9,816 7 $8.674 5
Gross Profit 60752 5,843 4 45334
Nel Earnings 1,9428 3032 ag0 7
Basic Earnings Per Common Share (a) 122 19 58
Diluted Eamings Per Common Share (a) 121 19 57
Market Price Per Share-High 7041 5360 52 86
Market Price Per Share-Low 83 51 46 29 44 58
Fourth Quarter

Net Sales $108369 $10,377 4 $0,067 8
CGrogs Profit 87775 6,539 6 59228
Nat Earnings 1,053 4 16187 14408
Basic Earnings Per Common Share {a) 66 103 93
Dituted Earrungs Per Common Share (a) 66 102 a2
Market Pnce Per Share-High 72 47 56 44 5375
Market Prica Per Share-Low 62 B2 48 96 4603

{8 The surn of the quarters basic garnrkzs per shara for 201+ and 2010 and diu*ad earnings
per share for 2012 and 2011 do not add ta the full year earmings per share amounts due 1o
1ountdng
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Management Report an Internal Control
Over Financial Reporting

The management of Abbott Laboratones Is respaonsible for establishing
and maintaining adequate internal control over financial reporting  Abbott's
ntomal control system was designed to provide easonabla assurance to
the company's management and board of directors regarding the prep-
aration and fair presentation of published financial statements

Al intenal control systems, no matter how well designed, have
nherent imitations Therefcre, even those systems determined to
ba effective can provide only masonable assurance with respect
to financlal statement preparation and presentation

Abbott’s management assessed the effectiveness of the company's
intemal contro! aver financial raporting as of December 31, 2012

In making this assessment, it usad the criteria set forth in infernaf
Control — Integrated Framewark issued by the Committes of Sponsonng
Organizations of the Treadway Commission Basad on our assessment,
wo babeve that, as of December 31, 2012, the company’s intemnal control
over financial reporting was effective based on those criterta

Abbotts independsnt registered public accounting firm has issued an
audit report on thelr assessment of the effectveness of the company's
internal control over financial reporting This repont appears on page 47

Miles D White
Chairman of the Board and Chilef Executive Officer

Thomas C Freyman
Executive Vica President, Finance and Chief Financial Officer

Greg W Linder
Vice Pesident and Controller

Fabruary 15, 2013
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Reports of independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of Abbott Laboratories

We have audited the accompanying consalidated batance sheets

of Abbott Laboratonss and subsidianes (the “Company”) as of
December 31, 2012, 2011, and 2010, and the related consolidated
statements of earnings, comprehensive income, shareholders'
investment, and cash flows for the years then ended Thess financial
statements are the responsibiity of the Company's management
Our responsibility 15 to express an opinion on thess financial
statements basad on our audis

Wa conducted our audts in accordance with audiing standards of the
Public Company Accounting Oversight Board {(United States) Those
standards require that we plan and perform the audit to obtain reason-
able assurance about whether the financial statements are free of
malenal misstatement An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial
statements An audit also includes assessing the accounting prnciples
used and signficant estmates made by management, as well as
evaluating the overall financial statement presentation We believe

that our audits prowide a reasonable basis for our opmon

In our opinion, such consolidated financial statements present farty,
in all matenal respects, the financial position of the Company as

of December 31, 2012, 2011, and 2010, and the results of its
operations and its cash flows for the years then ended, in conformity
wilth accounting principles generally accepted in the United States
of Amenca

As discussed in Note 1 1o the consolidated financial statements,

on January 1, 2013, the Company distributed all of the outstanding
shares of AbbVie in¢ , which encompasses the Company’s
research-based pharmaceuticals busmness, to the Company's share-
holdets As also discussed n Note 1, in 2011 the Company changsd
the year end of its foreign subsidianes from a November 30 fiscal year
end to a December 31 calendar year end

Wa have also audrted, in accordance with the standards of the Public
Company Accounting Qversight Board (United States). the CGompany's
internal control over financial reporting as of Dacember 31, 2012,
based on the cnteria established in internal Control — Integrated
Framawork 1ssued by the Commiltes of Sponsorng Organizations of
the Treadway Comrmussion and our repor! dated February 15, 2013
expressed an ungualified opinion on the Company’s internal control
over {inancial reporting

Daloitte & Touche LLP
Chicago, llinois
February 15, 2013

To the Board of Directors and Shareholders of Abhott Laboratories

Wa have audited the internal control over financial reporting of Abbott
Laboratories and subsidianes {the "Company”} as of December 31,
2012, based on cntena established in friternal Control — Integrated
Framework 1ssued by the Committee of Sponsonng Organizations of
the Treadway Commission The Company’s management 1s responsi-
ble for mamntaining effective nternal control over financial reporting and
for its assessment of the effectiveness of internal contrel over financial
reporting, included in the accompanyrg Management Report on
tnternal Control over Financial Reporting Our responsibiity 1s to
express an opinion on the Company's internal control over financial
reporting based on our audi

Wa 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 audtt to obtain reason-
able assurance about whether effective internal control over financial
raporting was mantained n all matenal respects Our audt included
obtaining an understanding of internal control over financial reporting,
assessing the nsk that a matenal weakness exsts, testing and evalual-
ing the design and operating effectivenass of Internal control based

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

A company's intarnal control over financial reporting 1S a process
designed by, or under the suparision of, the company's pnncipal
axecutive and pancipal financial officers, or persons performing similar
functions, and effected by the company's board of directors, manage-
ment, and cther personnel to provide reasonable assurance regarding
the reliabilty of financlal reporting and the preparation of financial state-
meants for external purposes in accordance with generally accapted
accounting prnciples A company's interna control over financial
reporting ncludes those policies and procedures that (1) pertain to the
maintsnance of records that, in reasonable detall, accurately and fary
reflect the transactions and dispositions of the assets of the company,
{2} provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements iIn accordance
with generally accepted accounting principles, 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) provida reasonable assurance regarding prevention or timely detac-
tion of unauthonzed acquistion, use, of dispostion of the company's
assets that could have a matenal effect on the financial statements

Because of the inherant imitations of internal control over financial
reporting, including the possibity of collusion or Improper manage-
ment overnde of controls, matenal misstaterments due to emor or fraud
may not be prevented or detected on a timely basis Also, projectons
of any evaluation of the effectiveness of the internal control over finan-
clal reporting to future pertods are subsact to the nsk that the contrals
may become inadequats because of changes in conditions, or that the
degree of compliance with the policies or pracedures may detenorate

In our opinion, the Company maintained, in al matenal respacts, effec-
tive internal control over financial reporting as of December 31, 2012,
based on the cnteria astablished in Internal Control — Integrated
Framework issued by tha Committee of Sponsoring Organizabions

of the Treadway Commission

Wa have also audited, in accordanca with the standards of tha Public
Company Accounting Oversight Board {United States), the consoll-
dated financial statements of the Company as of and ior the year
ended Decamber 31, 2012 and our report dated February 15, 2013
expresses an ungualified opinion on those financial staternents and
includes an explanatory paragraph regarding the distribution of the
shares of AbbVie Inc to the Company's shareholders and the
Company's change to the year end of ts foreign subsidianes

Deloitte & Touche LLP
Chicago, linois
February 15, 2013
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Financial Instiuments and Risk Management

Market Pnce Sensitive Investiments

Abbott holds available-for-sale equity secunties from strategic
technology acquisitions The market value of these investmants was
approximately $76 millon and $93 million as of December 31, 2012
and 2011, raspectively Abbott monitors these investments for other
than temparary daclines in market value, and charges mpalmant
losses to income when an other than temporary decline in value
occurs A hypothetical 20 percent decrease in the share prices of
thess Investments would decrease their fair value at December 31,
2012 by approxsmately $15 milion (A 20 percent decrease Is bebeved
to be a reasonably possible near-term change in share pnces )

Non-Publicly Traded Equity Scourtics

Abbott holds equity securties from strategic technology acquisitions
that are not traded on public stock exchanges The carrying value of
thesa investments was approximately $137 milhon and $224 miion
as of December 31, 2012 and 2011, respectively No indvidual invest-
ment 1s recorded at & value in excess of $30 mitklon Abbott monitors
thess mvastments for other than temporary declines in market value,
and charges impalrment losses to income when an other than tempo-
rary decline in estimated value occurs

Inlerest Rate Sensitive Financial Instruments

Al December 31, 2012 and 2011, Abbott had interest rate hedge
contracts totaling $9 5 biion and $6 8 bilion, respectively, to manage
its exposure to changes in the fair value of debt The effect of these
hedges 1s to change the fixed interest rate to a vanable rate Abbott
does not use denvative financial instruments, such as interest rate
swaps, to manage its exposure to changes n interest rates for its
investment secunties At December 31, 2012, Abbott had $1 3 billon
of domestic commercial paper outstanding with an average annual
interast rate of 0 32% with an average remaining fe of 17 days

The far value of long-term debt at December 31, 2012 and 2011
amounted to $19 6 biton and $15 1 bilion, respectively (average interest
rates of 2 9%) wath maturiies through 2042 At December 31, 2012
and 2011, the fair value of current and long-term investment secunties

amounted to approximately $4 6 billon and $1 7 bilkon, raspactively
A hypothetical 100-basis point change In the interest rates would
not have a material effect on cash flows, income or markel values
{A 100-basis point change 15 believed to be a reasonably possibla
near-term change In rates )

Foreign Currency Sensitive Financial Instruments

Cartain Abbatt foreign subsidiaries enter Into foreign curmency forward
exchange contracts to manage exposures to changas In foreign
exchange rates for anticipated intarcompany purchases by those
subsidianas whose functional currencles are not the U S dollar These
contracts are designated as cash flow hedgss of the vanablity of the
cash flows due to changes in foreign currency exchango rates and
are marked-to-market with the resulting gains or losses reflected n
Accumutated other comprehensive income (foss) Gains or losses

will be included In Cost of products sold at the time the products are
sold, generally within the next twelve months At December 31, 2012
and 2011, Abbott held $1 6 bilkon of such contracts, which all mature
in the following calendar ysar

Abbott enters into foreign currency forwand exchange contracts to
manage tts exposure to foreign curency denominated intercompany
loans and trade payablss and third party trade payables and receiv-
ables The contracis are marked-to-market, and resulting gains or
losses ame reflectad n ncome and are generally offset by losses or gans
on the foreign cumency exposure being managed At December 31,
2012 and 2011, Abbott held $18 2 bilion arxi $15 7 billon, respectively,
of such contracts, which mature in the next twelve months

Abbott has designated fereign denorminated short-term debt of
approximately $615 miliion and approximately S680 million as of
December 31, 2012 and 2011, respectively, as a hedge of the net
investment in a foreign subsidiary Accordingly, changas in the fair
value of this debt dus to changes in exchange rates are recorded
n Accumulated other comprehensive incoms {loss}, net of tax

The following table reflects the total foresgn cumrency forward contracts
outstanding at December 31, 2012 and 2011

2012 2011
Fair and Falr and
Weighted Carying Waighted Carmying
Average Value Average Valua

Contract Exchange  Recelvable/ Contract Exchange  Receivable/
(dotiars i mdions} Amount Rate (Payable) Amount Rate (Payable}
Receive pomarily U S Doftars
in exchange for the following currencies
Euro $11,349 1317 $ 4 $10 626 1329 $102
Brtish Pound 1318 1621 1 1501 1571 3
Japanese Yen 2,624 812 9 2,458 803 &)
Canatfan Doliar 332 992 1 280 1026 Fd]
Al other currencles 4169 N/A (33) 2544 N/A U]
Total $19792 $(26) $17,309 § 99
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Abbott’s revenuss are denved pnmanly from the sale of a broad line
of health care products under shart-term receivable arangements
Patent protection and licenses, technological and performance
features, and inclusion of Abbott's products under a contract or by
a pharmacy benefit manager most impact which products are soid,
pnce controls, compatition and rebates most impact the net salling
prces of products, and foreign currency translation impacts the
measuremeant of net sales and costs Abbett's pnmary products are
nutntional products, prescrphon pharmaceuticals, dagnostic testing
products and vascular products

In October 2011, Abbott announced a plan to separate Into two
publicly traded companies, one in diversified medical products and
the other in research-based pharmaceuticals To accomplish the
separation, Abbott created a new company, AbbVie Inc {*AbbVie")
for s research-based phamaceuticals business which consists
pnmarily of Abbatt's Propnetary Pharmaceutical Products segment
On January 1, 2013, Abbott distnbuted all of the outstanding shares
of AbbVie to Abboti’s shareholders As a result of the distnbution,
AbbVie 15 now an independent company trading under the symbol
“ABBV" Beglnning in the first quarter of 2013, the histoncal results
of the research-based pharmaceuticals business will be reflected in
Abbott's consolidated financial statements as discontinued operations

Pnor to the separation of AbbVie, sales in international markets wera
approximately 60 percent of consolidated net sales Post-separation,
sales outside the U S are expected to compnse approximately

70 percent of net sales

Continued robust growth of HUMIRA In a broad range of indications,
the acquisitions of Solvay's pharmaceuticals business {Solvay
Pharmaceuticals) and Piramal Healthcare Limited's Healthcare
Solutions business, sales growth and margin improvement in the
nutntional and diagnostics businesses, a government nvestigation
of Abbott's sales and marketing actmiies related to Depakots,

and the challenging economic and fiscal environment in many
countries around the world have impacted Abbott’s sales, cosls
and financial position over the last three years

Pharmaceutical research and development was focused over the last
three years on therapeutic areas that included immunology, oncology,
neuroscience, pain management, hapatitis C (HCV), chronie kidney
disease and women's health In addibon, Abbott acquired the nghts to
varous in process pharmaceutical research and developmeant projects
including the development of second-generation oral antioxidant
inflammation modulators and an oral, next-generation JAK1 inhibitor
with the potential to treat multiple auloimmune diseases

In 2003, Abbott began the worldwide launch of HUMIRA for heumatod
arthntis, fallowed by launches for six additional mdicationsinthe U S
and exght additonal indications in the European Union HUMIRA's world-
wide sales increased to $& 3 bilon in 2012 compared to $7 9 bilion

n 2011, and $6 5 billion in 2010 Genenc compelition for TCor began
in the fourth quarter of 2012 Austenty measures implemented by
sevaral European countnes reduced healthcare spending and affected
pharmaceutical pncing over the last three years The U S propnetary
pharmaceuticals business was negatvely affected by the 2010U S
health cams reform legistation which resulied in rebate changes begin-
ning in 2010 and the payment of an annual fee beginning In 201 1
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In February 2010, Abbott acquired Solvay Pharmaceuticals which
provided Abbott with a large and complementary portfolic of pharma-
ceutical products and expandad Abbott's presence in key global
emerging markets The acquisition added approximately $3 1 bilion to
Abbott's 2010 net sales, primanty outside the U S In September 2010,
Abbott completed the acquisition of Pramal's Healthcare Solutions
business, propeling Abbolt to market leadership in the Indian pharma-
cautical market and further accelerating the company’s growth n
emerging markets Abbotl recorded expense of approximately

$262 milhon in 2012, $345 millon in 2011 and $710 million n 2010
related 1o the integration of the Solvay business and restructunng
plans to streamiine operations, improva efficlencles and reducs costs
primarily in cettain Solvay sites and functions

in May 2012, Abboit reached resolution of all Depakote-related
federal claims, Medcaid-ralated clams with 49 states and the Distnct
of Columbia, and consumer protection claims with 45 states and the
Distnet of Columbia Abbott recorded charges related to this matter of
$1 5 bilion in 2011 and $100 million in 2012, of which approxmately
$1 6 bilion was paid in 2012

In Abbott's worldwide nutntional products business, sales were pos-
ively impacted by demographics such as an aging population and an
ncreasing rate of chronic disease In developed markets and the nse

of a middle class in many emenging marksts, as wall as by numerous
new product mtroductions that leveraged Abbott's strong brands

At the same tme, manufactunng and distnbition process changes and
other ¢cost reductions drove margin improvements across the business

In Abbott's worldwide diagnostics business, margin improvement
continued to be a key focus and operating margins Increased from
14 7 percent of salas in 2010 to 18 7 percent in 2012

Over the last three years, Abbott continued to buid lts Xience
drug-etuting stent franchise with the receipl of approval to market
Xience Xpedition in vanous countnes, ncluding U S approval in the
fourth quarter of 2012 as wel as 1he launches of Xrence nano and
Xrance PRIME in the U 8§ in 2011, and Xience PRIME and Xience V
in Japan In Apnl 2012 and January 2010, respectively Xlence, which
includes Xience V, PRIME, nano and Xpedition, ended 2012 as the
market-leading drug eluting slent globally In 2011, the third party
dstnbutor of the Promus preduct began transitioning away from
the product and that supply agreement ended in 2012 The effect
of the winding down of the agreament will continue into the first
quarter of 2013

In 2010, the U S government passed health care reform legislation
which included an increase in Medicaid rebate rates and the extension
of the rebats to drugs prowided through Medicaid managsd care orga-
nizattons beginning n 2010 The legistation also imposed annual fees
which pharmaceutical manufacturers began paying in 2011 and med)-
cal device comparues will begin paying in 2013, as well as additional
rebates related 1o the Medicare Part D "donut hole” beginring in 2011
In addition to & 2010 one-time charge of approxmately $60 million to
reduce deferred tax assels associated with retiree haalth care labilites
related to the Madicare Part D ratires drug subsidy, the legislation’s
negative impact on Abbotl's performance grew from more than

$200 miion n 2010 to approximately $400 millon per year in 201 1
and 2012 The $400 milion annual mpact included approximatety

49




Abbott 2012 Annual Report

Financial Review

$100 milion for the annual pharmaceutca) manufacturer fee This fee
Is no! tax-deductible and 1s mcluded i selling, general and administra-
tve exponses With the separation of AbbVie at the beginning of 2013,
Abbolt no longer sells pharmaceutical products inthe U 8 and there-
fors 15 no longer subject to the annual pharmaceutical fee or the
additional rebates Beginning in 2013, Abbott will begin paying the

2 3 percant medical device tax under U S health care reform legisla-
tion This tax will be included i seling, general and administratve
expenses and the amount of the tax 1S not expected to be matenal

In the fourth quarter of 2012, Abbott extingushed $7 7 tuflion of
long-term debt and incurred a charge of $1 35 bilkon related to the
early repayrnent, net of gains from the unwinding of interest rate
swaps related to the debt Abbott’s short- and long-term debt totaled
$20 5 billion at Decamber 31, 2012 This balance includes $1 billon
of short-borowings and $14 7 biflion of long-term debt that was
ssued by AbbVie Inc In 2012 After the separation of AbbVie on
January 1, 2013, Abbolt has no remaining obligations related to this
$15 7 billon of debt At December 31, 2012, Abboti’s long-term dabt
ratng was A+ by Standard and Peor’s Corporation and A1 by Moody's
Invastors Senice Operating cash flows in excess of capital expendi-
tures and cash dvidends have partially funded acquisitions over the
last threa years

In 2013, Abbott will focus on several key Initiatives In the nutntonal
business, Abbott will continue to buid its product portiolio with the
introduction of new science-based products, expand i high-growth
emerging markets and implement additional margin improvement ini-
tiatives In the estabiished pharmaceuticals business, which includes
ntemational sales of branded genenc preducts, Abbotl will continue
to focus on obtaining additional product approvals across numerous
countnes and expanding its presence In emerging markets In the
diagnostics business, Abbott will focus on the davelopment of next-
generation Instruments and other advanced technologies, expansion
in emearging markets, and further improvements in the segment's
operating margin In the vascular busmess, Abbott will continue {0
focus on marketing products in the Xience and endovascular fran-
chises, Increasing Internatianal MitraClip sales, and obtaining
regulatory review of the MitraClip devce nthe U S as wall as further
clinicat development of ABSORB, tts bioresorbable vascular scaffold
{BVS) device and a further roll-out of ABSORE In numerous countries
In Abbott s other segments, Abbott will focus on developing differenti-
ated technologies in hugher growth markels

Cntical Accounting Policies

Sales Rebates - In 2012, approximately 56 parcent of Abbotl's con-
soldated gross revenues were subject to vanous forms of rebates and
allowances that Abbott recordad as reductions of revenuss at the time
of sale Most of these rebates and allowancas are in the Propnetary
Pharmaceutical Producls segment and the Nutrtional Products seg-
ment Abbott prowdes rebates to pharmacy benefit management
comparnies, state agencies that administer the federal Medicaid pro-
gram, insurance companies that admimster Medicare drug plans, state
agencies that administer the Special Supplemental Nutntion Program
for Women, Infants, and Children (WIC), wholesalers, group purchas-
Ing organizations, and other government agencies and private entities

Rebate amounts are usually based upoen the volume of purchases
using contractual or statutory prices for a product Factors used In the
rebate calculations include the dentdication of which products have
bean sold subject to a rebate, which customer or government agency
price terms apply, and the estmated lag time between sale and pay-
mant of a rebate Using histoncal trands, adjusted for current changes,
Abbott estenates the amount of tha rebate that will be paid, and
racords the habilty as a reduction of gross sales when Abbott records
Wis sala of the product Setilement of the rebate generally oceurs from
two 1o exght months aftor sale Abbott regulary analyzes tha histoncal
rabate trends and makes adjustments to reserves for changes in
trends and terms of rebate programs Rebates and chargebacks
charged aganst gross sales in 2012, 2011 and 2010 amounted 1o
approximately $6 2 bilkon, $5 5 billon and $4 9 bilion, respectively, or
22 @ percent, 22 2 percent and 23 1 percent, raspectively, based on
gross sales of approximately $26 9 billon, $24 8 billion and $21 1 bil-
fion, respecively, subject to rebate A one-percentage point Increase
in the percentage of rebates to relaled gross sales would decrease
net sales by approximately $269 million 1n 2012 Abbot! considers

a one-percentage point ncrease to be a reasonably kkely increase

in the percentage of rebates to related gross sales Other allowances
charged against gross sales wars approximately $542 mullion,

£400 miion and $415 mithon for cash discounts in 2012, 2011 and
2010, respectively, and $365 milion, $490 millon and $537 million

for returns n 2012, 2011 and 2010, respactively Gash discounts are
known within 15 to 30 days of sale, and therefore can be reliably
estmated Returns can be reliably estimated because Abbott's histor-
cal returns are low, and because sales retums terms and other sales
terms have remained relatively unchanged for several perods

Management analyzes the adeguacy of ending rebate accrual bal-
ances each quarter In the domestic nutritional business, management
uses both internal and external data available to esimate the level

of inventory in the distnbution channel Management has access o
several large customers’ inventory management data, and for other
customers, utlizes data from a third parly that measures time on the
rotal shelf These sources allow management to make rhiable esti-
mates of nventory in the distnbution channel Except for a transtion
penod before or after a change in the supplier for the WIC business
n a state, inventory in the disinbution channel does not vary substan-
tialy Management also estimates the stales’ processing lag time
based on clams data [n additon, internal processing time 1s a factor
In estimating the accrual In the WAC business, the state whare the
sale 1s made, which 1s the detemining factor for the applicable price,
1s reliably determinable Estimates are required for the amount of WIC
sales within each state where Abbott has the WIC busmess External
data sources utilized for that estimate are participant data from the
US Department of Agneulture (USDA), which administers the WIG
program, participant data from some of the states, and Internally
administered market research The USDA has been making its data
avatlable for many vears Internal data includes histoncal redemption
rates and pricing dala At December 31, 2012, Abbott had WIC
business in 22 states
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In the domestic proprietary phammaceutical business, the most
significant charges against gross sales are for Medicald and Medicare
Rebates, Pharmacy Benefit Manager Rebates and Wholesaler
Chargebacks [n order to evaluate the adsquacy of the ending accrual
balances, management uses both Intemal and external data to esti-
mate the lavel of mventory in the distrbution channel and the rebate
claims processing lag time External data sources used to estimate
ihe nventary In the distnbution channe! include inventory levels period-
ically reported by wholesalers and third party market data purchased
by Abbott Management estimates the procassing lag time based on
penodic sampling of clams data To astimate the pnce rebate percent-
aga, systems and calculations are used to track sales by product by
customer and 1o estimate the contractual or statutory price Abbott's
systems and calculations have developed over time as rebates have
become more significant, and Abbott believes they are reliable

The following table Is an analysis of the four targest rebate accruals,
which compnse approximately 70 percent of the consolidated rebate
provisions charged against revenues 1n 2012 Remaining rebate
provisions charged aganst gross sales are not significant in the
detemination of operating earnings

Domestic Propnatary
Phammaceutical Products
Domeslic Medcald  Pharmacy
Nutritionals and Benefit Wholssalar
wIiC Medicare Manager Charge-

(dlollars in milthons) Rebates Rebates Rebates batks
Balance at
January 1 2010 $153 § 352 $ 239 § 160
Provisions. 616 899 841 1162
Payments (840) 617) (670 (1,163)
Balance a1
December 31, 2010 128 834 410 159
Provisions 575 985 a3 1,361
Paymants (568} {898) (735) (1349}
Balance at
December 31 2011 136 720 506 171
Provisions 657 1,077 B30 1845
Payments (B70) (980) {840) {1,592)
Balance at
December 31 2012 $123 $ 807 $ 496 § 224

Historically, adjustments 1o pnor years® rebate accruals have not been
material to net income Abhott employs various techniques to venfy
the accuracy of ctams submitted to it, and where possible, works with
the organizations submitting claims to gain Insight into changes that
might affact the rebate amounts For Medicald, Medicare and other
governmant agency programs, the calculation of a rebate involves
interpretations of relevant regulations, which are subject to challenge
or change 1n interpretation
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Incoma Taxes - Abbolt operates in numarous countnes where its
income tax returns are subject 10 audits and adustments Because
Abbott operates globally, the nature of the audi tems ame often very
complex, and the objectives of the government auditors can resuft in
a tax on the same income in more than one country Abbott employs
intarnal and external tax professionals to minimize audit adjustment
amounts where possible In accordance with the accounting rules
relating to the measurement of tax contingencies, In order to recognize
an uncertan tax benefit, the taxpayer must be more likely than not of
sustalning the position, and the measurement of the benefit 1s calcu-
lated as the largest amount that is more than 50 percent bikely to

be realzed upon resoluton of the benefit Applcation of these rules
raquires a significant amount of judgment In the U S, Abbott's fedaral
income 1ax returns through 2009 are seltled except for one tem, and
the ncome tax returns for years after 2009 are open Abbott does

not record deferred income taxes on eamings reinvested indefinitely

in foreign subsldianes

Pension and Post-Employment Benefits — Abboll offers pension
benefits and past-employment health care to many of iis employees
Abbolt engages outside actuanes to assist in the determination of the
obiigations and costs under these programs Abbott must develop
long-term assurmptions, the most significant of which are the health
care cost frend rates, discount rates and the expected return on plan
assets The discount rates used to measure habiities were determined
basad on high-quakty fixed income securities that match the duration
of the expectad retree benafits The health care cost trend rates repre-
sant Abbott's expected annual rates of change in the cost of health
care henefils and I3 a forward projection of health care costs as of the
measurement date A difierence batwsen the assumed rates and the
actual rates, which will not be known for decades, can be significant
In refation to the obligations and the annual cost recorded for these
programs Low asset returns due 1o poor market conditions and low
nterest rates have significantly increased actuanal losses for these
plans At December 31, 2012, prelax net actuanal losses and pnor
service costs and (credits) recogrized in Accumulated other compre-
hansive incoma (toss) for Abbolt’s deflined benefit plans and medical
and dental plans were losses of $4 8 bilion and $379 million, respec-
tvely Actuanal losses and gains are amortized over the remaining
service attribution pencds of the employeas under the corndor
method, in accordance with the rules for accounting for post-employ-
ment benefits Differances betwean the expected long-term rturn on
plan assets and the actual annual return are amorlized over a fiva-year
period Note 4 to the consolidated financial statoments descnbas the
mmpact of a ane-percentage point change in the health care cost trend
rate, howaver, there can be no certainty that a change would be km-
ited to only one percentaga point

Valuation of Intangible Assets — Abbolt has acquired and conlinues

1o acquire signilicant intangible assats that Abboit records at fair value
Transactions involving the purchase or sale of intangible assets occur
with some frequency between companies in the health care field and
valualions are usually based on a discounted cash flow analysis The
discounted cash flow model requires assumptions about the timing
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and amount of future net cash flows, nsk, the cost of capital, taminal
values and markel parbcipants Each of these factors can significanily
affect the value of the intangble asset Abbott engages independent
valualion experls who review Abbolt's critical assumptions and
calculatians for acquisitions of significant intangibles Abbott reviews
dsfinite-ived intangible assets for impainment each quarter using an
undiscounted net cash flows approach | the undiscounted cash
flows of an intangible asset are less than the camying value of an
intangible asset, the intangible asset is watten down to its falr value,
which 1s usually the discounted cash flow amount Where cash flows
cannot be identfied for an indwidual asset, the review is applied at the
lowaest group lave! for which cash flows are dentifiable Goodwall and
indefinde-ived Intangible assets, which relate to in-process research
and development acquired in a business combination, are reviewed
for mpaiment annually or when an event that could result in an
impairment occurs At December 31, 2012, goodwill and intangibles
amounted to $15 8 billlon and $8 6 billion, respectively, and amortiza-
tion expense for Intangible assets amounted to $1 4 bifkon n 2012
There were no impairments of goodwill in 2012, 2011 or 2010 In 2012
and 2011, Abbott recorded impasrmant charges of $82 millon and
$174 millon, respectively, for certamn research and development assets
due to changes in the projected development and regulatory imelines
for the projects

Litigation — Abbott accounts for igation losses In accordance with
FASB Accounting Standards Codification No 450, "Contingencies "
Under ASC No 450, loss contingency provisions are recorded for
probable losses at management's best estimate of a loss, or when a
best estimats cannot be made, a minimum loss contingency amount
15 recorded Thase estimates are often nbally developed substantially
garlier than the uttimate loss 1s known, and the estimates are refined
each accounting period as additional information becomes known
Accordngly, Abbott 1s often initially unable to develop a best estimate
of loss, and therefore the rminimum amount, which could be zero,

15 recorded  As information becomas known, erther the minimum loss
amount 1s Increased, resulting In additional loss provisions, or & best
astimate can be made, also resulting in addittonal loss provisions
Occaswonally, a best estirmate amount 15 changed to a lower amount
when evenis result In an expectation of a more favorable outcome than
praviously expected Abbott estimates the range of possible loss to be
from appraximately $70 mullen o $100 midlon for its legat proceedings
and environmental exposures Accruals of approxmately $80 miion
have been recorded at December 31, 2012 for these proceedings and
exposures Thesa accruals represant management’s bast estimats of
probable lass, as defined by FASB ASC No 450, *Contngencies *
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Resulis of Operalions
Sales

The following table detalls the companents of sales growth by report-
able segment for the last three years

Total Components of Ghange %

% Changa Prica Volume  Exchange
Total Net Sales
2012 vs 2011 28 17 38 {29
2011 vs 2010 106 12 65 28
2010 vs 2009 143 {01 132 12
TotalUS
2012vs 2011 48 56 08 -
2011 vs 2010 54 44 10 —
2010 vs 2009 68 o7 61 —
Total International
2012 vs 2011 tH [{N] 71 50
2011 vs 2010 143 12 106 49
2010 vs 2009 207 foX:)] 193 22
Propristary Pharmaceutkeal Products Segment
2012 vs 2011 55 45 a7 2n
2011 vs 2010 1Mo 35 52 23
2010 vs 2009 136 03 127 06
Established Pharmaceutical Products Segment
2012 vs 2011 (4 4) 13 34 {65}
2011 vs 2010 260 an 174 43
2010vs 2009 517 03 491 29
Nutritional Products SBegmeant
2012 vs 2011 77 45 42 {10
2011 vs 2010 B6 30 36 20
2010 vs 2009 47 17 12 18
Diagnostic Products Segment
2012 vs 2011 40 {1 4) B7 {33
2011 vs 2040 a8 1y 65 34
2010 vs 2009 60 o1 43 16
Vascular Products Segmant
2012 vs 2011 79 52 04 23
2041 vs 2010 44 43 55 az
2010 vs 2009 186 a7 223 10

Total Net Sales in 2012 reflect umit growth, partially offset by the
impact of unfavorable foreign exchange The decrease in 2012
vascular Products sales is partially due to the winding down of royally
and supply agreements related to certain third-party products, includ-
ing Promus Excluding this royalty and supply agreement revenue m
both penods and the unfavorable effect of exchange, Vascular
Products sales increased 3 4 percent n 2012 in 2011 and 2010,
Total Nat, Total U S , Total International, Propnetary Pharmaceutical
Products segment and Established Pharmaceutical Products segment
sales reflect the acquisition of Soivay s pharmaceuticals business on
February 15, 2010 and unit growth, while the relatvely weaker U S
dollar favorably impacted international sales across all segments

Total Net, Total International and Established Pharmaceutical Products
segment sales growth in 2011 also reflects the acquistion of Pramal
Healthcare Limited's Healthcare Sotution business n September 2010
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A companson of significant product and product group sales is as
follows Percent changes are versus the pnor year and are based on
unrounded numbers

Percent Parcant Percent

(dofars i mylhons) 2012 Change 2011 Change 2010 Change

Propnetary Pharmaceuticals —

Total US

Propriotary sales $10,158 7 $9.455 8 §8744 12
HUMIRA 4,376 28 3427 19 2872 14
TRILIPIX TrCor 1,008 (20) 1372 1 1,356 1
Niaspan 911 [ )] 976 5 927 8
AngroGel 1,162 32 874 35 649 wvm
Lupron 569 5 540 12 483 {11)
Synthrord 551 6 522 16 451 9
Creon 353 7 332 35 248 n/m
Kaletra 280 (14) 328 (10 363 {19y

Total International

Propnatary salos 7,854 3 7.625 15 6,645 16
HUMIRA 4,889 9 4,505 23 3676 24
Kalotra 733 (13) 844 (5) 892 3
Lupron 231 (14 270 2 265 2

Total Established

Phammaceuticals — 5121 4) 5355 20 44861 52
Clanthromytin 501 {9) 551 6 521 {11)
ThCor and Lipanthyt
{fenofibrate) 282 {8) 308 24 248 nm
Creon 306 4 296 58 187 owm
Serc 205 (12} 233 30 180 m
Duphaston 250 16 223 64 136 vm
Synthroid 105 1 103 9 95 19

Nutntionals —

U S Pedeatric Nutntionals 1,445 14 1,288 5 1,208 {7}

International Pediatnc

Nutrtuonals 2,080 8 1,926 15 1,676 9

US Adult Nutmtionals 1,452 6 1368 2 1,345 6

Internaticnal

Adult Nutdtionals 1,484 4 1427 13 1,268 15

Diagnosucs —

Immunochemistry 3,279 4  3.150 8 2904 4

Vascular Products {1} —

Xience 1589 3 1558 14 1370 40

Other Coronary

Products 508 (1} 605 9 555 5

Endovascular 452 1 449 9 414 5

n/m — Percent change 3 not meanngful
{1} Ouhar Coronary Products nclude pamarty gudewres and baloon cathe'ers
Endovascular nictudes vessel Glosure carotid s'ervs and other penpheral products
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Excluding the negative effect of exchange, Total International
Propnietary sales increased 8 9 percent in 2012 In Propnetary
Pharmaceuticals, a genenc version of TiCor entered the U S market
in the fourth quarter of 2012 Total Estabhished Pharmaceutical
Products sales decreased in 2012 due to the nagative effect of
exchange and dacreased sales of Clanthromycin and Serc due 1o,

n part, pncing pressures in Europe, partially offsst by growth in
emerging markets Excluding the effsct of exchange, Total Established
Pharmmaceutical Products sales increased 2 1 percent U S Pediatnc
Nutntional sales in 2012 reflect market share gains for Simiac and
unit growth for PediaSure The increase In 2012 U S Adult Nutntional
sales reflects unt growth for the Ensure and Glucerna products
International Pediatnc and Adult Nutntionals sales increases over

the three years wate due pnmanly to volums growth in developing
countnes and were negatively impacted in 2012 by the effect of the
relatively stronger U S dollar

The increases nU S Propnetary product sales in 2011 and 2010

are primarily due 1o increased sales of HUMIRA and the acquisition of
Sohvay Pharmacstticals in February 2010, partially offset by decreased
sales of Depakote, Zemplar, and Kaletra The increases in Established
Phammaceutical salas in 2011 and 2010 are primarily due to the acqui-
sttions of Solvay Pharmaceuticals and Piramal and growth in emerging
markets U S Padiatne Nutnbionals sales n 2011 and 2010 were
affected by the voluntary racat of certan Similac-brand powder infant
formulas in September 2010 and the subsequent recovery in market
share In 2011 International Propnetary Phamnaceuticals, International
Adult Nutntionals and Immunochemistry salas wens posiively
impacted by the effect of the relativety weaker U S dollar in 2011

and 2010 Abbott has penodically sold product nghts to non-strategic
products and has recorded the related gains in net sales in accor-
dance with Abbott's revenue recogmition policies as discussed in

Note 1 1o the consolidated financial statements Related nat sales
were approximataly $58 mifkon i 2010, while there were no significant
sales in 2012 and 2011

The expiration of licenses and patent protection and generic compel-
tion can affect the future revenues and operating ncome of Abbott
There are currently no significant palent or license expirations in the
next three years that are axpacted to affect Abbott afier the separation
of AbbVie

Operating Earmings

Gross profit margins were 62 1 percent of net sales in 2012, 60 0 per-
cent in 2011 and 58 3 percent n 2010 The increase in the gross proft
margin in 2012 was impacted by improved gross margns across all
raportable segments as a result of cost reduction intiatives, the impact
of exchange and favorable product mix The increase in the gross
profit margin n 2011 was due, in part, to improved margns in the
establshed pharmaceutical, diagnostics and diabetes businesses and
was partially offset by the unfavorable effect of exchange on the profit
margin ratio The Increase in the gross profit margin in 2010 was due,
in part, to iImproved margins in the established pharmaceutical, vascu-
lar, diabetes, diagnostics and nutnitional businesses and the favorable
effect of exchange on the gross proflit margin ratio
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Inthe U S, states receive pnce rebates from manufacturers of infant
formula under the federally subsidzed Special Supplemantal Nulntion
Program for Women, Infants, and Chidren There are also rebate
programs for pharmaceutical products in numerous countries These
rebate programs continue to have a negative effect on the gross profit
margins of the Nutribonal, Propriatary Pharmaceutical and Established
Pharmaceutical Products segments

Research and development expense was $4 322 bition in 2012,

$4 129 billon 0 2011 and $3 724 billion in 2010 and represented
ncreases of 4 7 percent in 2012, 10 9 percent 1n 2011 and 35 7 per-
cent in 2010 Excluding charges related to the Solvay restructunngs
announced in September 2010, research and development expense
increased 6 2 percent in 2011 and 29 4 percont n 2010 The 2010
ncrease, exclusive of the effects of the restructunng charges, reflacts
the acquisttions of Solvay’s pharmaceuticals business in February
2010 and Facet Blotech in Apnl 2010 The increases in 2012, 2011
and 2010 also reflect continued pipelne spanding, including programs
n biologics, hepatitis G and diagnostics The majonty of research and
development expenditures over the three years were concentrated

on phamaceutical products $2 9 bilkon of Abbott's 2012 research
and development expenses related to Abboll’s pharmaceutical
products, of which $2 2 bilkon was directly allocated to the Propnetary
Pharmaceutical Products segment In 2012, research and develep-
ment expendiures totaled $367 millon for the Vascular Products
segment, $382 millon for the Diagnostics Products segment,

$275 million for tha Established Pharmaceutical Products segmant
and $186 mullion for the Nutntional Products segment

Seling, general and administrative expenses decraased 5 5 percent in
2012 and increased 22 9 percent In 2011 and 23 4 percent in 2010
2012 ncludes approximatety $405 milon retated to the separation of
AbbVia from Abbott and a $100 millon igation charge related 1o the
government nvestigation related to Depakote while 2011 includes a
itigation charge of $1 5 billion related to the Depakote investigation
Excluding separation costs, litigation charges and Solvay-related
festructunng and integration costs, selling, general and administrative
expanses increased 4 6 percent in 2012 and 6 7 percent in 2011
Excluding charges related to Solvay restructunng and integration pro)-
octs, seling, ganeral and administrative expenses n 2010 increased
18 2 percent This increass, exclusive of the effects of the restructunng
and integration charges, reflects the acquisiions of Solvay's pharma-
ceuttcals business in 2010 and Advanced Medical Optics, Inc in 2009
and higher provisions for biigation in 2010 The remaining ncreases in
seling, general and adminstrative expenses over the three year penod
were due pnmarily {o increased seling and marketing support for new
and exsting products, including continued spanding for HUMIRA,
inflation, and in 2011, the impact of the pharmacseutical fes ymposed
by U S healthcare reform legislation

Restructurings

In 2012, Abbott management approved plans to streamline vanous
commarcial cparations in order to reduce costs and improve efficien-
cies in Abbott's core diagnostics, established pharmaceutcal and
nutntionals businesses Abbott recorded employee refated sevarance
charges of approximately $167 million in 2012 Additional charges of

approximately $22 millon were aiso recorded in 2012, pnmartly for
assel impaiments Approximately $70 million Is recorded in Cost of
products sold and approximately $119 miion as Selling, genaral and
administrative expense As of December 31, 2012, no significant cash
payments have boen made relating to these actions

In 2011 and pnor years, Abbott management approved plans to
realgn its worldwide pharmacsutical and vascular manufacturing
operations and selected domestic and international commerclal and
research and development operations in order to reduce costs

In 2011 and 2010, Abbott recorded charges of approximately

$194 miflion and $56 millon, respectively, reflecting the impairment
of manufacturing faclities and other assets, employee severance and
other related charges Approximately $76 mulon in 2011 1s classified
as Cost of products sold, $69 milion as Research and development
and $49 million as Sefling, general and administratve  Approximatety
$56 million in 2010 1s classified as Cost of products sold The following
summanzes the activity for these restructunngs

{dollars i milions)

Accrued balance at January 1 2010 %145
2010 restructuring charges o6
Payments, impairments and other adjustments {124)
Accrued balance at Dacember 31, 2010 77
2011 restructuring charges 194
Payments, impairments and other adusiments {94)
Accrued balance at December 31 2011 177
Payments ard other adjustments (48}
Accrued balance at December 31, 2012 $129

An addtional $110 milion, $25 milion and $13 milion were recorded
In 2012, 2011 and 2010, raspactively, relating to thesa restructunngs,
pnmarily for accelerated dapreciation

In 2012 and 2010, Abbott management approved restructunng

plans pnmanly refated to the acquisition of Solvay's pharmaceuticals
business These plans streamiine operations, mprove efficiencies and
reduce costs in certain Solvay stes and functions as well as In certain
Abbott and Solvay commerclal organizations n vanous countnes

1n 2012, Abbott recorded a charge of approximately $150 méllion for
employee severance and contractual obhgations, prnmanly retated

to the exit from a research and development faciily Approxmately
$142 millon 1s recorded as Research and development and $8 mifion
as Seling, general and administraive In 2010, Abbott recorded
charges to Cost of products sold, Research and development and
Seling, general and administrative of approximately $39 million,

$152 milllon and $272 milhon, respectvely The {oliowing summanzes
the actmity for these restructunngs

{dotiars i mifions)

2010 restructuring charge $ 523
Payments impalments and other adustments (113
Accrued balance at Dacember 31, 2010 410
Payments and other adjustiments (302)
Accrued batance at December 31, 2011 108
Restructuring charges 150
Payments and other adjustmanis (143
Accrued balance at December 31, 2012 $115
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An addtonal $38 millon, $102 milon and $12 mion were recorded in
2012, 2011 and 2010, respectively, relating to thesa restructunngs, pn-
marily for additional empkryee severance and accelerated depreciation

In 2011 and 2008, Abbott management approved plans to streamiine
global manufactunng operations, reduce overall costs, and improve
efficiencies in Abboit’'s core dagnostic business In 2011, a charge

of $28 millon was recorded in Cost of products sold The following
summarizes the actnaty for these restructunngs

(dofars mn milbons)

Accrued balance at January 1, 2010 $08
Payments and other edjustments (10)
Accruad balance at December 31, 2010 ;)
2011 restructuring charge 28
Payments and other adjustments 37
Accrued balance at December 31, 2011 79
Payments and other edjustmants {23)
Accruad balance at December 31, 2012 $56

In addition, charges of approxmately $16 milion, $42 milion and
$60 milion were recorded In 2012, 2011 and 2010, primarily for accel-
erated depreciation and product transfer cosis

Interest expense and Interest iIncome)

In 2012, interest expense Increased pnmarly due to bridge facilty
fees related to the separation of AtbbVie from Abbott n 2011, interest
axpense dacreased due to lower debt levels Interest income in 2012
and 2011 decreased as a result of lower rates In 2010, interest
axpense increased due pnmanly to increased debit levels Interast
Income decreasad in 2010 dus o lower investment balances

Change in Accounting Panciple and Other (income) expense, net

Pror to January 1, 2011, the accounts of foraign subsidiaries were
consolidated based on a fiscal year ended November 30 due to the
time needed to consolidate these subsidianes Effective January 1,
2011, the one month lag In the consolidation of the accounts of
foreign subsidianes was elminated and the year-end of foreign subsid-
ianes was changed to Decembear 31 Abbott believes that the change
in aceounting pninciple related 1o the elimination of the one month
reporting lag 1s preferable because it results In mMore contemporaneous
reporting of the results of foreign subsidianes In accordance with
applicable accounting literature, a change in subsidianes’ year-end is
treated as a changs n accounting pnnciple and requires retrospective
applcation The cumulative effect of the change was an increase in
retained earnings of $289 miiton as of January 1, 2009 and a corre-
sponding decrease in other iong-tenm labilies  The impact of the
change was not matertal to the results of operations for the previcusly
reported annual and intenm penods after January 1, 2009, and thus,
those results have not been rewised A charge of $137 milion was
recorded to Other (income) expense, net in 2011 10 recognize the
cumulative immatenal impacts to 2009 and 2010 Had the financial
statements been revisad, net sales, operaling earrings and net earm-
ings in 2010 would have decreased by $21 mihon, $195 milkon and
3175 million, respectvely
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Cther {income) expense, net, for 2012 includes income of approx-
mately $60 mifion from the resclution of a contractual agreement and
a loss of approxmately $62 million for the iImpairment of certain equity
securities Othar {Income) expense, net, for 2011 includes $56 miition
of falr value adjustments and accretion in the contingent consideration
related to the acquisition of Solvay's pharmaceuticat business Other
{income) expense, net, for 2012, 2011 and 2010 also includes ongo-
ing contractual payments from Takeda associated with the conclusion
of the TAP joint vanture

Net Loss on Extinguishment of Dabt

in the fourth quarter of 2012, Abbott extinguished $7 7 billion of
long-term dabt Abbott Incurred a cost of $1 35 billion to extinguish
this debt, net of gains from the unwinding of interest rate swaps
related to the debt

Taxes on Earnings

The income tax rates on earnings wera 4 B parcent n 2012, 9 0 per-
cent in 2011 and 19 0 percent In 2010 Taxes on earmings in 2012
reflact the $493 mithon effoct of the tax rate applied to Abbott's net
debt extinguishment loss as wall as the recognition of $408 matlion of
tax benefits as a result of the favorable resolution of vanous tax posi-
tions pertaining to a pnor year, which also decreased the gross
amount of unrecognized tax benefits by approximately $560 milion
Taxas on earnings in 2011 reflect the effect of the tax rate appled to

a kgation reserve and the recognition of $580 million of tax benefits
as a resuit of the favorable resolutian of vanous tax positions pertaining
to prior years, which also decreased the gross amount of unreceg-
nized tax benefits by approximataly $1 3 billon Excluswve of these
discrate items, the effective rates are lower than the U S federal
slatutory rate of 35 percent dus primanty to the benefit of lower forelgn
tax rates and tax exemptions that reduced the tax rates by 24 9, 22 9,
and 19 4 percentage points mn 2012, 2011 and 2010, respectively

The tax rate reductions are primarnly denved from cperations in

Puerto Rico, Switzerland, lreland and Singapore where Abbott benafits
from a combination of favorable statutory tax rules, tax rulings, grants,
and exemptions See Note 5 to the consolidated financial statemants
for a full reconciliation of the effective tax rate to the U S federal
statutory rate

As a result of the Amencan Taxpayer Relief Act of 2012 signed into
law In January 2013, Abbott expects to record a tax benefit of
approximately $100 million n the first quarter of 2013 for the retroac-
tiva extenslon of the research tax credit and the look-through rules
of section 954(c){B) of the Internal Revenue Code to the beginning

of 2012 Excluding this and any other discrete tems, Abbott expects
to apply an annual effective rate of approximately 21 percent

As a resuft of the Patient Protection and Affordable Came Act and the
Health Care and Education Reconckation Act which were signed into
taw in 2010, Abbott recorded a charge of approximately $60 million in
2010 to reduce deferred tax assats asscaiated with retiree health care
labilties refated to the Medicare Part D retiree drug subsidy

In October 2010, Puerto Rico enacted legislation that assasses a tax
beginning in 2011 on certan products manufactured m Puerto Rico
The tax I1s levied on gross intercompany purchases from Puerto Rican
entilies and is mcluded i inventory costs In 2012 and 2011, cost of
goods sold includad $187 mulion and $111 million, respectively,
related 1o s tax The tax 1s creditable for U S incoma tax purposes
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Research and Development Programs

Abbott currently has numerous pharmaceutical, medical and nutntional
products in development

Resparch and Development Process

In the Propnetary Pharmaceuticals segment, the research and
development process generally begins with discovery research which
focuses on the identification of a molecule that has a desired effect
against a gven diseass If preciinical testing of an identified compound
proves successiul, the compound moves nto clinical development
which generally includes the following phases

* Phase! — involves the first human tests in a small number of
healthy volunteers 1o assess tolerablity and potental dosing

* Phase |l — tests the molecule’s efficacy against the disease
in g small group of patents

s Phase Il -~ tests a molecule that demonstrates favorable resulls
in the earlier phases in a significantly larger patient population to
further demonstrate afficacy and safety based on regulatory cnlena

The chnical inals from alt of the development phases provide the
data required to prepare and submit a New Drug Application (NDA},
a Biological License Application (BLA} or other subrmission for regula-
tory approval to the U S Food and Dug Administration (FDA) of
stmilar government agencies outside the US The specific require-
ments (e g , scope of clinical trials) for abtaining regulatory approval
vary across different countries and geographic regions

The research and development process from discovery through

anew drug launch typically takes 8 - 12 ysars and can be even longer
There 15 a significant amount of uncertainty inherent in the research
and development of new pharmaceutical products and there is no
guarantes when, or if, a molecule will recelve the regulatory approval
required to launch a new drug or indication

In addition to the development of now products and new formulations,
proprietary pharmaceulical research and development projects also
may include Phase [V trals, sometimes called post-marketing studies
For such projects, clircal trials are designed and conducted to collect
additional data regarding, among other parameters, the benefits and
nsks of an approved drug

In the Established Pharmaceuticals segment, the development
process focuses on the geographic expansion and continuous
improvement of the segment’s existing products to provide benefits
to patents and customers As Established Pharmaceutcals does
not actively pursue pnmary ressarch, develepment usually begins
with work on existing products or after the acquisition of an advanced
stage licensing opportunity

Depending upon the product, the phases of development may include
* Drug product development

* Phass | bioequvalence studies to compare a future Estabhshed
Pharmaceutical’'s brand with an already marketed compound with
the same active pharmaceutical ingrecient (AP
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¢ Phase Il studies to test the efficacy of banefits in a small group
of patients

= Phase Il studies to broadan the testing to a wider population that
reflscts the actual medical use

* Phase IV and other post-marketing studies to obtain new clinical
use data on existing products within approved indications

The speaific requirements {8 g scope of chinical tnals) for obtalning
reguiatory approval vary across different countnes and geographic
reglons The process may ranga from one year for a bioequivalence
study project to 6 or more years for complex formulations, new indica-
tions, or geographic expansion in specrfic countnes such as China

In the Diagnostics segment, tha phases of the research and
development process include

= Discovery which focuses on identification of a product that will
address a specific therapeutc area, platform, or unmet clinical need,

* Concept/Feasibility during which the materials and manufacturing
processes are evaluated, testing may include product charactenza-
tion and analysis 15 performed to confirm clinical utilty, and

« Development dunng which extensive testing is performed to
demonstrats that the product meets specified design requirements
and that the design specifications conform to user needs and
intended uses

As with pharmaceutical products, the regulatory requirements for
diagnostic products vary across diffsrent countnes and geographic
reglons In the U S , the FDA classifies diagnastic products into
classes (, il, or I} and the classification determines the regutatory
process for approval While the Diagnostics segment has products
n all three classes, the vast majorty of its products are categornzed
as Class | or Class Il Submission of a separate regulatory fiing 1s
not required for Class | products Class Il devices typically require
pre-market notification 1o the FDA through a regulatory fiting known
as a 510(k) submisston Most Class |l products are subject lo the
FDA's Pre-Marketing Approval (PMA)} requirements Other Class 1l
products, such as those used to screen blood, reguire the subnission
and approval of a BLA

In the EU, diagnostic products are also categonzed nto different cate-
gones and the regulatory process, which 15 governed by the European
In Vitra Diagnostic Medical Device Directive, depends upon the cate-
gory Certain product categores require review and approval by an
independent company, known as a Notified Body, before the manulac-
turer can affix a CE mark o the product to show compliance with the
Dirsctve Other products only require a self-certiication process

In the Vascular segment, the research and development process
begins with research an a speaific technology that is evaluated for
feasibiity and commercial viability If the research program passes that
hurdle, it moves forward into development The development process
includas evaluation and selecton of a product design, completion of
clinical trals to test the product's safety and efficacy, and validation of
the manufactunng process to demonstrate its repeatability and ability
to conssstenily meet! pre-determined specifications
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Simitar to the diagnostic products discussad above, nthe U S,
vascular products are classified as Class I, I, or Il Most of Abbott's
vascular products are classified as Class [l devices that follow the
510{(k} regulatory process or Class lil devices that are subjact to the
PMA process

In the EU, vascular products are also categonzed into diferent classes
and the regulatory process, which 1s governed by the European
Medical Device Directive, vanes by class Each product must bear

a CE mark to show comphance with the Directive Some products
require submission of a design dossier to the appropnate regulatory
authority for review and approval prior to CE marking of the device
For other products, the company is required to prepare a technical
file which includes testing results and clinical evaluations but can
self-certify i1s ability to apply the CE mark to the product Outside the
U S and the EU, the regulatory requirements vary across different
countnas and regions

After approval and commaercial launch of some vascular products,
post-market tnals may be conducted either due to a conditional
requirement of the regulatory market approval or with the objecive
of proving product supanority

In the Nutntional segment, the research and development process
generally focuses on identifying and developing ingredients and prod-
ucts that address the nutntional neads of paricular populations (8 g,
infants, athletes) or patients (e g , people with diabetes) Depending
upon the country and/or region, 1If clams regarding a product’s efficacy
will be made, clinical studies typically must be conducted Most other
product development, such as a product form changs from Iiquid to
powder, generally does not necessitate chnical studies

Inthe U § , the FDA regurres that it be notfied of proposed new
formulations and formulation or packaging changes related 1o infant
formula products Prior to the launch of an infant formula or product
packagmng change, the company Is required to obtain the FDA's
confirmation that it has no objections to the proposed product or
packaging For other nutrtion products, notification or pre-approval
from the FDA 1s not reqiured unless the product includes a new food
additve In some countnes, regutatory approval may be required

for certain nutntronal preducts, including infant formula and medical
nutrtional products

Areas of Focus

In 2013 and beyond, Abbott's significant areas of therapeutic focus
will include the following

Established Phaimaceubicals — Abbott 1s actively working on plans for
about 20 - 30 key brands Depending on the product, the development
activities focus on new data, markets, formulaticns, combinations,

or indications Abbott focuses on bullding country-specific porttolios
made up of global and local pharmaceutical brands that best mest
each local market's neads Over the next several years, Established
Pharmaceuticals will work to expand the market for many of its
products through registrations across multiple geographies, including
key emarging markets
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Vascular - Ongoing projects in the pipeline include

* Xience Xpoedilion, our next-generation drug-etuting stent (DES)
with enhanced deliverability and an expanded size matnx it ulilizes
the Xience PRIME stent, everolmus and biocompatible coating
technology but incorporates new catheter tachnology for improved
deliverabilty Xience Xpediton recenved U S nsgulatory approval
in December 2012 and Is also available in Europe and parts of
Asta and Latin Amenca Abbott expects to launch the product in
additional markets in 2013

» Absorb, the world’s first drug eluting bioresorbable vascular
scaffold (BVS) dewice for the treatment of coronary artery disease
that 1s gradually resorbad into the vessel wall In January 2013
Abbott initiated the ABSORB Il clinical trial which is designed to
enroll approximately 2 250 patients of which the magornity will be in
the US The data from this tnal will be used to support the U 8
regulatory filng of Absorb In 2011 Abbott released five-year data
from its ABSORB clinical tnal, which showed efficacy and safety
resufts consistant with the four-year data In 2011 aiter recemng
GE Mark approval for Absorh, Abtott intiated a randomized,
controlled ciinical tnal to further study the dewvice in an expanded
population in Europe In 2010, Abbett intiated the ABSORB
EXTEND ciinical tnal which will enrcll up to 1,000 patients with
more complex coranary artery disease

* MitraClip device for the treatment of mitral regurgitation —
Abbott's MitraClip system which 1s on the market in Europe and
n parts of Asla and Latin America i1s cumently under review for
approval by the FDA An amended filing to the FDA was submitted
in December 2011 A FDA panel 1s expected (0 review the filing
n the first half of 2013

» Coronary and endovascular core product projects, including new
coronary and endovascular guda wires The Absolute Pro and
Omirlink Elite stent systems, both for the treatment of ilac artery
diseass, a form of penpheral artery disease that affects the lowar
extramities, weare launched nthe U S in 2012

Medical Optics — Abbott is developing a number of new products

for patients undergoing cataract surgery, which are designed to
improve physician efficiency and patient outcomes Abbott has devel-
oped advanced mntraocular fenses (IOLs) that address astigmatism as
well as presbyopta The Tecnis brand monofocal Tonc IOL, which 1s
soid in Europe, 1s cumently undergong U S regulatory review A mutti-
focat version of the Tonc IOL was launched in a number of international
markets in 2012 A preloaded IOL nserlion system that i1s designed to
improve surgeon efficiency 15 also currently under regulalory review in
the U S, the product was launched n Europe In 2012 Abbott s con-
tinuing the development acimties required to obtan U S approval for
an enhanced version of the Synchrony 10L which is designed to rmimic
the eye's natural ability to change focus and deliver mproved viston at
ali distances, this product was launched in Europe 1n late 2012 Abbott
has also developed a new diagnostic nstrument and laser treatment
planning softwara which 1s designed to improve visual cutcomes  After
the receipt of CE Mark approval in November 2011, this instrument
and software were launched i Europe 1n 2012 A PMA filing for U S
regulatory approval of this product was submitted in 2012
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Molcular Diagnostics — Vanous new maolecular in vitro diagnostic (IVD)
praducts, including oncology and infectious disease assays and a next
generation mstrument system are i vanous stages of development
and commercialzation Abbolts companion diagnostic test for an

ALK gene rearrangement test for non-small-cell lung cancer has beean
approved in more than 40 countnes around the world In 2012,
companion diagnostic sfforts were expanded to Include collaboratve
sfforts with muttiple major pharmaceutical companias IntheU S

an assay to genclype HCV-infected patients to ald in the choice of an
appropnate therapy was submitted for regulatory approval Additional
assays for Infectious diseases including MTb and MTb drug resistance
are In development

Core Laboratory Diagnostics — Abbott is working on the development
of assays in vanous areas including infectious disease, cardiac care,
fertilty and metabolics, and on next-genaration blood screening,
hematology, and immunochemistry instrument systems Abbott s also
focusing on near-term launches of automation solutions, such as s
next-ganaration track system, ACCELERATOR a3800 to increase
efficiency in laboratones

Diabetes Care - In the first quarter of 2012, Abbott obtained U S
regulatory approval for its FreeStyla insulinx blood glucose montoring
systamn that includes a touch-screen interface and other features
designed to support the Insulin-using patient After recening CE Mark
for this system i May 2011 and Health Canada approval in October
2011, Abbatt 1s continuing to provide RAD support as the product

15 faunched In additonal markets Development is also continuing on
an updated hospital bleod glucose monitoning system for which a filing
for approval 1s projected to be submilted n the U S duning the first
half of 2013 Abbott is also developing a next-generation monltonng
system under the Precision product platform and for which Abbott
anticipates submitling filings for approval In vanous markets in the
second half of 2013

Nutriion — Abbott is focusing its research and development spend

on six benafit platforms that span the pediaine, adult and performance
nutrition areas immunity, cognition, iean body mass, inflammation,
metabolism and tolerance Numerous new products that buld on
advances in these benelit platforms are currently under development
and are expected to be launched over the coming years

Gven the diversily of Abbott's bustness, its intention to remaln a
broad-based healthcare company and the numerous sources for
potential future growth, no indmdual project 1s expecled to be matenal
to cash flows or results of aperations over the next five years Factors
considered includad msearch and development expenses projected to
be incurred for the project over the next year relative to Abbott's total
research and development expenses as wall as qualitatve factors,
such as marketplace perceptions and impact of a new product on
Abbotts averall market position Thers were no datays in Abbott's
2012 research and development actwties that are expected to have

a matenal impact on operations

While the aggregate cost to complete the numerous projects currently
in development is expected to be matenal, the total cost to complete
will depend upon Abbott's ebility to successfully complete each
project, the rate at which each project advances, and the utimate
timing for completion Given the potential for significant delays and
the high rate of fallure inherent in the research and developmaent of
new pharmaceutical and medical dewice products and technologes,

it is not possible to accurately estimate the total cost to complete all
projects curmantly in development After the separation of Abbvie,
Abbott plans to manage its portfolio of projects to achiove research
and davelopment spend equal to approximately 6 percent to 7 parcent
of sales each year Abbott doos not regularly accumulate or make
mangagement decisions based on the total expenses ncurred for a
particular development phase in a given period

Busmitess Comiinations Technology Acquisthons and
Related Transactions

On September 8, 2010, Abbott acquired Pramal Healthcare Limited's
Heafthcare Solutions business, a leader In the Indian branded genencs
market, for $2 2 bilion, in cash, plus additonal payments of $400 million
annually m 2011, 2012, 2013 and 2014 Abbott recorded a $1 6 bilion
hability for the present value of the edditional payments at the acquisition
date The acquisition was financed with cash The aflocation of the fair
vatue of the acquisition resulted in the recording of $2 7 bdlion of
deductible acquired intangible assets and $1 O billon of deductible
goodwill Acquired intanglble assets consist pnmanly of trade names,
customer relationships and associated nghis and are amorttized over
an average of 19 years

In February 2010, Abbott acqured Solvay's pharmaceuticals businass
{Solvay Pharmaceuticals} for approximately $6 1 bilion, in cash, plus
additional payments of up to EUR 100 million per vear if certain sales
milestones are met In 2011, 2012 and 2013 Contingent consideration
of approximately $290 millon was recorded The acquistion of Solvay
Phamacsuttcals provided Abbott wath a large and complsmentary
portfolio of pharmaceutical products and expands Abbott's presence
in key global emerging markets Abbotl acquired control of this busi-
ness on February 15, 2010 and the financial resuits of the acquired
operations are included in these financial statermants beginning on that
date Net sales for the acquired operations for 2010 were approxi-
malsly $3 1 billon Pretax loss of the acquired operations, including
acqussition, integration and restructunng expenses, for 2010 was
approximalely $395 millon The acquisition was funded with cash and
short-term nvestments The allccation of the falr value of the acquisi-
tion resulted in the recording of $2 2 bilion of non-deductible goodwal,
$4 1 billion of non-deductible ntangibla assets, $500 million of non
deductible acquired in-process research and development assets, net
tangible assets of $700 milkon and deferred income taxes of $1 1 bil-
lon Acquired intangible assets consist pnmanly of product nghts for
currently markeled products and are amortzed over 2 10 14 years
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{average of 11 years) Acquired in-process research and development
projects are accounted for as indsfinte Ived Intangible asssts untd
regulatory approval or discontinuation The net tangible assets
acquired consist primarlly of trade accourts receivable of approxi-
mately $675 million, inventory of approximately $390 milbon, property
and equipment of approximately $725 millon, net of assumed fiabili-
tes, pnmanly trade accounts payable, accrued compensation and
other lablities

Had the acquisition of Sotvay Pharmaceuticals taken place an

January 1, 2010, unaudited pro forrna nel sales, net eamings and
dilited earnings per share for 2010 would have been $356 8 billion,

$4 6 bllion and $2 96, respectively The pro forma information Includes
adjustrments for amortization of intangible assets and fair value adjust-
ments to acquistion-date invantory as well as acquisthion, mtegraton
and restructunng expenses The pro forma financlal information is not
necessanly indicative of the results of operations as they would have
been had the transaction been effected on the assumed date

In March 2010, Abbott acquired STARLIMS Technologies for approxi-
mately $100 milhon, in cash, net of cash held by STARLIMS, prowding
Abbott with isading products and expertise to bulld its positon in
laboratory informatics A substantial portion of the falr value of the
acquisition has been allocated to goodwill and amortizable intangible
assets In Apnl 2010, Abbott acquired the outstanding shares of
Facet Biotech Corporation for approximately $430 million, in cash,

net of cash hald by Facst The acquistion enhanced Abbott's sarly-
and mid-stage pharmaceutical pipetine, including a biologic for
muitiple sclerosis and compounds that complement Abbott’s oncology
program A substantial portion of the farr value of the acquisition was
aflocated 1o acquired in-process rasearch and development that Is
accounted for as an indefinite-Ived intangible assst until regulatory
approval or discontinuation

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

Abbolt’s Propnstary Pharmaceutical Products segmant has entered
nto vanous collaboration research and development agreements

In 2012, Abbott acquirad AP214, a drug under devalopment for the
prevention of acute kidney injury associated with major cardiac surgery
in patients at increased nsk, and as a result of this transaction, Abbott
recorded a charge 10 acquired in-process and collaborations research
and davelopment of $110 mullon In addition, 1n 2012, Abbott enterad
into a global collaboration to develop and commercialize an oral,
next-generation JAK1 inhibitor in Phase Il davelopment with the
potential lo treat multiple autsmmune diseases, and as a result of
this transaction Abbott recorded a charge to acquired in-process and
collaborations research and development of $150 millon Additional
payments of approximatety $1 2 ballion ceuld be required for the
achievement of certain development, regulatory and commercial
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milestones under this agreement Under another collaboration,
Abbott was granted the nghts in 2012 to utilize up to three antibody-
drug conjugate compounds and Abboit recorded a charge to acquired
in-process and collaborations research and development of $28 mil-
llon Additional payments of approximately $220 million for each
licensad compound could be required for the achlevernent of certain
developmant, reguiatory and commearcial milestoniss under this agres-
ment in connection wilh the acguisition of Solvay Pharmaceuticals,
the achlevement of a certain sales milestone resulted in a payment

of approxmately $134 mullion in the first quarter of 2012 for which a
liability was previously established

During 2010 and 2011, Abbott entered into a senes of transactions
with Reata Pharmaceuticals which included (1} a collaboration agree-
ment for the joint development and commercielzation of second
generation oral antioxidant inflammation modutators resuting in a
charge to acquired In-process and coflaborations research and devel-
opment of $400 milicn in 2011, (2) an agreemsnt to acquire licensing
nghts outside the U S , excluding certain Aslan markets, to bardoxc-
lone methyl, a product In development for the treatment of chrenic
Kidney diseass resulting in a charge to acquired in-process and collab-
omations research and development of $238 milion in 2010 and (3} the
acquisition of equity interests in Reata of $62 millon each in 2011 and
2010 In 2011, certain milastones were achieved in the development
for the treatment of chronic kidney disease and charges to acquired
in-process and collaborations research and development of $188 md-
lion were recordad |n the first quarter of 2012, $50 million of research
and davelopment expanse was recorded related to the achievemnent
of a clinical development milestone under the license agreement The
license agreement requires additional payments of up to $150 muion
if certain development and regulatory milestones associated with the
chronic kdney disease compound are achweved

On October 17, 2012 Reata informed Abbott that It 1s discontinuing
the Phase I} ciinical study for bardoxolone mathy for chvonic kidney
disease Reata and Abbott will closely examine the data from this
study to determine whether there Is an appropnate path forward for
the development of bardoxolone methyl in chrenic kidney disease or
other ndications  In the fourth quarter of 2012, Abboti recorded a
charge of approximately $50 rmiflion for the impairment of the equity
investment in Reata

In 2011, Abbott entared into an agreement with Biotest AG 1o develop
and commercialize a troatrnent for theurnatord arthntis and psonasis
resuiting n a chargs 1o acquired in-process and collaborations
research and development of $85 milhon Additional payments totaling
up to $395 miliion based on projected regulatory approval timelines
could be required for the achievement of certain development, regula-
tory and commearcial mdestones under this agreament In 2010, Abbolt
entered into an agreement with Neurocnne Bioscences to develop
and commercialize a product for the treatment of endometnosis result-
ing in a charge to acquired n-process and collaborations research and
development of $75 milion Additional payments of approximataly
$500 mihon could be requred for the achievement of certain develop-
mant, regulatory and commercial milestones under this agreement
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Goodwill

At Dacember 31, 2012, goodwill recorded as a rasult of businass
combinations totaled $15 8 billon Goodwill 1s reviewed for impairment
annually or when an gvent that could result in an impalrment ocours
The resutts of the last impairment test indicated that the falr value of
each reporting unit was substantially in excess of ts camying value
axcept for the Medical Optics unit While the far value of the Medical
Optics business exceeds Its carmying value, extended economic pres-
sure on government-reimbursed cataract procedures In Europe and
on the global LASIK surgery business as well as longer regulatory
approval timelines for products currently under development could
result in a valuation in the future where the falr value of the Medicat
Optics unit has declined below its carrying value, thereby tnggenng the
requirement to estimate the implied far value of the goodwill and mea-
sure for impalirment

Financial Condition
Cash Flow

Net cash from aperaling actvties amounted to $3 3 billion, $9 0 bilion
and $8 7 billon In 2012, 2011 and 2010, respectively Trade accounts
payable and other llabities in Net cash from operating actvities in
2012 includes the payment of approximately $1 5 billien related to

a lihgation accrual recorded in 2011 This was partially offset by
increases in other labilties, pnmanly restructunng reserves Income
laxes payable in 2012 and 2011 includes $408 milkon and $580 mil-
lion, respectively, of tax benefits related to the favarable resolution of
various tax positions pertaining to prior years While substantially all
cash and cash equwalents al December 31, 2012 that will be retained
by Abbott after the separation and alf cash and cash equivalents at
December 31, 2011 and 2010 1s considared reinvested indefinitety

in foreign subsidiaries, Abbott does not expect such reinvestment to
affect its iquidity and capital resources if these funds were needed

for operations in the U S, Abbolt would be required to accrue and
pay U 8 income taxes to repatnate these funds Abbott bellaves

that it has sufficient sources of quidity to support its assumption that
the disclosed amount of undistnbuted earnings at Decomber 31, 2012
can be considered to be reinvested indefintely Abbott funded

$379 million n 2012, $394 millon in 2011 and $525 millon n 2010 to
defined pension plans Abbott expects pension funding for its main
domestic pansion plan of $170 milton in 2013, the decrease primarily
reflects tha separation of AbbVie and the transfer of certan plan
assets and habilties to AbbVie Abbott expects annual cash flow from
operating actmvities to continue to exceed Abbott’s capital expanditures
and cash dmdends

For 2010, the reductions in cash and cash equivalents due to the
offect of exchange rate changas was pnmanty dnven by the impact

of changes in the value of the U S dollar compared to the euro on
non-dollar denominated cash and cash equvalents While future fluc-
tuations in the value of the U § doftar against foraign currencios could
have a substantial effect on the dollar value of Abbott's cash and cash
equivalents, such fluctuations are not expected to matenally impact
Abbolt’s hquidity

Debt and Capital

At December 31, 2012, Abbolt's long-term debt rating was A+ by
Standard & Poor's Corpaoration and A1 by Moody's Investors Service
In 2012, Abbott replaced unused lines of credit of $3 O billon and

$3 7 bilion that were 1o expire In October 2012 and in 2013, respec-
tvely, wath two five-year credit faciities totaling $7 0 bilion that support
commercial paper borrowing armangements One of the credit facilties
totakng $2 0 billion will support AbbVie commercial paper borrowings
after saparation and exprred for Abbott at the separation of Abbvie
from Abbott on January 1, 2013

In 2012, Abbott redeemed $7 7 bilion of long-term notes in prepara-
tion for the separation of AbbVie from Abbott and repad $1 bilion

of long-term notas thal were dus in 2012 In addition, AbbVie Inc ,

a wholly owned subsichary of Abbott, 1ssued $14 7 billion of long-term
notes that were guarantsed by Abbott until AbbVie's separation from
Abbott on January 1, 2013 In 2011, Abboll repaid $2 O bithon of tong-
term noles using pnimanly short-terrn borrowings  Under a registration
statement filed with the Secunties and Exchange Commuission in
February 2009, Abbott issued $3 0 bilion of long-term debt in the sec-
ond quarter of 2010 with matunty dates in 2015, 2020 and 2040 and
interast rates of 2 7 percent, 4 125 percent and 5 3 percent, respec-
tively The debt due In 2015 was extinguished in 2012 Proceeds from
thes debt were used to pay down short-term borrowings

In October 2008, the board of directors authonzed the purchase of up
to $5 bilien of Abbott's commaon shares from time to trme Under this
authonzation, 37 0 millon and 14 8 milion shares were purchased in
2012 and 2010 at a cost of approximately $2 2 hillion and $800 mil-
lion, respectively No shares were purchased under this authonzaton
in 2011 Abbott plans to purchase shares from time to time in 2013

The judgment entered in 2008 by the U S District Court for the
Eastern Distnct of Texas against Abbott in ds iigation with New York
University and Centocor, Inc required Abbott to secure the judgment
In the event that its appeal to the Federal Circust court was unsuccess-
ful in overturning the distrct court’s decision In the first quarter of
2010, Abboit deposited $1 B7 hilion with an escrow agent and con-
sidered these assets to be restncted On February 23, 2011, the
Federal Cicuit reversed the distnct court's final judgment and found
Centocor's patent invalid On Apnl 25, 2011, Centocor petitioned the
Fedaral Circurt to rehear and reconsider the decision In June 2011
tha Federal Cireud denied Centecor’s petition and the restnctions on
the funds were hfted




Financial Review

Working Gapital

Worling capital was $18 0 bilien at December 31, 2012, $8 3 billon
at December 31, 2011 and $5 1 billion at December 31, 2010 The
increase in working capital in 2012 was due primarily to higher cash
generated from operating actvties and higher cash and investimeants
as a resutt of the net issuance of long-term dabt In connection with the
separation of AbbVie from Abbott The increase in working capital in
2011 was due pnmaznly to higher cash generated from operating actm-
ties and lowar dabt levels The decrease in working capital in 2010
was due pamanly to cash and Investments used to acquire Solvay's
phamaceuticals business and Piramal Healthcare Limited's Healthcare
Solutions business

Substantially all of Abbott's trade receivablas in llaly, Span, Portugal,
and Greece are with govarnmantal health systems Gwen the eco-
nomic conditions and soveraign debt Issuss in these countnes, the
tima it takes to collect outstanding receivables increased In 2011

In 2012, callection tmes improved relative to 2011 with the exception
of Greece Qutstanding net governmentat receivables in these coun-
tries at December 31, 2012 were

Nat Percentage Over
(dollars in mufions) Recalvablos One Year Past Due
ltatly $564 162
Spain 431 o8
Partugat 21 284
Greeco 88 2086

With the exception of Greece, Abbott histoncally has collected almaost
all of the outstanding recevables n these countnes Abbott continues
to monitar the credit worthlness of customers located in these and
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other geocgraphic areas and establishes an allowance agalnst a trade
recelvable whan it is probable that the balance wil not be collected

In addiion to closely momitonng economic conditions and budgetary
and other fiscal developments in these countries, Abbott regularty
communicates with its customers regarding the status of recevabls
balancas, including their payment plans and abtalns positive confirma-
tion of the vakdity of the receivables Abbott also monitors the potential
for and pencdically has utized factoring arrangements to mitigate
credit risk although the recenvables included in such arrangements
have historically not bean a matenat amount of total outstanding
recalvables If govaernment funding were to become unavailable in
these countnes or i significant adverse changes In their reimburse-
ment practices were to occur, Abbott may not be able 1o collect the
entire balance

Capnal Expenditures

Capltal expenditures of $1 8 billion in 2012, $1 5 bllkon in 2011

and $1 0 bilion in 2010 were pnncipally for upgrading and expanding
manufacturing, research and development, and administrative support
facilities in all segments, investments in information technology, and
laboratory instruments placed with customers

Contractual Obligations

The table below summanzes Abbott's estimated contractual oblgations
as of Bacember 31, 2012 The amounts do not reflect the separation of
AbbVie from Abbott on January 1, 2013 After the separation of AbbVie
from Abbott on January 1, 2013, pnncipal payments required on long-
term debt outstanding and retamned by Abbott are $309 million in 2013
and $3 3 bilkon n 2019 and thereafler Payments on long-term debt to
be made by AbbVie, including interest, total approximately $19 6 bilion

{dollars m milhons} Payment Due By Period
2018 and
Total 2013 2014-2015 2016 2017 Thereafter
Long term detby, including current maturities and future Interest payments $26 403 $ 839 $ 5,039 $4,929 $15,596
Cperating lease obigations 795 146 234 170 245
Capitalzed aulo lease obigations 82 3 61 = -
Purchase commitments {a) 3,154 3,048 B8 1 17
Other long term babilibves reflected on the consolidated balance sheet —
Benefit plan obbgations 5,128 - 1,024 1149 2,953
Other 3,869 — 3682 32 155
Total (b) $38,430 $4,064 310,128 $6,281 $18,968

{8} Purchase commitments are for purchases made in the normal course of busNess 10 meet opera'onal and capital expanditure requirements

b} Unrecognized tax benalits Iotaling $2 0 bilon ara eucludad from the tatde above a3 Abboll s unable 1o reasonably estimate the peénod of cash settiement with the respective texang

arhormas on such rtems
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Contingent Obkgations

Abbott has penodically entered into agreements i the ordinary
course of business, such as assignment of product nghts, with other
companies which has resulied in Abbott becoming secondanly hiable
for abligations that Abbott was previously pnmanly bable Since Abbott
no ionger mantans a business relatonship with the other parties,
Abbott i1s unable to develop an estimate of the maxamum potental
amount of future payments, if any, under these obligations Based
upon past expenence, the likelthood of payments under these agree-
ments ts remote In addiion, Abbott penodically acgures a business
or praduct nghts in which Abbott agrees to pay contingent consider-
ation based on attaining certam thresholds or based on the
occurrence of cartain avents

Legislative {ssues

In 2010, tha Patient Protection and Affordable Care Act and the
Health Gare and Education Reconciliation Act {collectvely referred
to herein as “health care reform legislation”) were signed info law in
the U S Haealth care reform legislation mcluded an increase in the
basic Medicaid rebate rate from 15 1 percent to 23 1 percent and
axtended the rebate to drugs provided through Medicaid managed
care organizations

Beginning in 2013, health care reform legislation will sliminate the
federal income tax deduction for prescription drug expenses of retirees
for which Abbott receves reimbursement under the Medicare Part D
retinee drug subsicdy program As a result, Abbott recorded a chargs of
approximately $60 milion in the first quarter 2010 to reducs deferred
tax assets associated with retires health care liabilties

$150

$50
2007 2008 2009 2010

Assuming $100 mvested on 12/31/07 wath dvidends reinvested
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In 2011, Abbott began recording the annual fea imposed by health
care raform lagislation on comparnves that sell branded prescnphtion
drugs to specified government programs The amount of the annuat
fee 1s based on the ratio of certain of Abbotl's sales as compared to
the tatal such sales of all coverad entdies multiplied by a fixed dollar
amount speclfied in the legisiation by year in 2011, additional rebates
were incurred related to the Medicare Part D coverags gap “donut
hale " Beginning in 2013, Abbott will record the 2 3 parcent excise tax
imposed by health care reform legislation on the sale of certain med)-
caldevicesinthe U S

Abbott's primary markets are highly competitive and subject to sub-
stanhal government regulations throughout the world Abbott expects
debate to continue over the availability, method of delvery, and pay-
ment for health care products and services It 1s not possiblo 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 is contaned In Item 1, Business, and Item
1A, Risk Factors, to the Annual Report on Form 10-K

Private Secunties Litigation Reform Act of 1995 -
A Caution Concerning Forward-Looking Statements

Under the sate harbor provisions of the Private Secunties Litigation
Reform Act of 1895, Abbott cautions mvestors that any forward-look-
ing statements or projections made by Abbott, including those made
in this document, are subject to nsks and uncertainties that may cause
actual results to differ matenally from those projected Economic, com-
petitive, govarnmental, technological and other factors that may affect
Abbott’s oparations are discussed in ltem 1A, Risk Factors, to the
Annual Report on Form 10-K

| Performance Graph
|
|

This graph compares the change

In Abbott's cumulative total share-
holder return on its common shares
with the Standard & Poor's 500
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Summary of Selected Financial Data
{Colars b mions, axcept per shere data)
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Year Endled Decomber 21 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002
Summary of Operations

Net Sdles $398739 388513 351667 307847 205276 259142 224763 223378 196800 17.2803 152795
Cost of products sold $151197 155406 146652 132093 126120 114220 98151 106411 88642 77742 68205
Research and development (a)  § 4,322 2 41204 37244 27437 2,688 1 2,505 6 2,255 3 18212 16968 16238 14745
Saling general

and admirustratve $12,0595 127568 109763 84059 84356 74080 6,349 7 54961 49218 4,808 1 37249
Operating earnings $80845 57519 60876 6,2357 560938 45785 2042 2 43823 38983 29740 31518
Interast exponse $ 5924 6301 5531 5197 528.5 5931 4162 2414 202 1883 2389
{nterest income $ o2 85 2) {105 5) {137 8) 201 2 (136 6} {123 8) B77) 51 1) (419} (335
Other {incoma), net (b) $ 13188 158 6 ©B20) {(1,3765) (489 7) (347 5) {526 5} {411 3) (376 4} (559 5} (374 4)
Earnings from continuing

operations before taxes $ 62628 51986 57128 7.1838 5856 3 4 4696 2,276 4 46199 4,1256 33872 33210
Taxes on earnings from

corntnung oporations § 2997 4702 10867 14479 11221 88633 5596 1,247 9 9498 882 4 7740
Eamings from

continumg operations % 50629 47284 46262 57458 4,734 2 3,6063 17168 337214 31758 25047 25470
Basc earnings per chare

from contnuing operatons 8 378 303 298 an 308 234 112 217 203 160 163
Diluted earnings per share

from contnuing operations $ 372 301 296 369 303 23 112 216 202 159 162
Financal Position

Worlang capiial $18,042 4 82885 50551 102644 510688 49395 669 3) 39705 30058 2,6509 21196
Long term investments $ 2736 3782 3020 1,1329 10737 1,1253 1,229 9 1340 1458 406 4 2508
Met property and equipment § 8,063 0 78740 79710 78195 72192 7.5181 6.946 4 60031 8,007 9 62810 58281
Total assets $67,2349 602769 605738 626816 424182 397139 36,1782 201412 28,7675 200393 23,5927
Long-term debt $180853 120398 125235 112663 87133 90,4878 7.0087 45715 47879 34523 42740
Shareholders investment $268132 24,526 1 22,7651 23,1874 17,5187 17,8238 14,054 2 144153 14,3258 130723 10,664 6
Raturn on shareholders

ivestment from

CONtNLING operntions. % 232 200 204 284 269 227 121 236 228 28 280
Book value per sharg $ 1701 15 62 14 53 1476 1128 1147 914 937 918 838 682
Other Staustics

Gruss proft margin % 621 600 583 571 573 559 563 524 549 550 554
Research and development

to net sales % 108 1086 106 89 21 a7 100 82 86 04 a7
Net cash from

operating activbies

of continming operations $ 83144 89701 8,7360 72152 60946 5,1838 5,262 1 5047 4 43060 33852 36535
Capital expenditras $1,7853 14915 1.0151 1,088 0 12877 1,656.2 13378 12075 1,236 1,060 1 1,1054
Cash dividends declared

per common share $ 167 192 176 160 144 130 118 110 14 098 094
Common shares

outstanding {in thousands) 1,676,667 1570370 1546084 1,551,168 1552433 1549910 1537,243 1539235 1560024 1564518 1563068
Number of

common shareholders 60476 62,939 B84 413 &7 461 69733 73,176 Tiver 82,237 88,582 91,212 94 687
Number of employess 92,939 91,022 91 440 72 868 68838 68 697 66,663 59735 BOB17 58 181 57,819
Sales per employea (in dollars)  $ 429033 422855 384,588 422198 428943 377225  3IT163 373048 324 652 287010 264 265
Market price per sharb —high & 7247 56 44 56 79 5739 6109 59 50 49 87 5000 47 63 4715 58 00
Markst pnce per share - low § 5396 4507 44 59 4127 4575 4875 3918 3750 3826 a375 22 80
Market price per share-close 3 6550 5823 4791 5399 5337 56 15 48 71 3943 46 65 46 60 4000

{a) In 2012 2011, 2010 2000 2006 2005 2004 2003 2002 and 2001 Abbo't also recorded pre ax charges of $288 $673 $313 $170 52 014 $17, §270 $100 $108 and $1 330
respacivaly tor pogued m process research and development

@} 2012 ncludes $1 350 for the net koss on exingusherent of dob;




