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1231
2008 2007
2,353.®,277.0 3 3 - -
1,179.1,081.0 9 4 - 5
588. 1 539.5 9 5 (3) 7
4,121.13,897.5 6 3 - 3
1231
2008 2007
1,763.01,634.6 8 7 (1) 2
1,279.51,221. 4 5 2 (1) 4
121.0 104. 0 16 14 1 1
227 .5 221.0 3 - 1 2
3,391.03,181.0 7 5 (1) 3
221. 4 205. 8 8 4 1 3
230. 6 197.0 17 14 2 1
OSP 278.1 313.7 (11) (14) - 3
4,121.13,897.5 6 3 - 3
Gender Solutions Ne x GePnS Ne x GER Nex Gen
LCCK Nex Gen Zi mmer
Gender Solution Natural -Knee
Zi mmBlF L Kinectiv ZIi mmBt L CLS CLS

SpotornoAl |l ocl assic Zweymul |l er
Trabecul ar Metallongevi tDur asul
Dur om

2008
1.5-2.0% 20009
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/. T..§. T Dynesys
Trinica Abbott Spine OSP
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2008 *
(10 ) * *
6. 4 8 27 1
5.7 6 22 1
0.8 13 14 3
3.2 7 7 4
16.1 7 21 1
4.1 10 5 5
*oxok 6 10 3 5
* Wal | Street
* *
* k%
12 31
2008 2007
: ()
1,089.8 1,029. 8 6
576. 1 568. 3 1
88. 1 73.9 19
114.9 118.9 (3)
1,868.9 1,790.9 4
125. 8 122.9 2
181. 3 160. 3 13
OSP 177.9 202.9 (12)
2,353.9 2,277.0 3
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2008
20009
Bigliani/ Flatow Zi mmer Trabecul ar Met al
Zi mmer /. T..S. T /
Dynesys Trinica
Abbott Spine OSP
PALACOS
12 31
2008 2007
: ()
452.6 407. 8 11
493.9 459, 9 7
25. 8 23. 2 11
82. 2 71. 3 15
1,054.5 962. 2 10
47 . 4 41.1 16
40. 1 31. 2 29
OSP 37.1 46.5 (20)
1,179.1 1,081.0 9
5 Ne xt GePrSs Nex Gen
LCCK Ne x GeRn Nex Gen
CLS Spotorno Longeviliuyr asul

Trabecul ar Metal Al | d® it
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12 31
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: ¢ )
220. 6 197.0 12
209. 5 193. 2 8
7.1 6.9 3
30. 4 30. 8 (1)
467.6 427.9 9
48. 2 41. 8 15
9.2 5.5 65
OSP 63. 1 64. 3 (2)
588. 1 539.5 9
6 8
4 Ne x GeRn Ne x GePnS Nex Gen
Gender Solution
Ver Sys All ocl assic Zweymul |l €tS Spotorn
Logenvilruyr asul
Trilogy Trabecul ar Met al
2008
20009
Bigliani/Flatow Coonrad/ Morrey Tapered
Screw- Vent I . T.S. T. /
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2007 77.5% 2008 75. 8% 2007 2008
2001231 77.5
(0. 8)
(0. 6)
(0. 2)
(0.1)
2008231 75. 8
2008 OSP
2008 Abbott Spin
2008 2007 5.4% 4. 7% 2007
2008 194.0 DPA Cl A
20009
5% 6 %
SG&A 2007 38.2% 2008 41. 3%
2007 1,489.7 2008 1,702.3 SG&A
SG&A
| Dover ORTHOsoft
OSsSP
2007 169.5
69.0 Dur om
2008 2007 25. 2 68.5
Abbott Spine 38.
Spine
2007
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2008 2007 1,127.6 3 1,090.0 2007
169. 5 2007 2008
SG&A
69.0
2008 2007 4.0 31. 8 2008
38.8
2007 31. 6% 2008 24. 3% 2007
169. 5 2008
31. 7 3% 2008
2008
Abbott Spine
2007 773.2 10 2008 848. 6
1 1
2007 3.28 3.26 2008 14 3.73 3.72
1 2007 2008
20071231 2006231
1231
2007 2006
2,2f7.02,076.5 10 8 1 1
1,081.0931.1 16 8 (1) 9
539.5 487.8 11 9 (1) 3
3,897.5,495.4 12 9 - 3
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12 31
2007 2006 ()
( ) ¢ )
1,634.61,460.5 12 9 - 3
1,221.41,126.9 8 6 (1) 3
104.0 77.6 34 30 1 3
221.0 179. 0 23 16 4 3
3,181.02,844.012 9 - 3
205. 8 194.7 6 2 1 3
197.0 177.4 11 9 1 1
OSP 313.7 279.3 12 9 1 2
3,897.53,495. 4 12 9 - 3
Gender Solutions Nex GERS - Ne x GER -
Nex Gen Nex GEEBCR Nex Gen
Zi mmer I nnex
Zi mmBF L CcLS CLS Spotornadll oclassic Zweymull er
Trabecul ar Metallrabecul ar Met al Me t a sLUBH
Dur om Longevi tDur asul
Bigliani/Fl atow Coonrad/ Morrey
Tapered Screw-Vent
ZIi mmer ZIi mmer
Dynesys Ti Tl E2 Trinica

Trabecul ar Met al OSP PALACOS

43/207



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

12 31
2007 2006
( )
1,029.8 940. 8 10
568. 3 533. 8 6
73.9 54. 2 36
118. 9 105. 4 13
1,790.91,634. 2 10
122.9 117.1 5
160. 3 146. 9 9
OSP 202. 9 178. 3 14
2,277.02,076.5 10
Gender Solutions Nex GERS - Nex Glernabecul ar
Met al Nex Ge@CR Ne x GER - Nex Gen
Zi mmer
Zi mmBlF L Trabecul ar Met al
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Me t a sLUBH Dur om
Bigliani/Flatow Trabecul ar Met al
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Zi mmer
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407. 8 352. 2 16
459. 9 408. 3 13
23.2 17.9 30
71. 3 47 . 2 51
962. 2 825. 6 17
41.1 38. 2 8
31.2 24 . 8 26
OSP 46.5 42.5 9
1,081.0 931.1 16
9 % 8 %
Nex GERS - Nex Gleenabecul ar Met
Ne x GER - Il nnex Nex Gen
CLS Spotorno Longevity
Durasul Dur om Trabecul ar Met al
Al |l of it
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Coonrad/ Morrey
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197.0 167.5 18
193. 2 184. 8 5
6.9 5.5 27
30. 8 26. 4 17
427.9 384. 2 11
41. 8 39. 4 6
5.5 5.7 (4)
OSP 64. 3 58. 5 10
539.5 487. 8 11
5 % 2%
3% Nex Gleecnabecul ar Met Al x GER - Nex GERS -
Nex Gen Gender
Sol utions Ver Sys
Al l ocl assic Zweymul |l €tS Spotorno
Longevity Trabecul ar Met al

Tapered Screw-Vent

Zi mmer Zi mmer
2007 5% ST360°
2007 OSP
2006 77. 7% 2007 77.5% 2006
2006231 77. 7
(0.3)
0.1

20071231 77.5
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R&D 2006 2007 5.4% R&D 2006 188. 3
209. 6 2007

SG&A 2006 38.8% 2007 38.

2007 169. 5 2006 6.1
2007 25. 2 2007
I T 2006
3 27 .7
5.1 2
2006 1,165. 2 3% 2007 1,127.6
169. 5 2006
2006 28. 6% 2007 31.6%
2007 169. 5
2007 2006
2006 834.5 7 2007 773.2 169. 5
1
2006 3.43 3.40 2007 4 3.28
3.26
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2007 1,084. 4 2008 1,038.1
848. 6 353. 7
2008 77.3
86. 9
2008 26
2008 12 31 59 2007 12 31 7
2008 12 31
344 2007 12 31 86
20009 2008 4
2007 491.5 2008 924. 2
363.0 2007 160. 3
ORTHOsoft 109. 4
2009
2007 138.5 2008
237.9 2007 2008
20009
160 170 2008
250. 0 2007 192.7
20009 230 240
2008
2008 54. 9
2007 399. 5 2008 343.5
2008 737.0 2007
576. 3
57.0 2008
330.0
2009 12 31 12.5

48/207



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OOooOoOoOoo
5 2012 11 30 1,350
2008 12 31 460. 1
889. 9 1,750
1 2
LI BOR
3.0 1.0 3.5
1.0
2008 12 31
A
2008 10 110
71. 4
2010 2012
2014
20009 2011 2013
460. 1 - R 460. 1 ;
149.3 38.2 51.0 30. 2 29.9
56. 8 47. 7 7.6 1.5 ;
116. 9 ; 69.6 24.9 22. 4
237.0 ; 30. 7 15.1 191.2
1,020.1 85.9 158.9 531.8 243.5
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2008 2007
731. 2 564. 2
52. 6 50. 3
144 . 113.3
928 . 727.8
2008 2007 12 31 199. 6 143.
2008 12 31
14.0
2008 2007 12 31
2008 2007
21. 7 19. 4
992.7 855. 3
136.7 98. 7
1,161. 903. 8
149.0 98. 7
2,461. 8 1,975. 09
(1,197.7) (1,004.0)
1,264.1 971.9
2008 2007 2006 12 31 215. 8 182. 6
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2008 2007 12 31
2007 1,414.1 993.09 107.6 2,515.6
(0.1) (1.0) (0.1) (1.2)
16.3 16. 3
FIN 48 (61.4) (61.4)
0.3 0.3
0.6 0.6
42.3 42.3
31. 4 31. 4
9.9 9.9
63.5 4.1 67.6
2007 12 31 1,443.5 1,066.3 111.6 2,621.4
(0.1) (0.1)
(22.7) (0.9) (23.6)
0.2 0.2
(4.0) (4.0)
0.8 0.8
(1.0) (1.0)
0.1 0.1
129. 3 65. 7 2.4 197. 4
(0.5) (0.5)
(5.9) (20.4) 10. 4 (15.09)
2008 12 31 1,540.3 1,110.1 124.4 2,774.8
2008 197. 4 2007 12 31
FIN 48 61. 4

83.6
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.00147.5)X6.7)(16.6)

52.9 83.6 924. 4

(8.7)(33.80)249. 3)

197.0

44.2 49.8 872.1

.90116. 4)

44.5 75.7 733.9

(6.2)(26.40190.0)

199.9

38.3 49.3 743. 8
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2008 2007 12 31
2008 2007
169. 6 149. 9
16 62.8
17.7 50.0
91. 5 59. 3
236. 5 230. 2
578.1 489. 4
116. 9 137.0
129.9 66. 3
107.1 125.1
353.9 328. 4
10.
1,350
2012 11 30 2008 12 31
1,750
LI BOR
3.0 1.0 3.5 1.0
2008
12 31
2008 12 31 460. 1 2007 12 31 104. 3

2007 12 31
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71.
2008 12 31 3.2
2008 12 31 2007 12 31
2008 2007 2006 14.0 8.5
22. 8
2008 12 31 3.5
11.
12 31
2008 2007 2006 12 31
2008 2007 2006 2008 2007 2006
11.7 13.0 13.1 12.1 10. 8 10. 2

9.7 8.8 7. 4

(13.5)10.9)(8.2)

7.3 5.7 4.8

(9.3) (8.0) (6.6)

3.4 0.1
0.1 (0. 1) 0.1
2.2 2.9 3.7 0.1 0.2 0.2
13.6 13.8 16.0 10.2 8.7 8.7
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2008 2007 2006 2008 2007 2006
6.16 6.14 5.84 3.60 3.64 3.20
3.84 3.84 3.84 3.06 3.12 2.27
8. 00 8.00 8.25 4.64 4.73 4.70
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2008 2007 2008 2007
166.0 144.2 181.6 167.9
0.9 (1.2)
11.7 13.0 12.1 10. 8
9.7 8.8 7.3 5.7
14.5 12.2
(9.7) (2.8) (22.5) (16.4)
11.8 1.9 (8.5) (5.7)
(1.1)
7.6 8.3
188. 4 166.0 192.1 181. 6
147.2 115. 3 180. 4 159. 7
(39.3) 6.7 (31. 4) 3.4
40. 3 28.0 15. 2 13.3
14.5 12.2
(9.7) (2.8) (22.5) (16.4)
7.5 8. 2
138.5 147. 2 163. 7 180. 4
(49.9) (18.8) (28.4) (1.2)
2.5 7.1
(0.5) (5.6)
(49.4) (13.2) (30.9) (8.3)
(49.9) (18.8) (28.4) (1.2)
0.9 1.0 (1.3) (1.1)
101.0 43.2 31.2 6.0
101. 9 44,2 29.9 4.9

135/207



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
20009
0.1 (0. 1)
4.6 1.3
4.7 1.2
2008 2007 2006 2008 2007 2006
.79 6.16 6.14 3.34 3.71 3.23
.84 3.84 3.84 3.03 3.15 2.28
2008 2007 12 31
2008 2007 2008 2007
188. 4 166.0 178.3 163.0
138.5 147.2 147.8 155.5
2008 2007 12 31
2008 2007 2008 2007
15.5 20.5 140. 4 5.5
7.4 8.8 120. 1 4.5
2008 2007 12 31 140.
116. 8 2008 2007 12 31

150.

9
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12 31
20009 3.4 17.6
2010 3.8 16.9
2011 5.1 15. 8
2012 6. 4 14.0
2013 7.3 14. 4
2014 2018 57.6 72.5
2008 2007 12 31
2008 2007 2008 2007
59 65 28 37
3135 43 38
18 15
10 3 4
8 6
10100 O 100 100
50 75
25 50
30 50 20 37 15 24
15 12
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2008 2007 12 31
20009
20009 20009
40 50 20009
11
2008 2007 2006 12 31
14.09 12.8 12.6
12.
12 31 2008 2007 2006
618. 8 597.0 727.3
503.0 534.6 441.7
1,121.8 1,131.6 1,169.0
136.0 173.0 178.5
27.3 25.0 22.2
107.0 96. 0 89.5
270. 3 294.0 290. 2
31.6 39.0 31.7
(2.0) 19.0 5.0
(27.6) 5.9 7.1
2.0 63.9 43.8
272.3 357.9 334.0

2008 2007 2006 332.9 255.9 2 ¢
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2008 2007 2006

35.0 35.0 35.0
1.6 2.7 1.3
(7.3) (7.0) (4.3)
(2.5) (3.1) (2.0)
(1.3) (1.2) (1.2)
(0.1) (0.4) (0.1)
0.1 0.2 0.1
(2.8) 5.2

1.2 0.2

0.4 (0.2)

24.3 31.6 28.6

2016 20109
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2008 2007
165. 9 118.6
64.8 101. 4
23.7 20. 7
1.7
105. 4 97.3
49. 4 35.7
95. 5 94.0
38. 4 24 . 4
543. 1 493.8
(37.1) (55.7)
506. 0 438. 1
(79.1) (36.3)
(188. 1) (174.8)
(0. 4) (1. 4)
(4. 4) (3.0)
(272.0) (215.5)
234.0 222.6
2008 12 31
20 2008 12 31 2007 1
18.9 16. 3
2008 12 31 15
2008 12 31 2007 12 31 12.9 20. 2
2008 12 31 2007 12 31 5.3 17.5
2008 12 31 2007 12 31 19. 3 33.9

2008 12 31
871
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2007
169.5
2008
| RS 2008
31.7
2006 FASB 48
FASB 1009 FI'N 48 FI'N 48
FIN 48
50 FI'N 48
2007 FI'N 48 FIN 48
( y102. 1
1.7 FIN 48
2007
6. 4 2007 4.8
61. 4
58. 2 7.9 FI'N 48 2007
95. 7
20082 31 129.5 45.5
129.5 38. 2
FAS 141
2008 2007
135. 2 95. 7
12.1 27. 4
(32.0) (5.5)
15. 8 21.9
(1.3) (1.3)
(0. 3) (3.0)

12 31 129.5 135. 2
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2007 12 31 19. 6
14.7 2008 12 31 22.9
17.1
12
2003 20083 2004
I RS 2008 15 I RS 2008 15
2003 10 1999
12
2003 2002 2006 2005
2005 2002 2005 2003 2006
2006
12
13.
250 2008 12 31
12 31
2008 2007 2006
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68. 72 737.0
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( ) 2008 2007 2006 2008 2007 2006 2008 2007
2,3532,02772,00761520914184120932784526552. 6
1,1791,1081.®31.1470.2429.6385.9,20010999. 2
588.1539.5487.8257.1259.5231.5395. 1348. 3
4,1213,18973,5495. 4
(69.9)70.1§74.8)
(7.0)(0.5)
(169.5)
(69.0)
(68.5[25.2)(6.1)
(632.B8%80. 6%65.10)79813733. 6
1,0901012716165. 2
7,23960633.7
2008 2007 2006 12 31 2,212. 3 2,
1,962.5
2008
osSP 2007 2006

2008

2008 2007 2006

1,763.0 1,634.6 1,460.5
1,279.5 1,221. 4 1,126. 9
121.0 104. 0 77.6

227.5 221.0 179.0

3,391.0 3,181.0 2,844.0

221. 4 205. 8 194.7
230. 6 197.0 177. 4
278.1 313.7 279. 3

4,121.1 3,897.5 3,495. 4
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2008 2007 12 31
2008 2007
918. 3 707 . 3
272.5 211. 8
73.3 52. 8
1,264.1 971.9
2008 12 31 232.
2008 2007 2006 12 31
2008 2007 2006
1.5 0. 0.
25. 3 25. 20.
59. 6 24. 25,
2.2 1. 1.
9. 4 2. 2.
210. 4 111.9 104.
179.5 165. 0 113.
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2008 2007 2006 12 31
2008 2007 2006
78.5 66. 9 56. 7
57.0 60. 7 46.5
25. 6 22.7 18. 7
114.0 79.7 75. 5
275. 1 230.0 197. 4
15.
2008 12 31 2009
38. 2 2010 30.1 2011 20. 9 2012 15. 9 2013
29. 9 2008 2007 2006 12 31
37.1 31.1
16.
2008
Dur om® Dur om
2008
47 .5 Dur om

2008 21.5 2008
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2005 15
6,174,934 6,372,814 6,664, 308 6,818,020
2007 13 6,174, 934 6,372,814 6,664, 308
2008 19 6,818,020
Dur om
2005
2007 27
Ol G- HHS
DPA Ol G- HHS
Cl A
169. 5
DPA 2002 2006 42 U.S.C 813
DPA 18

DPA 18 DPA
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Cl A
Cl A
I RO
Cl A I RO DPA 18
DPA Cl A / Ol G- HHS
2007 11 DPA
2008 10
2007 SEC
2008 24
50.00
2008 Pl umbers and Pipefitters Local
2008 29 2008 22

OoSsP Dur om

2008 12 24
2009 23
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2008 15
Pl umbers and Pipefitters Local Union 719 Pensior
20009 11 20009
11
20081 20
2007 10
1974 ERI SA
2009 23 2007 10
2008 2009 23
17.
2008 2007
3 6 9 12 3 6 9 12

1,0591,2079 .%52 .12, 037d9%50.|32370.1®03./2,0793.5
804.5817./2715.|0787.|743.|]54.|]7204.]0819.[6

239.3227.1214.|7167.|233.|2431.|544.5263.|8
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1934
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2008 12
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DINMMER, ROLDNNGS, 1hE. 2008 FORKM 10-K ANMUAL REPORT

Consolidated Statements of Earnings

[ drvliesfos, anviSgA pust hisi fTabmads
For the 'Years Ended December 11, 008 00T 2006
et Sabes 5L.12L1 338975 534954
Coit o prodiscts sold 9973 758 TEO
Crross Profit L13E 026 27153
Research and development 1940 2096 1883
Selling. general and administrative 17023 14897 L3557
Setilement (Note 1) - 1683 -
Certmin claines (Mo 16) 6.0 - -
Agqulsition, imegrution and other GR.5 52 fi.1
Oiperating expemcs 20335 LEMO L5500
Dperating Prafil 10900 1,027.6 10,1652
Interest amd other, net EIR ] 40 18
Eamings before income taxes and minorily interest LI2LE L1306 01650
Frovision for income taxes N3 FEY 3L
Minority in 0.5 (05 (0S5)
Nt Enrningy 5 BMS S TTI2 S EMS
Per Common Share - Baske 5§ 3T S 1R S 343
Exrnings Per Common Share = Diluted £ iM% 1236 % 140

Weighted Average Comman Shares Ouistanding
Hase 2213 nss M1
Dhiluted 283 175 M54

Thiz sccompanying noies ere an integral pan of dhese oomalidated financial statemonts.
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DINMMER, ROLDNNGS, 1hE. 2008 FORM 10-K ANMUAL REPORT

Consolidated Balance Sheets

L]
December 31, 2008 2007
ASSETS
Current Assets:
Cash ard equivalents 226 8 4630
Restricted cash 27 L5
Accounis receivible, less allowanee for doubiill secouns T51.8 6743
Inventogies, met 9253 T2T8
Prepaid expenses and other curment nssels 1.9 504
Diefemad income nxes 198.3 1548
Tolal Cument Assets 2ITme LELT
Property, plant and equipment, net 1.264.1 ¥
Cooghwill aIT4E LE21A
Intangible assets, et g1 T418
Ciher aszels 149.4 2119
Todal Asseis 57.239.0 56,6317

LIARILITIES AXD STOCKHOLDERS' EQUITY
Curreni Linbilities:

Acgounts payable Sigs4 5 17400
Income taxes pavable 6.6 85.1
Crlbser current liahilities 5TR.10 4504
Total Cament Liabilities 771 TaE&
Chber long=1erm lahilities 1519 184
i -t dhebit 460.1 104.3
Toetal Liabsilities 15851 LI813
Commitments and Contingencies (Mote 16)
Mimority Inmierest 36 28

Stockhabders’ Equity:
Comenon ssock, 30,01 par value, ane hillion sharcs autharized,

253.7 million {232.2 millen in 2007) [sswed 2.3 5
Faid-in copital 31385 1Rl
Relained eamings 43855 35369
Accumilaled ofber comprehensive income 2400 290.3
Treasary stock, 30,1 million shares (19.3 million shares in 2007) (201620  (1,379.2)

Tuial Stockholders’ Equity 56503 244046
Total Liahilities and Steckholders’ Equity 57,2300 56,6317
The nccompanying noies are an integmll pan of thess didated financial stai

kL]
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DINMER ROLDINGS, INC. 2008 FORM 10-K ANMUAL REPORT

Consolidated Statements of Stockholders’ Equity

{in miions)

Mlﬂ”

Commaon Shares  Paid-in Retained Enudmnuu'l
Fartbar RAoU. Gapiel Emrkigs ”""'ﬁ'm

Halanee January 1, 2004 IR 1! SXA011 % 1930 § 1453 mips s -I.t!ll‘_l
el emmings - - ELLS - - - ELLS
Onhor vom prehensive inoome s = = = 953 = = 95
Impact of sdoption of SFAS 158 = = = = {35.4) = = {¥5.4)
Saech com peenalion

o |udinng rax, benetins K] = 4l = - = - 141
Share repurchases = = = = - (120 (TR (TR
Balunee Diceember 31, Dibs 485 15 1M LMAS bk N LR kL] 45108
et enmings - - - TIAZ - = = TIA2
Other income = = = o LN - - (1R
Tenpasct of adoptson of FIN 48 - - - [4.%) = - - (45}
Sacxck compeenation pland,

ez g mx benefits 3 - 2358 - - - - pati]
Shure repurchuses = = = - = (T2 (3T3) {4T6.3)
Halamee Devember 31, 20407 1423 25 29800 13M% 2903 (13 {13753 e
et emmings - - - EiE - - - EiE b
Chther comprehensive low - - - - {5033 - - {503
Sak pompeenation pland.

e |udinng [ bencfits (K] = 114 - - - - 1394
Share rpusifuses - = = = = __ (Iogy_ {73.0) (75700
Halamer December 11, IS M37 8 1S SLIAES Y AIRES % 24iLik [ELNNE wR )it L4403

Perm——— wEr——.
The accompanying notes are an integral pan of these consalidased financial
40
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2008 FORM 10-K ANMUAL REPORT

Consolidated Statements of Cash Flows

__{in millicrd )
2008 2007 2006

For the Years Ended December 3,
Cash flows provided by (used in) operating activities:
MNet eamings 3 B4Bo 5 TTA2 § ES4S
Adjustments in reconclle el camings to nel cash peovided
by operting activities:
Depreciation end amonization 2781 1300 1974
Gain on sale of imvestments (38.5) - -
In-process research and developmeni as 635 9
Share-hased compensution ] ElA T
Ivvendory sicp-up 1.0 03

Dhefemmed incomse tnx provision
Income tax benefil from stock option exercises
Excess imcome tax benefit from stock option exercises
Changes in opsyaling assets and Finbilites, net of
ncquined psets and lisbilities

Incaome kaces payable

Reccivables

Invenborics

Accoumis payoble oo soorued liabilities

(Wher avsets nnd abilities

2.0 639 4318
125 408 116
6.5 270 (LA

{713 .1 ue
444y {125 (169
(148,010 (580} (39.2)
1193 GLY (209
{197 (7.1} 16

Wet cash provided by operating activitics

10080 10B44 1,407

Cash flows provided by (used in) investing activities:
Adifitions 10 instruments.
Additions 10 other peoperty. plant and equipment
Acquisilion ol inlellectual propenty fghts
Proceeds from sale of investments
Proceeds from sale of property, plamt and equalpnsent
Abban Spine acquisition, net of acquired cash
Chlser mcquisitions, mel of sequined cash

237.9) (1385) (126.2)
(250.0) (1927)  (1421)
109.4) -

49 - -
- a2

onn - -
(188 (1803) (345

Net cash used in investing activities (242 0L3)  GET0)
Cash fbows provided by (used in) financing activities:
et borrowings under credit facilitics 3300 (1.5

Proveeds from employes stock compensaiion plans
Excess income tax henefil from sieck option exervises
Repurchase of commaon stock

510 1498 41.3
6.5 210 L]
(737.0) (8763} (TIRE)

Wet cash ueed in finamcing adtivities

(343.5)  (399.5) (TILT)

Effect of exchange mtes on cash and equivalents

{217} 4.8 9.5

Increane (docresse] in cash and equivalents
Cash ond equivalents, beginning of year

(2513 12 125
4639 2657 1333

Cash and equivalents, end of vear

5 21256 % 4639 § 1657

The scenmpanying noies sre an integral pan of these ol e 1l

4
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DINMER ROLDINGS, INC. 2008 FORM 10-K ANMUAL REPORT

Consolidated Statements of Comprehensive Income

FNHME“MHSL 2008 2007 2008
Met Earnings SBIEA 57712 SEMS
Oaher Comprehensive Income (T.oss):
Foreign currency cumulative translation adjuestments (49.4) 1001 1438
Unrealized foreign currency hedge gaine{losses), net of tax effects of
0.7 in 2008, 511.5 in 2007 and 576 in 2006 150 [49EK) (56T)
Beclification adjustments on forcign cumency hedpes, el of tax effects of
S(10.9) in 2008, $1.3] in 2007 and 5(1.5) in 2006 434 270 L
Unrealized gnins| bosses) on securities, net of tax effects of ${15.2) n 2008,
$0.9 in 2007 and $009 in 2006 P (1.4) {14}
Rieclessificatlon adjustmenis on securities, net of tax effecs of $15.0 in 2008 (25.8) - -
Prior service cost and unrecognared gain'{loss) in sciuaril assimplions,
et ol tax effects af $1411 in 2008 and $(0.4) in 2007 (TH9) 42 -
Minimum pensicn lability sdjusment, net of wx effects of ${006) in 2006 - - e
Cailer comprehensive income {loss) (0.3) Bl 953
Comprelensive Income STORS SHEAS $020m

The sccompany ing noles are an integral pan of shess

a2
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DINMER ROLDINGS, INC. 2008 FORM 10-K ANMUAL REPORT

Notes to Consolidated Financial Statements

1. BUSINESS

We desipn. develop, manufsctere and market onbopaedic and dienial reconstructive implants, spiral implans.
trauma products, sl related sungical products. We also provide other healtheare related services, Onthapasdic
reconstructive implants restone fanction bost due (o discase or rosma in joints such os knees, hips, shoulders nnd
elbows. Demial reconstnactive implants restope finction and sesthetics in patients who have lost teeth due o trauma of
dfisease. Spinal implamis are wiiled by onhopaedic surpeons and newrosurgeons in the treatment of degenerative
ifinemses, deformities amd trauma in all regions of the spine, Treuma products mre deviees wsed primesify s nesttach o
stabiline danwsged bone and tissus o sappodt the body s nataral bealing process. Our related surgical products include
surgical supplies and irstruments disigned o ald in orthopaedic surgleal procedures and post-operation rehabilitation.
Wi have operntions in mose than 25 cowntries and market cur products in mose than 100 countries. We operabe 1na
simgle imdustry bus have theee reporinble peographic segmenis, the Americas, BEurope and Asia Pacific.

The woeds “we™, "us”, “our” and similar words refer lo Zimmer Holdings, Inc. and its subsidiaries. #immer
Holdings refers 1o the parent company only,

2. SIGNIFICANT ACCOUNTING POLICIES

Barix of Presenration - The consolidated fnmancial sintements inelude the sceounts of Zimmer Holdings and s
subsidiarics im which it holds a controlling equity position. Investments in compandes in which we exercise significani
influence over the opernting and Mnancial nifairs, ba dis not control, are sccounted for under the equity method. Under
the equity method, we record the investment af cost and adjust the carrying amount of the imvestment by our
proporionate share of the invesiee’ s nel eamings or kosses, All gipmificant inlercompany scoounts and immnsactions ane
eliminated. Cenain amounis ln the 2007 and 2006 consalidased Anancial siatements have been reclassified o conform

1oy the 2008 presentatbon

U'se of Esrtestes - The consslidated finamcial sstements are prepared In conformity with accounting principles
penerally scoepied in the United States and inclisde amounts that ane based on mansgement” s best estimales and
judgments. Actimd resubls conld differ from those estimates,

Forelgn Cwrrency Transfution — The financial statements of our foreign subsdiaries are translated imo U5, dollars
iming period-end exchange mtes for assets and liabilitiss and average exchange rates for aperating results, Unnealimed
transdation gains ond losses are inclded in sceumulated other comprehensive income in sockholders” equity, When o
tranzwetion is denominated in & cumency other than the subsidinry’ s functional carrency, we recognize & eransseiion
pain o birss when the tramsaction is setiled. Forelgn currency transaciion gadns and losses ncluded in net eamings for
the: yoars ended December 31, 2008, 2007 and 2006 wene nd significant

Reventve Recogrition = We sell product through three pancipal chamnelss 1) dinect to healihcare instiutions,
referned 1o ax direct channel sscounis; 2 through stocking distribulors and healibeare dealers: umd 1) direcily 1o dental
practices and dendal labomtories. The direc chanmel = spproximately B0 of vur net sales.
wmn:hnngLmhmmi-mﬂynmﬂdmnk;wummmmIlupudhd.umnmld}hhlm
meeded for surgical procedures. Mo revenee 13 recognized upon the placement af inventory [nlo consignment os we
retadn titke and makncain the inventory on our balance sheel. Upon implantation, we isiue an imaloe and revenue is
rocognized. Pricing for producis is penerally wdcmﬁnﬂhymkﬂ;ﬁ&mwuﬂngmhﬂnlfﬂ
customer groups of by govermment regulstony badies, depending on the market. Price discounts under group
purchasing comtracts ane geterally linked o volume of implant panchases by customes healibcare institutions within a
spocified group. At negotiated thresholds within a contract barving period, price discounts may inorease. Sales io
socking distributors, bealtheare dealers, dental practices snd deninl lnhorasorics account for approximaiely 20 pereeni
of owar net sales, With these types of sles, revenuse s recognized when title 1o product passes, either upon shipment of
the product or in some cases upon implamation of the product. Prodwet is generally sold of contractaally fixed prices
for specified periods. Pavment terms vary by custonser, but are typically less than 90 days. In some cases sales
incentives may be carmed by o customer for purchusing o specified amaount of our produect, We estimate whether such
imcentives will be mchicved and, if so, recognie these ineentives as a reduction in revenoe in the same period the
uniderlying revenss tmnsaction is recognized. Ovcasienally products are retumed and, sccordingly. we maintain an
estimated sabes refum reserve that is recorded as a reduction in revenoe, Product refums were nol significant for the
years ended December 31, 2008, 2007 and 2006,

The reserves for doubifisl sccounts were $20.0 million and $21.7 million as of December 31, 2008 and 2007,
respectively.

Shippdreg o Handiing - Amousts billed io cusiomers for shipping end hamdlimg of products are reflected in nel
sales and are not significant, Expenses incurred related 1o shipping and hamdling of products sre reflected in selling,
generall and adminisrative and were $117.3 million, $104, 1| million and $95.5 millson for the yeuns ended
Devember 31, 2008, 2007 and 2006, respectively.
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Avigelnirion, fategranion smd Ovirer = We necognize inorementsl expenses resulting dinectly from our busingss
combinations and significant nonrecurring snd unusual flems as " Acquisition, inffegmtion and other” expenses.
Acqutsition, Integration and other expenses for the yeans anded
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Dewember 31, 2008, 2007 and 2006, included (in millions):
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Included in the pain on disposition, adjusiment or invpairmsent of scquired asseis and abligations for 2008 is a
favorable adjusement 1o certain labilitbes of acquired companies due bo changes in clroumsances surrounding those
Habilities subsequent 1o the relaied measuremomt period. Inchuded in the gain on disposition, sdjustment or impainment
of acquired assets and obligations for 2006 is the sale of the former Centerpalse Austin land and Ffacilithes for o gain of
£5.1 million and the favorable senlemsent of two pre-scquisithon comtingent liabilibes. These gains were affset by a
£13.4 million impalrment charge for ceraln Cemerpulse radename and rrademark imnmgiblies hased principally in owr
Furope operating scpment. [n-process research and developmeni charges for 2008 are relaied to the scquisitien of
Abbon Spine, In-process reseurch and development changes for 2007 ane relabed w ithe pequisitions of Endius and
DRTHOsofL Consulting and professional fees relate 1o thind-party imegriion consulting performed in a vasisty of
arcas soch &5 tax, compliance, logistics and human resources and legal fees related o matters involving acquired
barsing=ses,

Lk ard Equivaltenrs — We consider oll highly liquid imvestmenis with an original mamurity of three mosiks or bess
1o be cash equivabents. The earrying amounts reporied in the halance sheet for cash and equivalenis are valoed o cost,
which upproximsics their fair value, Resinicied cash is primarily composed of eash hebd in escrow related 1o coriain
insurnmee coverage.

Imvenfories = Invemiories, pet of allowances for shsolete ond slow-moving goods, are siused ot the lover of cost or
market, with cost determined on o first-in irst-oul basis.

Preperty. Plam and Eqripmaest = Propeny, plam and equipment is carried ol cost less aecumulsied depreciation.
Depreciation is compuicd using the siraighi-line method hased on esiimated usefil Hves af ben 1o forty years for
bubldiings and improvements, three 1 gight years Ihnﬂhh:uudnp]mhﬂﬂmﬂnpdnmnp:mﬂ
as incurred, In pocordance with mwﬂtmmnmmm: “SFAST) Mo, 144, “Accounting for ihe
Impairment of Disposal of Long-Lived Assets,” we review propery, plant and equipmest for mspaknment whensver
events or changes in circumsiances indicate that the camying vahoe of an st moy not be necovernble. An impainment
loss would be recognized when estimated fusure undiscounted cash flows relating 1o the asset ane kess than its carying
amount, An impairment boas is measured o the amount by which the carying amount of an nsset exceeds its foir
vl

Safware Casty - We capatalire certain compater software and softwane developmest costs incurred in connection
with dcw:lnp'nﬂ_ ar :ﬂjl.l.il'l.rlg_ campaicy sofiwarne for indermad e when both ﬂ'l.-pncl:irntrur} pmjwt.hlm'l.:mplchd
and it is probable that the seftware will be used os intended. Capitalized softwane costs generally inglude exivmal
direct costs of materials and services utilined in developing or obtnining computer software and compensation and
related benelits for employees who are directly associated with the software project. Capitabized soliware costs are
imcluded in property, plant and equipment on our balanee sheet and amontizned on o soraight-line hasis when the
software §s rendy for ils intenided wse over the extimated wseful lives of the software, whach spproximnte three o soven
s,

Irstriementy = Instruments are hand=held devices used by orthopacdic surpeons during ol joint replacement nnd
wither surgical mﬂmlmmwﬁniwwvlmﬂwurﬂuhlm praperty, plaril anid
Undepd are carried at cost, ned of allowances for excess ond obsolete [nstruments,
IunmmilmeMdmanwumhﬁmmmmhmmwmhkmww“mm
linee meibod based on averape estimaded vselul Bves, determined principally in reference bo associased prodisci life
cycles, primarily (fve years. We review Instrumenis for impalrment in socordance with SFAS No. 144, Depreciation ol
imstrumenis ks recognized as selling, generl and ndministrative expense.

Gomdwill - We scoount for goodwill in scconlance with SFAS No, 142, “Goodwill and Other Intangible Asses.”
Choodwill s nad nmoriieed bot ilm.l:jm T mEvnasl imp-'rrnu'l tests. Gooudwill has been axsigred Inn.-pcli'lw umits. We
perform annusl impainment tests by comporing eoch reporting wnil” s fair valee 1o ifs camy ing ameand o delermine i
there i potential impalirmsent. The Tiir valise of the reponing unii and the implied fiir value of goodwill s determined
based upon a discounied cash Mow analysis, Significam assumptions ore incorporsied inlo o these discounted cash
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flow snaly ses such as estimated growth mies and risk-adjusted discount mles, We perform this test in the foanh
quarier of the year. I the fair value of the r:!pm'ling i 1% b than i I:I.rl}'lqg_ value, an E'upahmr! laes s reconded
1o lf:nu'n".lthn the implicd fair value of the reporting unit good=ill is less than the comying value of the reporting
umil oo wi

Imtmagie Axvety = We ncoount for intangible pssets in sccordance with SFAS Moo 142 Intangible axsets ane
imitinlly mensured ot their fir value. We hove determined the fair value of our intangible ssets gither by the Fuir value
of the

44
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conssderntion exchanged for the imtangible et or the estimated affer-eax discounged cah Nows expected
e generated from the intangible asset. Intangible pssets with an indefinite life, incleding certain trodemarks
nﬂuﬂemmmmﬂllﬂefmﬂcllrrirmtthcMmmmd'IMIrthMW
whether cvenis and eircumslanoes continee 1o Py an indefinge life [ _"' ainets with a finne life,
ineluding cone and developed technalogy, certain trademarks and tmie names, customer-rebsted inlasgibles,
intellectual propesty rights and patents and licenses. are amonzoed on a straight:line basis over their estimated
useful e, ranging from less than ane year to 40 vears. Intangible assets with a findte life ane tested for
Impatrment whenever evems or circumstances indicate that the carrylng amount may not be recoverable.
Intangible assets with an indefimite lifi ane lesied for impairment sanually, o whenever events or
clreamstances indbcate that the carrying amoant may not be recoverable. An impalrment Joss is rocognized i
he carrying amount excesds the estimaled fair value of the asset. The amount of ke impairment boss 1o be
recorded would be desermined based upon the excess of the asset’ s carrying value over its falr value. The fair
values of indefinite lived intangible assets are determined based upon a discounted cash flow analysis using
1he Nlurﬁ'l!rnmﬂlrmhd.m n-ln-l’fmm mﬂrmﬁoﬂmmul&ecmnﬂ associated with
owning, ruther than Beensing, avets. Sig plions nfc Mooy 1 imla 10 discaimied cnsh
ﬂmrmnhmmhnnﬁnwndwwlhmln.mrﬂtymﬂmdmkﬂmﬂmmn

The uscfil Hves of intangible pssets rnge from less than one year 1o 40 vears. In determining the nweful
lives of intangitde asscis, we consider the expecied we of the sssets and the cffocts of ohsoleseence, demund,
competition, anticipated eehmological sdvances, changes in surgical techniques, market mfluences and ather
economic fnclors. For lechnology-based m&m;ﬂrmﬁumwh&qﬂuﬂmm
ahsent unforeseen technaloghcsl sdvances, which inoorg g lechnology. Trademarks and
irade nawnaes that do mot have o wasting characleristic (i.e, rlmr:mmhp] rqﬂnm coniractil,
competitive, economic of other factors which Limit the uselul life) are assigmed an mdefinive life. Trademarks
and trade nanses that are related 1o products expected 10 be plssed out are assigned lives consistent with the
period n which the peoducts bearing each brand are expected 1o be sold. For customer relatbonship inangible
azsels, we assign uselul lives based upon historical levels of customes anrition. [nielbociual property rights ane
assigned uselll lves that npprosimade the cantraciual life of any relased patent or the period for which we
msaleain exclusivity over the intelleciual property.

Revearch amd Development - Wi expense ol nesearch and develapment costs as incurred. Reseanch and
development costs inhade salarics, prototypes, deprocianion of ogquipment used in research and development,
consultant fees and service foes pald o collaborative parners.

Terurre Tives — W secount for income s in secondance with SFAS Mo, 109, " Ascounting for Income
Taxes™ and related interpretations. inclusling FIN 48, Deferned tax pusets and linhilites sre determined bused
o differences between Mnancial reporting ard tx bases of asscis and liahilities amd are messunsd using the
ennctod tax rates in effect for the years in which the dilTerences ane expecied b0 reverse. Federal incoms ties
are provided on the porbon of the income of loneign subsidiaries that is expected to be remitied 1o the LIS,

Derivanive Fimarchil fnstrveemiy = We sccount for all derivative financial instruments in sccordance with
SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities.” as amonded by
SFAS No. 138, " Accounting for Certain Derivative Instruments and Certain Hedging Activitics (an
amendmsent of FASE Statement Mo, 133)7 and SFAS No. 149, "Amendment of Statement 133 on Derivative
Instrunsents and Hedging Activities.” SFAS No. 133 requines that bl derivaive instruments be reporsed s
ety or limhilities on the balance sheet and messured at fair value, We maintain writicn policies and
procedunes that permil, under appropriute circumstances and subject to proper suthorimtion. the use of
-d.Eﬁ"n.l]'l‘l ﬂmrl:'-.“lbhlnmi::nldy o H.giu;pl.l'puuh.m l.nc-nl:'Hﬂim: I'nw.uci.u] ':l'nln.l'ﬂcnl.l for
trading or speculative parposes is probibited by our policy. We are exposed 1o market risk due 10 changes in
currency exchange rales. As a resull, we utilize foreign exchanpe forwand contracts and options o alfset the
elfect afl exchange rte Mucintions om anticipated foreign currency rnsaciions, generally imercompany sales
and purchases expected Lo socur within the next pwelve 1o thisty momths. Derivative irstruments thal qualily
as caih Now hedges are designated as such from Inception. We maingaln formal documentstion regarding our
objectives, 1he nature of the Ak being hedged. idemification of the nstrument, the bedged transaction, the
hedging relationship and how effectivencss of the hedging instrumneni will be assessed. Our policy noguines
ikt eritical lerms of a hedging instrument ane effectively the same as a bedged foreeasted trarsaction. On this
basls, with respect to a cash flow hedge, changes in cash flows artribwtable so the hedped transactbon are
generally expecied o be completely offset by the cash flows anribatable w hedge insmments. We, therefore,
perform quaricrly sssesmenis of hedge effectivensss by verifving amnd documenting those critical torms of the
Tedje instrument amd that forecasied irnssctions have not changed. We also assess an a quarierly basis
whether there have been adverse developments neganding the risk of a counterpanty defialt, For devivotives
‘which qualify & hedges of fohare cash flows, the effective portion of changes in fnir value is temporarily
mecorded in other comprehensive income and then recognized in cost of products sobd when the bedged item
affects net carmings, The inefTective portion of 5 derivative” s change in fir vaelue, iT sy, i reported in cost of
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jpeosdiacts sold immediately, The net amount recognized in eanings daring
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ihe years enaled Devember 31, 2008, 2007 and 2006, due to inciTectivencss snd smoants excladed from the
assessment of hedge effectivencss, was not significant,

For contracts cutsinding ut December 31, 2008, we have an obligation s parchase U5, Dollars and sl
Euros, Japanese Yen, British Pounds, Conadion Dollars, Australizn Dollors and Korean Won and purchese
Swiss Francs and sell U5, Diollars ot 3¢8 moturity dates ranging from January 2008 through June 2001, The
notional amounts of cutstanding forward coatracts enteved mto with third parties fo purchase U5, Dollars ot
December 31, 2008 were §1,3435,0 million. The nationa) amaunis of suatstanding forwand contracis enered
Imn1ﬂ1ﬂ1wdm1nlnmchm=5anmIDmnhr11 2008 were $207.5 million. The fuir value of

ing derivative i recorded on the balance sheet ai Decemmber 31, 2008, wogether with settlbed
derivatives whete the hedged item has not yet affecied eamings, was a net imrealized gaan of $32.7 million, or
£33.0 million net of mxes, which is deferred in siber comprehensive income, of which 3164 millkon, or
£17.9 million, net of laxes, is expocied 1o be roclassified wo eamings over the nest twelve months,

We allzo enter info foreign currency forwan] exchange contracts with vernis of one month 10 manage
curmency exposmines for assets and liabilites denominated in o currency otber than an entity” s Amctional
currency. As n resubl, any [oreign currency remeasurement guinslosses recognized im eamings under
SFAS No. 52, “Foreign Camency Tronskstion,” are generally ofTset with gminelisses. on ihe foreign curmency
foewand exchange conmeis in the same reporting perod.

Ehher Comprelensive Incame - Othier comprehensive income nefiers o nevennes, expenses, gains and
Imﬂumhwﬂymmdumﬁupﬂmp&mmlulukdhmmﬂwlmmrhm
axcluded fram met uﬂmaﬂmum are fecarded dlrud}-u an nullumm: 1o sisckhalders” eqalty.
Other comprehensive income is comprised of foreign jon unrealized foreign
curreney hedge pains ond losses, unncalined wmmhmsmndﬁbhﬂ]:mﬁwuﬂmmm
of prior service costs and unrecognized gains and losses in actuasinl sssumptions. In 2006 we adopted
SFAS 158, “Employers’ mruwmmﬁ:hmﬂmwm an
amendnsent of FASE Statements No, 87, 88, 106 and 132(R).” This statement required recognition of the
Fusded sapos of our bemefit plans in the statenent of financial posithon and recognition of certain deferred
gains or losses in ather compeehensive income. We recorded an unrealized loss of $35.4 million in other
comprchensive incame during 2006 reladed io the adoption of SFAS 158,

The componcnts of sccumulsied other comprehensive income are as follows (in millions):

Balance at Cithar Batance al

Dscambar 31, Comprahansam December 31,

2007 Income (Loss) 2008

I'neeign curmency translation 1 60 5 [FFTL 384

Foreign currency bedpes {454} TR o

ww:umﬂ:d - (TR L (L]
Lsocognisnd priof son oo cost and unrecognised gaindlos ) in

cturial pisumglaons (eI (k] {111}

Acowmilsted odher Income 3 2903 § (53§ 2400

Y Te——

Diaring 2008, we reclassified an investment previously sccoumied for under the equity method 1o an
avnilahble-for-sabe invesiment as we no lager exereised significant influence over ihe thind-pasty imvesice,
The invesimeni wis morked-io-market in sccordance with SFAS 115, " Accoanting for Certsin Investmeni in
Dbt and Equity Securiies,” resulting in a net wnreakized gakn of $23.8 million recorded in other
womprehensive incame for 2008, This unnealized gain wos reclassificd to the income statemnend when we sold
this imvestment in 2008 for ot proceeds of 554.9 million snd a pross realized gain of $38,8 million nchuded
in mterest and other income. The basis of these secuntics was determined based on the consideration paid at
the time of acquisition,

Trewmwry Stock - We scoount for nepunchases of common stock under the cost method and present treasury
sock ns @ reduction of sharcholders equity, Wie may reissoe common stock held in treasury only for limited
'pw]'lulcl.

A ~In5 ber 2086, the FASH issued SFAS No. 157, “Fair Value
'-'I:un.ruunts. which defines I.'llnnlw..uuﬂlllmu Tmmework for measuring flr value in generally
mcoopbed sccounting principles and expands disclosures about fair value messuncmenis. Thix Sinbement does
ol pequire amy pew [ir value measupements, bul provides guidance on how 1o messune Bair vabue by
providing a fair value hierarchy used 1o classify the source of the information. SFAS Mo, 157 is effective for
fmancial statements isssed lor fiscal vears beginming after Movember 15, 2007 and interim pericads within

163/207



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

those fiscal years. In February 2008, the FASH issued FASH Staff Position (FEI) Mo, SFAS 1572, which
dnllyl ihe cifective dage of ceriam rlenn ol SFAS Na, 157 m'luh'nn 10 nensfmancial aisers and Habilities
mcmurcd of fuir salue on a monenecurring busis wntil fiscal years beginning afier November 15, 2008, The full
adoption of SFAS Mo, 137 i nol expected to hove a material impect on owr consolidoted financial stolements
or results of operalions.

46
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In Thegember 2007, the FASE issued SFAS No, 141(R), “Business Combinations,” which is a revision of
SFAS No, 141 "Business Combinstions.” SFAS Mo, 141(R) will change the way in which we scoount fie basiness
combinations. The § introd -~uwpnhmmmur‘:mpgmunun"dr“hemmmiﬂg
lated io business combinations and o ihe sul perind ace g for cerinin scquired sesets and
Fiabilities, among other things. SEAS No. 14 1(R) will brlpphcli nwrruwlj- on business combinations with
acquisithon dates in fiscal vears bepinning on or after December 15, 2008, and therefore this stsement will not affect
our finamcial stalerments for business combinations that preceded the effeciive daie. For deferred iax assets and income
[ reserves Joil ot part of busi combinaibons, Lhese assets will be scoounted fior unider SFAS 109 and FIN 48
after the effective date regardless of the scquisition date. Therefore, if o nemeasuwrement of those aseets and Babilides is
wasranied after the effective date of this siabement. it may aflect our income 1ax expense in the period in which the
FeMCRSAIFe Ml GOOUrs.

in December 2007, the FASE also sved SFAS No. 160, "Noncontrolling Interests in Consolidamed Financial
Statemends, un amendment of AR 51.7 SFAS No. 160 will change the sccounting and reporting For minority
imterests, which will be recharseterized as nonconiralling imerests and elassified as a component of equity.
SFAS Mo, 160 roquires retroaciive sdoption of the presenintion and disclosure requirements for existing minority
imterests. SFAS No. 160 is effective for fiscal years beginning on or after December 15, 2008 and imerin periods
within those fiscal years. We do not expect that ibe adoption of SFAS Mo, 160 will have & material impact on our
consolidated fnencial sintements or resulls o operstions.

I Mzerch 2008, the FASE issued STAS Mo, 161, “Disclosures abowl Derivative [nstnaments and Hedging
Activities, an amendment of SFAS No. 133.% SFAS No. 161 will require Increased disclossre of our derivative and
heedging activities, inchuding how devivative and hedging activities affect cur consolidated statement of eamings,
balance sheet and cash flows, SFAS No. 161 is effective for fiscal years beginning on or afler December 15, 2008 and
mberim p:riud.: within those fiscal YT Tl'lzldl:ptiu'l.ul'SFAS Mo, 161 will increase the mq'u'l'nd disclosune of ooar
derivative amd hedging sctivithes, but will not have eny impect on owr linancial pesition or reulls of operations.

3. SHARE-BASED COMPENSATION

Chur share-hased paymenis primarily comsist of siock options, resivicied stock, resiricied stock aniis (RBUs),
performance shancs and an employee stock panchase plan. For ihe year embed December 31, 2008, share-hased
pavment expenss was $69.9 million or $4%.5 million net of tbe relased wx benefits. For the year ended December 31,
2007, share-based payment expense was $70.1 million or $45.1 million net of 1he related tax benefits, For the vear
emded December 31, 2006, shane-hased payment expense was $76.0 million or 354.5 million net of the relaled ta
benefiis,

Stock Options

We hod 1hree equity compensation plans in effecs o December 31, 2008: the 2006 Sisck Incentive Plan (the " 2006
Plan” . the Team&hare Stock Option Man snd the Stock Plan for Nen-Employee Direciors. The 2006 Plan replaced the
201 Seock Incentive Plan (the " 2001 PFlan™), which by fis tenms cxpired in Awgust 2006, Folbowing siockholder
approval of the 2006 Plan in May 3006, no further awands were grasited under the 2000 Plan. However, vested and
imyvieited sock options previously pranted under the 2001 Plan remained outsinnding 8s of December 31, 2008, We
T reservied the maximum number of shares of eommon stock available for awand under the muur‘mchufdtuc
plans asxd have registered $2.9 million shares of common stock. The 2006 Flan provides For the grant of
aock options and Incentive stock opthons, long-term pmhmmmudﬂn'lkmm'pﬁm shares o undta.
restricted stock, restricied stock units and stock appeeciatbon rights. The Compenaation amd Management Development
Comaminnee of the Board of Directors determines the grant dole for onnual grants under our equity compensation plana.
The date for nnnaal grants under the 2006 Plan to our executive officers s expocted w ocewr in Febraary of cach year
felbowing the camnings spnouncemenis for the previous quarer and fall year. The TeamShare Siock Opiion Plan
provides for the grant of non-qualified siock options and, in cerinin jurisdictions, stock appreciation righis, while the
Siock Plan for Non-Employes Direciors provides For swands of siock options, resiricted stock and restricted stoek units
1o mon-employes direciors. [t has been our practice 1o issue shares of common stock upon exercise of siock options
from peevieusly umissued shares, The total nomber of owards which may be gramted in o given year and'or over the ife
of the plan under each of our equity compensalion plans is limiled, Al Decemnber 31, 2008, an aggregate of
11.2 million shares were svailable for fitene grants and nwands ender these plans.

Siock options granted 1o date under our plans generally vest over four years and generlly have o maximum
contreetum! fife of 10 yeare We recognize expense reloted 1o stock options on a stright-line busis over the vesting
period for the emine awnrd, less awsrds expected (o be Foefeiied wing estimated Torfeiturs mics, Stock opikons are
gramted with an exercise price equal 1o the market price of our common stock an the date of gram, except in linited
circumsinnces where local law may dictate otherwise. In the past, cevtain options have had price ihresholds, which
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affect exercisability, All such price thresholds have been satisfied. The total number of anands which may be
granted in a given year and‘or over the Hife of the plan ander each of our stock opiion plans i limited to control
dilution,

a7
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A suammary of siock option sctivity for the year ended Deeember 31, 2008 is us follows options in thousmds);

StockOptens ' Exarcian Frie

Ohnstanding # December 31, 1007 ier % G704
UHutinng pranssd 1978 ThAs
Ciptions exerciced 0,190 45680
Oiptinne cancedled 131 T1E?
Ciptions expired (2943 RS
Dhnstanding s December 31, J0E 15000 0§ T1.28

'I'heru'lhuiug table summarises. mivrmsion about dock minrnmdmnlr‘ dm}!,m{uﬂhﬂin
thousands):

Vemghted |Exeroinabis
Aveiage  Veeighied Vigrond
Rangs of Exsrcise Prices Optors Convachual Life Essroms Frics  Oosons Exerciss Price
122,00 - 527,50 187 185 % 2476 IST § 24.76
527,51 - 337,50 015 2.56 3064 15 3064
§30,50 - §51.00 ™ a1 a0 ™ 44,02
§55,00 ~ §70. 50 9% L] RG240 30
S71.00 = §91 i) 11,084 1™ TIES 380 T
15,000 LRI T2 Eile % 68T

—_——

We use a Black-Scholes oplion-pricing model 1o determine the fuir value of our stock options. Expected volatility
was derived from the implied volatility of our traded options that were actively traded around the grant date of the
stock aptions wilh exencise prices similar (o the stock options and maturities of over ane year, The expected temm of
the stock nﬂhmmmm from historical employes exencise behavior, The risk-firoe interest rate is determingd
wsing the implicd yicld currently available for zero-coupon ULS, government issues with o remining term equal 10 the
expected life of the options. A dividend yield of zero percent has been used as we have not paid a dividend since
becoming a public company in 2041,

The weighted ovemge fair valee of the opizons gramied in the years ended December 31, 2008, 2007 ond 2006 were
determined using the following assumptions:

o) 20T 2006

Dividend ¥Wichd =% - =)
Volstlliey 1A% 8% 25T
Risdefiee interea rue 1% 4% L]
Expected life (years) 54 5l 40

The welghted average fisir value for opthons grantod dwring 2008, 2007 and 2006 was 523,32, 2260 and 522,32,
respectively. The total intrinsic value of stock options exercised dwring the vears ended December 31, 2008, 2007 and
2006 was $31.9 million, $124.5 millian and $40.5 million, respectively. For the vears ended December 11, 3008, 2007
and 2004, share-bused pavment expense related 1o stock ogtions vwas $635.4 million. $73.4 million amd $66.3 million.
respectively, or $446.3 million, $30.4 millicn ond $47.7 million pet of the related o benefits, reapectively,

Summarized information abowl outstanding shock options s of December 31, 2008 that sre already vestod and thal
we expoct 1o vest, i well as stock opiions thal are currenily exercisable, is as follows:

Cutstanding Stock
Vesied and Expecied that

]

1 Vet [Exnrcizabie

Mumbxr of outstanding opticen (in thousnds) 15,006 B39
Wigighted sverage remaining comraciual |ife 6% year 5hyean
Weighted sverage excrebe price per share ML 070
Intrinsic valse {in milkions) 22 522

* Inclules effects of estimated locfeitres

As of December 31, 2008, there was 5117.5 million of anrecogmized shane-based payment expense related 1o
nonvesed stock options grnied under our plans, That expense is expecied io be rcogniced over o weighied average
period of 1.7 yenrs,
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Performance Shares and RSUs

We granied performance shares and performance-based RSUs in 2006 and 2007, respectively, ibe vesting of which
depensded on the schievement of objective perfommance targets over perbods ended December 31, 2008, The

48
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performance targets neluted wo these pwards were nol met and the relaled performance shares snd RSLUs wene
forfested. We also gronted RSLTs in Decensher 2007, These RSLis are not tied 80 owr performance and vest
ratably on the firs and second anmversanies of the date of grant, provided that the recipeent i still our
employee, Ieach of these swnrds ane converied i one share of oor common stock q'umt'ﬁiq.

A summary of nonvested performance share and RS activity for the year ended December 31, 2008 is o3
fodlorws { Performance Shares and R5Ls in thousmds):

Winighted Average

Perdommance Grant Date

Ehares and REUs Falr Value

Dwtetarsding at lanusry |, 2008 1,147 i 3
Curnried &0 320
s 128 PE.20
Foriited 1E95) .64
Ctstanding & December 71, 2008 [ i4.47

The Eair value of the awards was determined based upon the falr market valise of our common sock on the
date of gramt. SFAS 123(R) requires us w estimabe the sumber of perfommance shares and RSUs thar will vess,
and recognize share-based payment expense on a sorxiphi line basis over the requisiie service period. As of
December 31, 2008, we estimaie that all 165,000 outstanding RSUs will vesi. IF our estimaie were io change
in the flaare, the cummulative eifiset of the change in estimaie will be recomled in that period. Based upon ihe
nanvher of KR5S that we expect 1o vest, ibe unrecognized shane-based payment expense as of December 31,
2008 waes $10.0 million, and is expected 10 be recognized over o period of 1.4 vears. For the years ended
December 31, 2008, 2007 and 2006, pre-tax expense {income) relied 1o these awards was 54,3 million,
S03.3) milliom and §9.7 million, respectively, or 33.2 millicon, ${2.3) million and $6.% millivn met of the relaled

nx benelits, respectively.
4, ACQUISITIONS

W madi sequisiiions dusing the years 2008, 2007 and 2006, the mone skgnificant of which ane described
bedow, These scquisitions wene accoianted for under the purchase methed of sccounting pursaant to
SFAS Mo 141, Accondingly, the resulis of operations of the scquired companies have been Included in our
consolidabed resulis of opertions subgequent 1o the transaction daces, and the respective assets and Habilities
of the acquaired companics have been recorded sl their estimaied Gir values in our consolidated statemet of
Mmancisl position & of the mnssction dates, with amy exeess purchase price being allocated 1o goodwill. Pro
forra financial knformation and other information required by SFAS Mo, 141 have not been included as the
acqmisitions i not have a malerial impact upon our fimancial position or resulls of operations.

Abbott Spine

In Dictober 2008, we acquired Abbolt Spine, a lormer subsidiary af Abbotl Laborstories, for an agigregale
value af approximately 33630 million, inclading a $338.0 million cash punchase price afler cennin working
capital adjustments and 55.0 million of direct soquisition costs. The acquisition was funded by approximately
5253 million of cash on-hand and 3110 million from new borrowings under our Senbor Credit Facility. This
lervestnet ndds a aumber of immevative produets and builds erideal mass n the Spine product caegory. The
aciuisition atso enhanoes our research and development capabilitics I the Spime product calegory and
strengibens our sales coverage.

We campleiad the preliminary punchase peice allocation in acconfance with LS. genemlly sccepied
accounting principles. The process Included Inerviews with both Abbon Spine and cur management, review
of the economic and competitive environment and examination af nssets including historical performanee and
future prospects. The preliminery purchase price allocation was based on information carrently available 1o
us, and expectations and sssumpibons deemed ressonable by us, Mo assuramee ean be given, however, that the
umlerlying assumplions used e estimate expocted technology-bascd product revenues, development costs or
profitahility, or the events associated with sach technology will ocgar us projecied. The final purchase price
albocation may vary from the preliminary purchase price allocation. The final valuation and associated
parchase price nllocation is expecied o be completed during the first hall of 200%. To the extent ikt the
estimubes need 1o be sdjusted, we will do so.

The following table summuarizes the preliminary estimate of fair values of the assets acquired and |Eabilities
mssurmed af the dose of the Abball Spise scquisition (in milliensk:

Az al
Cciobar 168, 2008
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Cumrent ssels Ll
Property, plant snd equipment 6.5
|nsdramsenis 175
Ingangibve assetsy subject to amorization:
Castmer relaticmahips {10 vear wefiil lifh i
Dieveloped inchnology |10 year sl life) 6.3
In-proscees resesrch and developmznt ns
{ther ssasis [{i11]
Croodn il 1974
Total auscis acquined A4
Cument fahilities. (B
DieFerred taxes 294
Total Eskalithes scmed 434
Nl musets sequinad ELE
49
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Giopdwill of 51293 million, $65.7 mallion and 524 million wes pssigeed o the Americas, Europe und
Asin Pacific reporting segments, respectively, None of the goodwill is deductible for tax purposes.

In-process rescarch and development charges relate 1o scquired iechnologies for which po aliemalive
future use has been identified o1 the scquisition date. The values sssigned 1o in-proces reseanch and
development (IPR&D), are bosed on valuations that estinante the future cosh flows of the related technologics
and discounting the nel cash fows back to their present values utilizing an tate risk-adijusted mie of
relurn (discount mte). These valuntions also incliade considerstion of the risk of the project not achieving
commercial feasibility and inchade a facior that inkes info sooount ihe uncerisingy samounding the successful
development of the IPRED,

Al the fime of ncquisition, we expect all scquired IPR&ED will reach techmlogical Feasibility, bt there can
be oy assurnnce that the commercial viability of these products will ectually be achieved. The noture of the:
efforts 1 develop the acquired technolages inlo commercially viable prodiscis comsists principally of
planming. designing, and conducting clinical trials necessary 1o obtain regulatory approvals. The msks
amocialed with schieving commereialization inclisde, bul are not Emited 10, delay of filure w obtain
regulntory approvals to condict climical irials, delay or failure o obtain requined markel cleammoes, and pagent
issmance, validity and linkgation. if asy.

The $38.5 million of IMUED primarily relates so projects in the Following spine product colegories:
1) Tharacolumbar, 2) Minkmally Iovasive Susgery, and 3) Cervical. The related prodscts have projected
launch dates beginning in 2000 through 2004, with estinated 1013l costs to complete of appraxamately
5.5 million.

ORTHOsoft Inc.

T Moveniber 2007, we acquired OR THOsaft Inc, (ORTHOSoM), o leader in computer navigation fir
withopmedic sungery. in o cash tramsaction for an sggregale value of opproximsicly $50 milkion, We recorded
£31.3 million in goodwill in conmection with the soquisition. The sequisition of ORTHOsoll bolsters owr
‘Smar Tools amtegic imtiative 10 bring mnovative toals o the marketplace that will help create better and
e reprodicible outcomes for surgeons and patients.

Endius Incorporated

In Apeil 2007, we acquired Endius Incorporuied (Endius), a privatcly beld spinal products company based
in Massachusais, for on npgregase vadue of sppraximmiely $80 million in cesh, before adjustments for debi
repaymeent and other ilems. We recorded 538.5 million in poodwill in conmection with the soquisition. Endius
develops and manufactures minimally mvasive spine surgery products, implants and fechnigues to treat spine
disense, The noequisition of Endius has cxpanded our spine product portfolio to inchde innovative minimally
imvasive instruments asd implonis.

5 FAIRVALUE MEASUREMENTS OF ASSETS AND LIABILITIES

On January |, 2008, we sdopied the provisions of SFAS Mo, 157 *Fair Vilue Measwemenis” os il relaies
1o financial ssets and Habilities recorded ot fair valie o0 & recurring basis. FSP Mo, SFAS 157-2 has delayed
the effective date of SFAS Mo 157 for moalinancial assets and lzabilities, except for ems that are recognised
or disclosed an falr value in ibe (nancial sttements on a recurring hasis. 'Wie do net expeet that the full
adoption of SFAS No. 157 will have a material impact on our consolidated finamcial stalemsenis or nesults of

Operatiom.

The following fnancial asects and linbilities ane reconded #t (e valoe on o necurring basis o of
December 31, 2008 (in millionsk

Awiaty

A milable e sowhibe L1 % LS - &
R i e O Bl e oo abd = ndd
Tonal sy rerded o i v alue i aad g [N 634 3
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Faaluldiry
Umisattrs, el s faeomme i Ee 5 1 2E9 5

Total lahiltics nocded & Gir vale 5 e 5 =% IR 5

Available-foraale mmﬁhnhﬁdtﬁn;lm‘hﬂw. hased on qusu:l Fiucl Enrl]‘l::lpn‘:lﬁc
seourity from trenssctions in sctive exchange markets, Derivatives relste ko foreign exchange forwand
contmcts and forcign curmency options eotered into with varous thind parties. We value these instruments
using a market approach hased oo foreipn curmency exchange rabes obtained from active markets.

6. INVENTORIES
Invenogics st December 31, 2008 und 2007 consist of the following {in millions):
T 2007
Fmishod pocah £ T2 5 SM2
Woek [ pengress 26 .3
Raw macerials 143 1133
Imveniories, net 5 %3 5§ MR

Reserves for exeess and obsolete inventory were S199.6 million and 5143.7 million st Decomber 31, 2008 and
2007, respestively, Inchoded in finished goods inventory at

1721207
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Degember 31, 2008 is approsimately 514,0 million of inventory stiep=up resulting primarily fram the Abbosi Spine
pcquisition. Inventory stepaup values are hased upon estimsted sales prces bess distribution costs and a profit
allowance.

7. PROPERTY, PLANT AND EQUIPMENT

Progeriy, plant and equipment ot December 31, 2008 and 2007 was as fillows (in millions):

2008 2007
- T
Austding sed 3. 3
Cuhlhd-mmm 1367 R
frestruncaes 1,181.7 Wi
Lonstruction m progress 1480 a7

2461 .8 L9750
Acgumiilabed depreciation {1,197.7) {10403
Property. plart and equipment. net i 1.264.1 ] an e

Depreciation expense wos §£21 5.8 million, $182.6 million and $155.0 million for the years ended December 31,
2008, 2007 and 2006, respectively,

8. GOODWILL AND OTHER INTANGIBLE ASSETS

The following whie summarizes the changes in the carmying nmount of goodwill for the years ended Docomber 31,
2008 amd 2007 (im millions):

Amencas Eurnpe Ancy Ppcite: Tokal

Balussce a anuary |, 3007 3 A4 ] Wi 5 074 B 15156
Change in fair salue estimaes of Cemerpulse relmed

Imtegraion linhilicy oy m (0.1 (2

| meoime taves 163 - - 163

Imgact 0f FIN 45 adoption {14y - - (6143

Earm-gen paymsent o3 - - a3

Insegration lishilicy as - 06
Purcharse of Endius a3 - - a3
Purchase of CIR THOsadt Inc. J4 - - 4
Cber - a9 - LA
Cumrancy Irafvilatinn — HLS 4.1 HTh

m-mn.m = 14435 10663 s 26214

l.:h.lnse L SUINNMET {'mw [

Inaegration liahilicy - i1n - 13

I st e [P} a9y - [25.6)
Changy in fair value estimates of Endius related in:

| msegration liahility 0l - - .2

Tmsnitg ta {4000 - - (4m
Chang In fair velue estimaes of ORTHOwMN relaved 1o

Developal techmalogy - - (¥ ]

Imcome taoes i 1oy - = (1w

iher ol = - al
Purchase of Abbott Spine 1293 657 24 1974
by - {05y - {057
Lumrensy e Lakinn {59 (204) 14 {159

Balance st December 31, 2008 4 1543 5 L0 5 1244 5 27k

Croodwill increased by 51974 million during 2008 related to the soquisition of Abkott Spine. During the year
ended December 31, 2007, goodwill was reduced by 561.4 million related 1o the adoption off FIM 48 and increased by
$83.6 million related o the scquisitions of Endius, DRTHOsoft and o foreign-hased distributor,

81

173/207



Table of Contents

DINMER ROLDINGS, INC. 2008 FORM 10-K ANMUAL REPORT

Notes to Consolidated Financial Statements (Contlimed)

The compenents of identifishle imuongible assets are us. follows (in millions);

Com Deveh intelectal T - G
Techrcugy Technology Propery Rights  Trase Mames Red iy Other  Tolal
A al December 11, 2008
lramgible assots subjeci in smcetimtion:
{ipoan. carmying amsoond £ 1l %8 aHE % lima % s i 519 S ELA 5 9%id
Accumslated smoriztion (LA (147.53 67 [LLY. ] (BT} (13X} (249.0)
Irtasgabile mssets nid sebpoct o
Ciroih carmying amspuent = = = 1570 = L]
'M fishle intangibde msscts § 181§ 333 7 4 2en § 443 408 SETLI
————I | E——— A ——— Sl WSS
A ol Deacombar 31, 2007
nesets subject i swcdTiaation:
Limta CAPTYing BmssERi £ A s 435 % - LT 1 445 14T £ TIe
Accomulsted smorfizabion {279 {11643 - ([EN )T p6.2) (2m4] (100G
Entangshle asscty not subject 1
o falicn:
Ciross carrying simount - - - 1959 - - 1%
Tortal |dentifinble intangible sesens § 1A% S 160 3 = % 24 5 N3 w 7418

Druring 2008 we made fump-sum payments of $109.4 million 1 cenain bealthcare professionals and instiutons in

place of filure royalty payments that otherwise would have been due under the serms of existing conractual
arrangements. Such payments were hased upon a ikied party fair maret valuation of the current net present valss of

the contraciual arrangement. Under the terms of these resolutions, we scquined the exclusive dghts 1w any imellectual

propernty, pateniod and unpatenied, provided by the healtheore professionnl o institution during ibe course of the
original contrachaal amangement. The weighted average useful life for these assets is 5.6 vears, which represents the
lifie af any relsied patent or the period for which we mainiain exchusivity o the imellectual property. Amortization
expense (or these awets is reported as pan of cost of goods sold,

As a resuli of the scquisition of Abboi Spime, we acquired developed technobogy -related imangible asseis of

npproximately $64.3 million snd customer relmionship reloted imangible pssels of approximaiely 58,6 million, hased
o the preliminary parchase price allocation as of December 31, 2008, These assels each have n 10 vear usefial life.

Tatal amomtization expense for finle-lived inangible assets was $59.3 million, $47.4 million and $42 4 millioa for
the years ended Decomber 31, 2008, 2007 and 2006, respectively, For 2008, $6.7 million of smoriiration cxpense was

recorded &5 part of cost of goods sold, with the remaining 5526 million recorded s pan of selling. genenl and
administrative expenses. For 2007 and 2006, all smortization ¢xpense was reconded as part of selling, geneml and

administrative expenses. Estimaied anmual asmostication expense for ibe years ending December 31, 2009 through 2013

i 882, 2 million, 799 million, $74.3 million, $72.2 million and $367.1 million. respectively.
9. OTHER CURRENT AND LONG-TERM LIABILITIES

Chiher current and long-term Habilites at December 31, 2008 ond 2007 constan ol the following (kn milllons):

e 00T
her current lishilicics:
Lismomse and sorvion agroomants 5 1605 i |19
Ceriain claimm sccrunl (Mobe 16) 613 =
Fir value of derivatives Lri 0.0
Sedaries, aned Benedin LIRS s
Accrued liabilites 1343 2502
Total other curvend liabilities £ i % 4R0d
Ciher long-ierm lishilities:
lLong-term income tax payuble 5 1169 5 150
Accrued retirement and posiretinement benefii plans 1299 [ ]
Onber bong-term Fabilitics 1. 125.1
Total ather keeg-tenm liahilities 5 3539 3 X284

10. DEBT

We have a five year 31,350 million sensor credit agreement (the “Senior Credit Faclli:,y':l. The Senior Credit
Facility is a revolving, multl-curmency. senbor unsecured crodit facility maturing MNovember 30, 2012, Available
Barrowings under the Senior Credit Facility ot December 31, 2008 were S589.9 million. The Semior Credit Facility
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conining provisions whereby bormwings may be increased 10 51,750 million and the nuaturity date may be
extended for up io twi ome-vear periods.

We and certain of our wholly owned foreign subsidianies are the borrowers under the Sensor Cnedit Facility,
Bormowings under the Senior Credit Facility bear inserest at a LIROR-based rate plus an applicable mangin determined
iy referemce 1o our sendor unsecured bongsterm crodit mting and the amounts divwn under the Senior Credit Facility, at
an slternate base rte, or ot o fixed e determined through o competitive bid process, The Senior Credit Facility

contzing customary affirmative and pegntive covenants and events of default for on unsecured financing armngensent,
imi: budking,
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aming other things, imitations o comsalidations, mergers wnd sabes of assets, Financial covenants include o muximun
levernge ratio of 3.0 1o 1.0 ond & minimam interest coverage mtio of 3.5 to 1.0, 1f we fall below an investnent grade
credit rating, additzonal restrictions would result, incladng restrictions on investments, payment of dividends and slock
s W:“mi'nmmp]i.m\m with all covenamis under The Sensor Credit Facilrty as of Deocmber 31, 2HKE,
Comanitments under the Semior Credit Facility are subject to certain fees, inchuding a facility and o utilization fie,

Chatstanding barg=tevm debt as of December 31, 2008 was $460.1 million and 3104.3 million as of December 31,
2007, W had na current debe as of December 31, 3008 or X007,

We also have available uncommiitied credat facilities totaliag $71.4 millicn.

The weighted sverage intercst rate for bamowings under the Senior Credit Facility wos 3.2 percent at Dezember 31,
2008, Borrowings under the Semior Credit Facility were U5, Dollar and Joponese Yen-based bomrowings st
December 31, 2008 and Japanese Yen-based borrowings at Decemnber 31, 2007, We paid $14,0 millson, $8.5 million
and §5.8 million in imeres during 2008, 2007 and 2006, respectively,

Dbl issuance casts of $22.8 millon were incirred 10 obtain the Sendos Credit Facilily armngement. These costs
were capetalized and arc amonzacd 1o imterest expense over the lives of the related fchII_\-.AI Diecember 31, 2008,
unamontiyed debt isuance cods were 53,5 million,

11. RETIREMENT BENEFIT FLANS

We have defined benefil pension plams covering certain LS, and Puerto Rico employees. The employees who are
nal participating in the defined benefit plams receive sdditional bemelits under our defined comribution plans. Plan
benefits are primarily based on vears of eredited service and the participant” s average cligible compensation. In
addition 10 the U5, and Pueno Rieo defined henelin pension plons, we sponsos varows soa-115. pension
arrangements. including retirement and termination benefit plans required by local law of coordinated with
povemmint sponsored plans.

We use a December 31 measunemment date for our benelit plans,

Defined Banafit Plans
The comy of net penss ¥ for the years ended Decemnber 31, 2008, 2007 and 20046 for our defined
benefit retirement plans are as follows (in millions):
W5 and Puerto Rico Han-U.6.
2008 2007 2008 2008 2007 2008
Service cost ST 51300 5131 §i21 5108 S102
Inderes eost 2.7 LK T4 13 iy 48
Expeesed retum on plan assets (135 (0% ED BN @0 (&6
Setihement 34 - - o1 - .
Amortization ol prios service cost ol - - [N ]] - i
Amaortiztion of umrecognized scturial loss 12 18 17 ol 0z 0.2
Met periodic benefit cost 5136 S13F 5160 5103 SR S A7
The weighted ovempe sctummial plisnes msed 1o d ine mel p p fist o diefiined beneflid
retiremend plans were as follows:
5. and Puano Rco Hon-LLE
2008 2007 300G 3008 2007 2008
Discount rate Al6%  A14% SR 3600 16d4% 120
Rale of compensation increase IB4% REW RN 300% LMW 12T
Expected long-term retiom on plan assets. B0 B0 B25N 464% 4AT3% 470%

The expectod bng-term mules of relurn on plan @ssels is based on the period expected henefits will be paid and the
th%ﬂlnluuf:ﬂmml}tﬁfﬁmutm!dbm}ﬂdhhplmﬂmmpﬂdd |u"-l.lm1|icn|'mﬁ.|m is the
weighted average of the target asset allocation of each individual ssset class, We believe that historical asset resubts
approximate expected markel retums applicable 1o the funding of a long-term benefin obligation.

Dhscount rates were determined for coch of our defined benelit retirement plans al their measarensent date o reflect
the yield of a porifolio of high quality bonds matched agakns the tming and amounts ol prajected luture benefit
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Changes in projecied benefin obligations wnd plan wssets, for the yers ended Degember 31, 2008 wnd 2007 for owr
defined benefit retinement plans, were (in millions):

U5 and Puerta
Rico HonU.5.
2008 2007 2008 2007
Projecied benelil abligation — beginning of year $166.0 L1442 SIRLG 1670
Plan umend meris - 09 - 1.2
Service cost 1.7 130 121 108
Imerest cost LX) EE 1.3 5.7
Employes contributions - - 4.5 122
Frenclits paid {2.7) (28 (22.5) (164)
Acturinl (gain) ks 1% 19 (2:5) &M
Setilement (L1 - - -
Translation loss - - 1.6 L]
Frojecied benefil obligniion - end of vear S188.4 31660 sl 31816
Plen nxscts o fuir market valee = beginning of year §1472 3153 51804 $1507
Actual return on plan ases (30.3) 6.7 {314) 14
Company contr buticns. 403 %o 152 133
Employee comeibubomns - - 4.5 123
Benclits paid (L] (2.5 {225 {16.4)
Transiation gain - - 1.5 B2
Plan nssets @ fair market valse — end of vear §138.5 S147.2 S163.7 S180.4
Fumdied stuius £(40.9) S(IRE) S(284) £ {13
Amaunis recopmired in consolidmed balance sheet:
Prepudid pemsion i - £ - 5 13 L A
Sheart-term necrued bonedit lisbiliny {0.5) (5.6) = =
Long-tenm sccrued benelil linbility (49.4) (13.2) (30,5 (8.3}
Met amount recognized 50409 Si18.E) S84 2 (12
Amaumis recopnleed in sccumulated other comprehensive income:
PrEGC SErvioe cost § 00 5 10 5 (1.5 5 (L1
Unrecognized sctusrial |oss 1010 432 El Pl ok
Met amount recognized flol.e % 442 5 209 5 490

We estimate the following nmounis recorded as part of nccumulaied other comprehensive income will be
recognized as part of our net pension expense during 2005

LS. and

Puerio Rico Men-ULS,
Unrocognized prive service cost £ 0l s i
Unrecogmizcd sciusrinl los 4.6 1.3
£ 47 % 12
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The weighted pvermpe sctumial sssumplions wsed o delermine the projecied benefit obligation for our delived
benefit retirement plans were os follaws:

LS, and Puarie Rico Han-U.5.
3008 2007 200G 30OB 2007 2008
DHiscoumnt rate A7 A06%  Gl4% 33N ITI%  3110%
Rate of compensation increase IH% BB 4% 303% 115%  1Ia%
Flams with projected benefit obligations in excess of plan assets ag of Decemnber 11, 2008 and 2007 were as follows
(im illicns):
s Rico NonLl.5.
2008 2007 2007
Projectsd benefit abligntion SIRE4 S166.0 51783 Sl63.0
Plan assets o fair market value 138.5 147.2 1478 1555

Plams with accurmulased benefit obligarions In excess of plan assets s of December 31, 2008 and 2007 were as
filbowws (in mmallions):

U5 and
J008 2007 2008
Accumulated benefit obligation 5135 305 Sh40.4 555
Plan nssets o fair markes valoe 4 15 1201 45

The secumulated beneili obligation For U5, snd Puerio Rico defined benelit retirement pension plans was
£140.6 million and $116.8 million as of December 31, 2008 and 2007, respectively. The sccumulated benefit
obligation for non-US, defined benefil retinement plans was $178.7 million und 51 5009 million as of December 31,
2008 amd 2007, respectively.

The benefits expecied 10 be paid out in each of the next five years and for the five yvears combined thereafier are as

fil kows (i mmilliones):
WS and

For the vesrs Ending December 31, Pusriao Fixo Men-UL8.
2000 3 34 5 17k
2010 ES | 6%
2011 £ 158
2012 b4 140
03 T3 144
2014-201% LI ] (]
Cur weighted-average assct allocations at Diecember 31, 2008 and 2007, by assct cadegory ane s follows:
US and
Potric Rico Non-ULS.

Fapsity Seviniiles L 6% 2% ms
Detw Sevurhles. 1] 1 a3 kL)
ol - sizmn - - ] L]
Caii Fuinds L] ¥ 4
o - p— p— —,
Vsl I L e 1R L

— — —

The LS, and Pucrio Rico defined benefit retirement plans” overnll investment sirategy is 1o maximine tolald returms
by emnphasizing long-lerm growth of capital while avoiding risk. We have established target ranges of asscts held by
the plams of 50 4o 75 percent For equity securitics and 25 10 50 porcent for debd socuritics. The plans strive i have
sufficiently diversified assets so thot adverse or unexpected results from one woet class will ot hove an unduly
detrimental impact on the entire portfalic. The vestments in the plans are rebalanced quasterly based upon the target
assel allocation of the plans.

The investment strategies of non-UL5, based plans vary acoonding to the plan provisions and local laws. The
majarity of the asels in pon-L1.5. based plans are located i Switzerland based plans. These assets are held in trasts
amd are commingled with the assets of other Swiss companics, with representatives ol all the companies making the
mviestment decmssons. The overall strabegy 18 1o maximine tolal returns while avoiding risk. The trusices of the asscts.
have established target rmnges of assets held by the plans af 30 to 340 percent in debt securitbes, 20 10 37 percent in
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equity securities, 15 to 24 percent in neal estate, X to 15 percendt in cosh fumds and 0 1o 17 percent in other fimds,

As of December 31, 2008 snd 2007, our defined hewelit pension plons” nssets did not hold omy direct investment in
Fimmur Holdings common sick,

We expect that we will have po mindmum funding requirements by baw kn 2009 for the qualificd U5, and Poeno
Rico defimed benedit netbroment plans, bowever, subsoquent Congressboral scthon naay impact the minkmiam funding
requirement for 2000, We expect to voluniarily contribube between 340 million 10 $50 million to these plans dusing
2004, Contributions o non-L 5. defined benelii plans are estimated 1o be approximaiely $11 million in 2009, We do
b expect the plan assets inany of oar plans o he retumed o us in the next year,

85

180/207



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

Table of Contents

DINMER ROLDINGS, INC. 2008 FORM 10-K ANMUAL REPORT

Notes to Consolidated Financial Statements (Contlimed)

Dafined Contribution Plans

We also sponsor defined contribubon plans for subsinntially all of the 1.5 and Puenio Rico emplovees and cerinin
emplovees in other countries. The benefits of these plans relale (o local cusions snd proctices in the countries
concerned. We expensed 514.9 million, $12.8 million and $12.6 million relaled to these plans for the years ended
December 31, 2008, 2007 and 2006, respectively.

12, INCOME TAXES

The components of eamings before woes consis of the following (in millbons):

Foor th 'viades: Ending December 31, 2004 2007 M
Uinitesl Stxies oporations 1 1.5 1 5 T -4 73
Fargign aperations $10.0 6 41,7
Tozal ¥ 11218 3 L1316 § 11680
The provvision for income taxes comists of din millkom )
Curment:
Federal ¥ 1 My 3 1730 5 1785
Sume 73 50 123
Fareign 1070 Wall LR
2703 o 2902
Deedrment:
Foderal 16 a6 nr
State (241 190 50
Fareign @76 59 i
2.0 639 438
Provisian for Incoms e E] FipE] 5 3578 5 ian
—r—— —— — —
Income taves paid during 2008, 2007 and 7006 were 5332.9 million, 3255.9 million and 5257.6 millios,
respoctively.
A mconciliation of the LS, stanmory incoms tax mie 1o our effective tax rube is os follews:
For the ¥isars Ended Decemer 31, 2008 2007 2008
115, statubony income Lax mle 350 150m% 50
Saate tawes. st of Fedoral dedection 14 7 13
Feerign Income taves at sy SiTerent from the L5, stanony rie, st of i
a1 croaliin 1.3) 7 4.3
Tan benelit relming o opersiions in Pucno Rics [rL]] (S]] {20y
Tnhnd'ﬂldl]rumu.ﬁ.—m.u’imdnqni-h L3 {123 (1]
R&D credit [LA]] {04) {a.1)
Man-deductible expeme 0.l ik o
Deepariment of Testice setlement 25 12 -
g b el develoy hrrg: 12 0 -
Oither L] i i_h
EMoctive imcomi tax e 4.0% E T

Ohr eperations (n Pueno fleo, Sedmerland and the Suate of Indiama benefin from varsons 1ax incentive granis,
Unbess ihese grants sne extended, they will expine between fiscal years 2006 and 2019,

Deeferred moome 1oes reflect the met ta effects of remporary differences berween the carrying amoums of asseis
and Labilities for financial reporting purposes and the amonints used for Inconee iy purposes. We have established
valuathon albvwances for deferred (ox assets when the amoun of expected fubane cable eome 15 mol Tikely 1o suppor
the use of the deduction or erodit

The components of deferrod tves conslsted of the following (in millions):

008 2007
IDedeorred tax muscts:

Invertory 5 1659 ] 1184
el oparaling loss caryover R 104
Tax erodil carmyover 7 0.7
Capiml hoss camryoner - 17
Apcrusd lisbilites 1054 a3
Share-bewed compensation &4 57

181/207



EDINETOOOO

OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

Unemiiied camings of lotcign subsidiarss pLR R a0
Cnber 384 44
Total defeomal bx asets LT EN | ELEE ]
Liws: Yalwation allowamoes [T (331
Total dd'mdh:t_m.lﬂmm_rm 5060 4381
Migdferred tax Rabilities:
Fined assetn 5 {0y 5 (¥.3)
Intangible ety (18R 1744
Accrued labilites (043 (143
(443 {1
Total defered tax Kahillities (i 1] (2155
Total net defermed @ ety i M0 5 226

The net operating loss corryovers ane available (o reduce fisture federal, state and foreign inxable carnings. At
December 31, 2008, these net operating boss carryovers generally expire within a period of 1 0o 20 years. Yalution
allowances for net operating loss carryovers have been established in the ansoiant of S18.9 million and $16.3 million at
Dexember 31 2004 and 2007, respectively. The tax credii carmvovers ane avadlable 1o offsel future federal, staie and
foreipn tax Habilithes. At December 31, 2008, these tax credit carryovers generally expire within a period of | 1o
15 years. We have established valuation allowances o comain tax enedit carryovers in the amownt of $12.9 million and
$20.2 million st December 31, 2008 and 2007, respectively. The remaining valuation allowances of $5.3 million and

£17.5 million s December 31, 2008 and 2007, respectively. relate primarily 10 palential capiinl losses. We have
estnhlished valusibon allowanees relsted 1o certwin business combination trmnssctions throagh poodwill, These
alflowances wone approximasely 519.53 million and $31.9 million st December 31, 2008 and 2007, respoctivedy.

At Decomber 31, 2008, we had an aggregase of approximately $8571 million of unremined camings of foreign

subsbdiarics thal have been, or ane intendad to be, indeliniiely

56
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reinvested for continued use in forsign opemtions, 1T the ol undistributed cemings of forcign subsidiarnics werg
remitted, a significant amound of the additional tax would be offset by the allowable foneign tnx credits. It is ot
practical for = to detenming the additional tax of remiiting these eamings.

In September 2007, we reached a settlement with the United Sties Depariment of Justice i reslve on
imvestigation into financinl relationships between major orhopaedic manafocharers end consulting orthopacdic
surgeons. Under the serms of the settlement, we paid o civil settiement amount of $169,5 million and we recorded an
cxpense in that amount. At the time, no lx benelin was recorded refated 16 the seitlement expense dise 16 the
meertmingy ax o the tax treatment. During the thind quarter of 2008, we reached en ogroament with the U5, Intemnal
Revenuse Servicoe (IRS) confimiing the deductibility of a portion of the seitlement payment. As o result, during 2008 we
recorded a cusrent lax benefin of $31.7 million.

I Jume 2006, the Financinl Accounting Standords Board (FASH) isswed Interpretation Moo 48, Accounting for
Uncertaindy in Inconse Taxes - an interpretation of FASH 51 Mo 109, A ing for Incame Taxes (FIN 481
FIN 48 add the determination of whether lax benefits clatmed or expecied 1o be claimed on a tax retumn shoudd be
recorded in the fnancinl sastemens, Under FIN 48, we may recognine the ax benefil from an unoertain tnx position
onlby if it & more likely than not that the tax position will be sestained on examination by fhe nxing sulhonibes, ased
on the technical merits of the position. The tax benefis recopnized in the linancial satements lron such a position
should be measured based an the largest benefin that has a greser than fifty percen likelibood of being reallzed wpon
ultimate setibement. FIN 48 also provides pubdance on derecognition, classification, imerest and penaltics on neoms
mxes, acoounting in inuerim periods and requines increased disclosures.

We adoped FIN 48 on January 1, 2007. Prior w the adoption of FIN 43 we had a long term tax liability fo
axpected settlement of various foderul, stase and forelgn income tax Habilites that was reflected net of ihe corollary tax
impact of these expectod settlements of $102.1 million, as well as a separste scersed interest Bability of £1.7 million.
As o resuli of the adoption of FIN 43, we are required 1o present the different components of such Hability on a gross
bantis versus the historical net presentanion. The adoption resulied im ibe financial seaiement liabiliny for unrecognized
tay benediits decreasing by $6.4 million as of Jamuary |, 2007, The adoption resulied in this decrease in ihe liability as
weell ms a reducibon to reiained camings of $4.8 million, o reduction in goodwill of $61.4 million, the establishment of o
1a; receivable of 558.2 million, which was reconded in other ewment and mon-curremt assets on our consolidated
balance sheet, and an increase in an interesi/penally pavable of $7.9 million, all 2 of January |, 2007, Therefore, afier
the sdopiion of FIN 48, ihe amount of unmecognized tux benefits is $95.7 million s of Jummey |, 2007,

As of December 31, 2008, the amount of wnrecognized nx benefits is $129.5 million. OF this amoust. $45.5 million
wouhl impact our effective tax mie i recognired. 538.2 million of the $129.5 million liability for unrecogmized wx
benefts nelate 1o tay positions of acquired entities taken prior 1o their sequisition by us. Under FAS 141{R), il these
linbilities mre setiled Tor different smounts, they will affect the income ax expense in tbe period of reversal ar

settlement.
The followimg is & tnbubar reconciliation of the tonl smounts of enrecognired inx benefits {in millions):

200 2007
Balance &t Janusry | § 1352 § 9057
Irerenses relmted s price periads (k3] 4
Diecreates relaed o peioe periods (320} 155
Increases relsied b curnent period 15ix ne
Decreasss refated (o witiements with taxing auihorities i3 1.5
Decnemess related 1o lapss of ssabac of limitations [[LR]] (341
Halsnce at December 11 5 183 3 1352

W:mmnlzdlnmﬂmﬂmmmmm‘uﬂmmrhmmmummh
Consolidated Statements af Eami h i3 consistent with the recognition of these lems in prior fepaning
As of Decernber 31, 2007, we rocorded a I'nhilhq. ol $19.6 million for scerved nbenest and penalties, of which
$14.7 million would impact our effective e moe, if recognized. The amount of this Hobility is $22.9 million s of
December 31, 2008, OF this amount, $17.1 millien would impact our effective tax e, i recogained,

We expect that the amount of tx lability for unfecopaized tax benefis will change in the pext twelve months:
hoswever, we do not expect these chonges will have a signdficant impact on owr resulis of operations o financial
position.

Thi LIS, fisderal statuie off limitmtions nomains open for the year 2003 and onwarnd. The LS. fodeml returms for
years 2003 and 2004 are currently under examination by the [R5, On July 15, 2008, the RS issoed its examinaibon
report. We fled a formal protest on August 15, 2008 and requested a conference with the Appeals Office regarding
disputed sswes. Alhough the appeals process couhl inke several years, we do not antlclipate resalution of the audia will
result n any significant impact on owr resulis of opemitions, financlal positon or cash Mows. In addition, for the 1999
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tnx year of Centerpulse, which we acquired in October 2003, one issue remains. in dispate.

Slake Encome tox returms are generally subject 1o examinaion for a persod of 3 to 5 vears afier filing of the
tive retam. The stale i of any federal remains subject to examinstion by various stales for a peri
mmmmmwmﬂrmﬂmumm“ﬁmmw mlcbm‘nrlumtm'ub" hnnprmna‘m
cxmmimation, mbministrative appeals or litigation, 1t is
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ressonubly possible thet such matiers will be resolved in the next twelve momths, bat we di o anticipste tat
the resolution of these matters would resull in ooy material impact on our results of operations or financial
paEton.

Foreign jurisliciions have ststmies of limitstions generully mnging from 3 o 5 vears. Yeors still open w
exnmination by forcign o aythorities in major jurisdictions include Australin (2003 onward), Canoda (2002
omward), France {2006 onward ), Germany (2005 onwand), Haly (2005 omward), Japan (2002 onward), Poerto
Rica (2005 onward), Singapore (2003 onvward), Switeerdand (2006 snwand) and the United Kingdom | 2006
omverd),

Char . retumes are currenaly ander ion in varioss forcign jurisdictions. The most sigrificant
foreign b jurisdiction uncler examination is the United Kingdom, 18 is rensonabdy possible that such sudits
will be resolved in the next twelve moats, bt we do not anticipate that the resolution of these oudits would
reesaalt in sy maderial mmpact oa our results of operalions or finandial postion.

13. CAPITAL STOCK AND EARNINGS PER SHARE

2

We nre suthorized 1o ixsue 250 million shares of peefermed stock, mone of which were issued or outstanding
a5 of Degember 31, 2008,

The numerator for hoth basic and diluied corings per share is ned camings available 10 common
stockholders. The denominasor for basic earmings per share is the weighted pversge number of common shares
outsinnding during the period. The denominator for diluted carnings per share is weighled average shares
ouistunding adjusted for the effect of dil stive stock options and olber equity awands. The following is a
reconcilintion of weighted svermpe shares for the basic and diluted share computations for the yemm ending
December 31 (in millions):

2008 2007 2008
Welghied average shares eeanianding fow basic mer camings per share a3 b1 M0
Effiect of dilutive soock optioes and other equiny avwards 14¢ 20 14
Welghied svemge thares cotsinnding fow dibutesd net emmings per share il 1} mre 454

Faor the yeor ended December 31, 2008, an average of 11.2 million options 1o purchase shares of common
stock wene not included in the computntion af dilubed comings per shane as the exercise prices of these options
‘were greater than the average market price of the consneon stock. For the vears ended December 31, 2007 and
200, nn average of 3.1 million and 7.6 million options, respectively, wene not included,

During 2008, we repurchased opprosimately 108 million shares of cur common stock at an average price
of $68.72 per share fiar a total cash ouilxy of $737.0 million, including commigsions, In April 2008, we
announced that owr Beard of Directors authorized = $1,25 billion share repurchase program which expines
Devember 31, 2009, Approximatedy 51.13 billion nemsins auiborized under this plan,

14, SEGMENT DATA

We design, develop, manufocoure and market onhopacdie and dernl reconstructive implamis, spinad
implamis, trauma products and related srgical products which imelude surgical supplics and instnemenis.
designed to aid in orthopoedic swgical procedures and post-operation rehabilitation. We also provide other
healibcare-related services. Revenue related to these services currently represents less than | percent of our
iolal net sales, We manage operntions throagh three major geographic segmenis - the Amsericas, which is
comprrised principally of the United Stales and includes other North, Centml amd South American markets;
Ewrope, which is comprised principally of Europe and includes the Middle East and Africa: and Asia Pocific,
which is comprised primarily of Japan and includes other Asian and Pacific nearkets. This structure is the
‘basis for our repartable segment information discussed below, Manngement evaluntes opemting segment
peronmance hased upon segment npﬂ-ingpuﬁtmdl.dw of operaling cxpenses pertaining o global
aperatsing ool corporule expenses, share-hused compensation expense, seitlement, cevtain clims, soquisition,
iregration and other expenses, inventory step-up, in-process research and development write-offs ond
mmp'ﬂelhﬂmmnhmmﬂhhl upnimm:hﬂ:m:h.ﬂ:ﬂ m
cducation, brand management, corporaie legal, finance, ard hisman resoures funcions, and U8, and Puerto
Rico-hascd |'r-1|.|f:||.l11" npnruburnn'u] hgliln. lnln'ﬂmpm; trumiactions have been eliminabed from

g profil. M reviews aocounts receivable, inventory, property. plant and equipment.
podwi]lm m&mﬂmﬂﬂemlmhﬂﬁ”hﬂmw mamuficturing
operatbons and logistics and corporale assets
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et males, segment aperuling profit and yeas-end msets an s follows (in millions);

Mot Sales H Pt Y -Fnd Asshin

Americas 5213539 $2.277.0 52.076.5 51,2094 511842 510937 SLB45.6 525526
Europe 1790 L0810 9310 4702 4296 850 22000 19992
Asia Pacific S8B1 5335 437 I5T0 285 M5 951 M8
Met sales H4,121.01 S3B97.5 534954
Share-hased payment expense (609 (700 (4.8
Inverdory siep-up {7.0) (0.5) =
Setilement = (16835 =
Ceriminm claims (0,11 - iy
Acquisition, iniegration and other (BR5) (352 )
(Hobal operations and corpombe

fumctions (032.3) (48040 (46500 1,T9E3 17336
Chperating prodit $1.090.0 51,127.6 51,1652
Total nssots $7.230.0 56,633.7

L5, sales were $2.212.3 million, $2,142.2 million and 51,962.5 million for the years ended December 31, 2008,
2007 amd 20046, respectively. Sales to any individuad country outside of the LS, were not significant. Sales ane
attribusmble to o country based upon the cusomer” s country of domicile.

Beginning im 2008, our Hips produc category sabes no longer inelude bone cement and scoessory sabes, which have
been reclassiibed to our Orthopaedle Surgleal Products and Other {081 and other™) product eategory. Amounis in
2007 umd 2006 nelated s sules of bome cement and oecessony prodiscts have been reclassified o conform to 2008

presentation.
et males by product calegory are us Follows (in mallions);

08 2007 20i

Recoosnaciive
Knee i 1, 783.0 b1 16546 5 | A60.5
Higs 1275 12214 L1659
Exiremities 12140 I 6
Deontal nrs pa{ i) 17940
Teaad 3ama 1810 5440
Trauma A L1 ] 1047
S 23006 170 1724
CEP and other 8| 33T i
Total $ 412 §  1me7S 5 34054

Lang=lived tangible asscts os ol Decernber 31, 2008 and 2007 are o Tolbows o millbons):

il 2T
Americes L] LLLE] 5 Nl
Eurgse prrL ] 2118
Asia Puciflc 731 528
Total 3 12640 3 ma

The Americas long-lived tangible assets are located primarily in the U_S. Approximately $232.7 million of Europe
lang=Hived tangible nssets as of December 31, 2008 are bocated in Switzeriand.

Capital expenditunes by opemting segment fof the years ended December 31, 2008, 2007 and 1006 were as follows

[in millions):
2008 2007 2008

Amoricat

Additions 1o other property, plant and cquipment 5 15 5 7 5 a7
Eumge

AdhEion 16 iAsthrsnt 53 354 200

Aduligions o other propenty, plant and oquipmesi FLL] bLE ] 58
Aals Pacific

Adkfrions b [estnaments 22 12 1.7

Addizlons 1o other property, plest and equi 94 24 23
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Adslition b [rdnsmen 4 1Le 104.5

mmm&-rm pilast and equipmiesn 1795 1640 130

For segmenl reponting kphd:mmm“nhﬁnﬂrmﬂmmgwmu
nhﬂeﬂpluydhmmnus and Puerto Rico-hased masufacturing operations and logistics ane included in

global operaiions and corporaie functions. The majority of instruments are punchased by LS. and Puerio Rico-based
manifaciring operathons and logitics and are deploved o the operaling segments as needed for the business.
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Dreprecintion snd smortimtion included in operating ssgment profil for the years endesd December 31, 2008, 2007
and 2006 was as follows (in millionsk

2008 2007 08
Aneries § T3 5 oAb 5 w7
Eurge Endi] 67 &6.5
Asia Pecific KE bl 187
Gilovhal ey and corporate fumcti VE4.0 I 758
Total [T 5 2300 5 1074
15. LEASES

Fisture mini rental € i tmdcrfmhqntﬂ.ﬂeqﬁemﬂ“hmheﬁm!unfﬂmﬂbﬂ}l.m

were $38.2 million for 2009, $30.1 million for 2000, $20,9 millien fur 2011, 5159 million for 2012, $14.3 millon for
2013 amd 529.9 million therenfber. Total remt expense for the yeors ended December 31, 2008, 2007 and 2006
apgregated 3414 million, $37.1 million asd $31.1 million, respectively,

16. COMMITMENTS AND CONTINGENCIES

Inteliectual Property and Product Liability -Related Litigation

In July 2008, we temporarily suspended marketing and distribution of the Drvom™ Acetabulas Compomnent (Durann
Cuspd in the U5 o allow us 1o update product labeling o provide more detailed surgical iechnique instnsctions o
surgeons and implement a surgleal training program in the U5, Following sur announcement, product labiliny
lawsuits and other clnims have been mssened against us, some of which we have seiiled. There are a namber of claims
sill pemding and we expect additional clains will be submiried. We recorded a peovision of 5475 million in the thind
quarier of 20418, represcnding management” s esiimate of these Dirom Cup-related claims. We increased ihat provision
by £21.5 million in the fourth quaner of 3008, The providbon i Emited 1o revisions within two years of an original
surgery that ocevirrod prior i July 2008, These parsmeters are conwssenl with our data which indicates. thal cup
lowssenings assockated with surgical 1echnique are most likely w oceur within that lime periad. Any clalms received
outside of these defined parameters will be managed in the normal course and reflecied in our standard product
Hability acenaals.

U Febmary 15, 2005, Howmedica Osteonics Conp. filed an action agaimst us and an wnrelsted party in ibe
United Siates Distriet Coun fior the Distrset of Mew Jersey alleging infringement of U5, Patent Nos. 6,174,934;
BT 814 6,664, 308: and 6,818,020, On June 13, 2007. the Court granted our mation for sunsmary judgment on the
fnvalidliny of the asseried claims of LLS, Patent Mos, 6,174.9048; 6 372,814; and 6,668 308 by ruling that all of ihe
asserted clalms ane invaldd for indefindteness, On August 19, 2008, the Court gramied our motkon for sumimany
judgment of non-infringemsent of cerinin claims of LS, Patent No, 6,818,020, reducing the number of claims ai issse
in the suit 1o five. We continue o believe ihat our defenses against infringement of the remaining claims are valid and
meritnrious, and we imtend i defiend this lowsait vigorously.

In additien o conain claims related 10 the Durom Cup discussed above, we are also subject o product Hability amd
oaher claims anid lnwsaits arising in the onlinary course of husiness, for which we maintain insrance. subject 10 seli-
imsuped refention limite. We esiahlish scenasls for prodisct lability snd other elaims in conjunclion with outside
counsel based on current information and hisoricul setilement informetion For open claims, related fees and cloims
incurred but nol reponed. While it is not possible o predict with cerninty the owcomes of these coses, it is the opinion
of management thal, wpon ultimate resolulson, liabilitics from ihese cases in excess off those recorded, i any. will nol
harve n masteriad ndverse effect on our consolidated Mnancial position, results of operations or cash MNows,

Governmaent Investigations

I March 2005, the 1S, Department of Jastice through the U5, Attorney” s OfMice in Newark, New Jersoy
---.-hiﬂr igation af us and four olher arhopacdic companies peraining to consulting conbmcts,

fessional service ags and otber agreements by which remunention is provided o orthopoedic surgeoms. On
Seprember 27, 2007, we reactied @ senlement with the government 1o resalve ull :hmmlnlndmlhmmnﬁmn-m
pant of the settlemen, we énlered Into o setlement agreement with the LS. theough muswnﬂwnm
the (0ifice of Inspacior General of the Department of Health and Human Semmuh: “OIG-HHS™). I8 addition, we
nnnudmnllkfnmdhmmﬁmm (thie DA™ ) with the LS, .lmﬂl'lﬂ % Office for the District of New
Jersey (ise "S5, Anorney” ) and a Corporate Integrity Agreement (the “CIA” '} with the £HG-HES. We did not admin
any wrongdong, plead guilty to amy criminall charges or pay any criminal fines as part of the settlement.
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We settled all civil and administrtive claimes related to the federal imcestigation by making a sstilement payment i
the U S, pwu‘rl'nentnrslim million

Under the tevms of the DPFA, the LS. Amomey filed a criminal consplaint in the L5, District Court for the District
of New Jereey charging us with conspircy 10 commit violations of the Anti-Kickback Stataie (42 U.5.C. § 1320a-Th)
during ibe yeass 202 through 2006. The coun defiered prosecution of the criminal complaint during the 1 8-month
tewm of the DPAL The 115, Anomey will seek dismissal of the criminal complaint nfier the 18-month period if we
comply with the proviskons afl the DPA, The TP provides for cversight by a fedenally-appoimed moniwos.

Uniler the CIA. which has a term of five years, we agread, smong other provisions, o continue the opersibon of our
enhaned Conpomte Compliance Progeam, designed 1o promate compliance with federal bealtheare program

60
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resjuirements, in seennlanee with the terms set Forth in the CIA. W also sgreed 1o reimin sn independent
review organization { TR ) s perform anmund reviews 1o assist ws in sssessing our compliance with the:
obligations set forth in the C1A to ensune thal amangements we enler inbo do not violate the Anti-Kickback
Swmtute. Our obligation to retain an IR0 is saspended during the 18-month term of the DPA. A material breach
of the DPA or the CLA may subject us wo further crimimal or civil action and‘or 10 exclusion by OIG-HHS
From participation in all fecleral healibeane programs, which would have o malerial adverse effect oa our
fimancisl position, results of opermtions and cush Mows.

In Movember 2017, we roceived a civil investipative demand from the Massachusetis Anomey General’ s
office seeking additional information regarding the financial relationalips we publicly disclosed pursuant o
the IN"A with a number of Massachuseits healtheare providers. We received a similas inguiry from the
Oregon Allomey Generil' s offiee In Ociober 2008, We are coaperatlig fully with the Investigaton with
regard 10 these matiers.

In September 2007, the Safl of the LS, Securities and Exchange Commission (“SEC") informed us that it
‘was conducting an informal investigation regarding posential violations of the Foreign Cormupt Practices Act
In the sale of medical deviees in a number aff forsipn coumiries by companies in the medical device indusiry.
We understand that st least four ather medieal devies companbes received similar beivers. We are fully
cooperating with the SEC and ihe LLE, Department of Justice with regard 1o this informal investigation,

Derivative Actions and Class Actions

ﬂ-ﬁprllll 2008, a conplain was fibed in the U8, District Cout for the Southern Dristrict of New York,
v. Fimmer, Inc.. @ al., naming us and two of our subsidiaries as defendants. The complaind relates 1oa

mlwcu:mubehlrm‘mhuddmunm’m?ﬂiuhhulﬂpurkuﬂmﬂm
Imvalving Zimmer prodiscts during an unspevified period. The complaint allepes muwrmlulumh'ps with
orthopaedic surgeons and others vielated the New York deceptive practices siatute and unjustly enriched us.
The plaintfl requests actaal damages or 350000, whichever Is greater, on behall of each class member, a
permanent injunctian from our engaging in allegedly impeoper praciices in the fimure and restitution in an
unspecifhed smouni. We believe this lavsult s without merit, snd we indend w defend it vigorously.

COin Augus 5, 208, a complaint was filed in the 1.5, Distret Count for the Southern Disider of Indiana,
Flumbers and Pipefiners Local Union 719 Pension Fund v, Zimmer Holdings, Inc.. i al.. naming us ard pvo
of pur execalive officers as defendamts. The complaint relates w0 a patative class action on behall of persons
whi purchased cur commion stock between January 29, 2008 and July 22, 2008, The complaint alleges that
we anid two of our executive officers engaged in violations of federal securities laws by allegedly failing 1o
dischose developments relating 1o our OSP manuacturing operations in Dover, Ohio and problems relating
the Param Cup, The plaingifl secks unspecificd damages and interest, attomeys’ fees, costs and other relict,
O Decermber 24, 2008, the bend plaindilT fbed a consolidated complaint that alleges the same claims and
relines nv i samie e period. The defendamts fled o motion s dismiss the consalidated complaint on
Febraary 23, 2006, The motion o dismiss is pending with the coun. We believe this lawsait is without merit,
and we and the individual defendanis intend 10 defend it vigoroasly.

On August 15, 2008, a sharcholder derivative sction, Hays v. Dvork et al. was filed in the U5, District

Court for the Southern Distried of Indiana. The plaimill seeks 1o maisiain the sction purportedly on our behall
certnln of sur curment and former direciors and Mo non-direcior executive officers. The plalmtiif

albeges, amang other things, breaches of liduciary duties, abuse of control, unjusi enrichment and gross
mismsnagemsent by the named defendants based on suhsinnibally the same fherual allegmions os the pulstive
federal securities class action referenced above brough by the Plumbers and Fipefiners Local Unlon 719
Pension Fund, The plaintifT does not seck damages from us, but instead requests damages of an usspecified
amsosmt on our behadf, The plainifT also secks equitable redief 1o remedy the individual defendams” alleged
misconduct. attomeys’ fees. costs and other reliel. The coun has enlened a scheduling onder that permits the
plaintiff to file an amended complaint on or before March 11, 2009, Linder that same court order, the
defendanis are pot required to respond to any complaint until May |1, 2005,

Cin November H, 2008, o complaint was fiked in the LS. District Court for the Morthern District of
Indiuna, Dewnld v, Zimmer Holdings, Inc., et al., naming us and cernin of our eurrend and former directors
and emplovees s defendants. The complaing relsics 10 o putaiive closs action an behalf of all perans whi
were parlicipants in or beneficiaries of our L5, or Puerto Rico Savings omd Investment Programs |~ plans” )
between October 5, 2007 and the date of Mling and whose sccounts included investmenits in our common
stock. The eomplaini alleges, among other things, that he defendants breached their Niduciany duties in
violation of ibe Employee Retiremen| Income Security Act af 1974, as amended, by continuing o offer
Fimmer stock as an invesiment aption inibe plans when ihe siock purportedly was no longer a prudens
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imvestment and that defendants failed to provide plan participants with complete and accurate information
safficsent o advise them of the r.iﬂ'.ﬂnf:im'v.dhg Ihdrn:ﬂrnﬂtur.ilﬂ,:{l Fimmer stock, 'I'l'g]'bl.u.irrlil'l' ks
an unspecificd monctary payment to the plans, injunctive and equitnble refict, attormeys” Tees, costs and other
relief, On Junawmry 23, 20009, the plaintilT fied an smended complain that alleges the same claims and clarilies
(il W elnss period is October 5, 2007 theough Sepiember 2, 7008, The
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deefendanis ure not requined s respond b the smended complaint undil Murch 23, 2009, We believe this lawsuit is
without merit, ond we and the individual defendants intend to defend it vigorously.

17. QUARTERLY FINANCIAL INFORMATION (UNALDITED)
(in millions, except per share datn)

2008 Cuarier Endad 2007 Quarter Endad
i Jun

Pet sales S1.059.2 10795 59522 §1,030.2 $930.2 $970.6 59032 $1073.%
Ciroes prodit Bl 5 El17.2 TISOD TR7.l THIE THI TEO0  BI9G
Mt carings 303 LI OX4T 1675 2334 2318 45 MAAR
Met earnings per common shane

Basic 1.03 09e D96 0Fs 099 o9 019 113

D¥ituned 1.02 09% D9z 075 098 097 0409 112
B2
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Schedule 11 Walustion and Croalifying Accounts

Onher financial statement schedules are omitted because they are not applicable or the required information is
shown in the fimascial gnlements or the molies. therebo,

194/207



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

Table of Contents

DINMER ROLDINGS, INC. 2008 FORM 10-K ANMUAL REPORT

Management' s Report on Internal Control Over Financial Reporting

The mansgemend of Zimmer Holdings, Ine. is responsible for csablishing and mainisining sdequaie internal
conbral over financial reponing. Imemal contrd over finomcial reporting i3 defined in Rubes 13a-15(0 or 15d-150
promulpaied under the Securities Exchange Actof 1934 as a process designed by, of under the supervision of, the
company” s principal executive and principal financial afficers and effected by the company”’ s Board of Directors,
memmwmmm azsurance regarding the reliability of financial reponing and

of financial sisiemenis for exbamal in accordance with U5, generlly accepted sccounting
pimplumdlrﬂuhd‘mpulumudrlm&dm

= [Pertain to the maimenance of reconds that in neasomable deil socurnnely and falrly rellect the ranssations and
dispositions of the assets of the company;

* Provide reasemabile assuranes thal transsctbons ane reconded as necessary 1o permii preparation of financial
statements [m accordanee with I:J.S.u;m:nﬂ_\umtpud aecounting principles, and that recelpis and expendiianes
of the company are being made only in sccordance with authorizations of management amnd directors of ihe
compay; and

* Provide reasonable assaranee regarding preventbon or timely detection of unauthorized acquisition, use or
disposition ol the company” 5 nssets thai coubd have & maievial Mot on the Mnancial sisiemens.

Because of its inherent Hmitations, the company” s imernal control over financial reparting may nol prevent o
detect misstatements. Also, projections of any evaluation of effectiveness w future pericds are subject to the risk that
controls may bevome imadequaie because of changes in conditions, or that the degres of compliance with the policies
o procodunes may deleriomic,

The company” s management assessed the effectivencss of the company” s inlernal control ever financial reporting
a8 of December 31, 2008, In making this assessment, the conpany” s management used the criteria set forth by the
Commitiee of Sponsoring Ovganizations of the Treadwoy Commission (0050 in foernal Coutrol-Infegroied
Fromewort.

Based om that assessment, management has concloded that, as of December 31, 2008, the company’ s intemal
conbral over financial reponing i3 effective based on those criteria

The company” s independent registened public acoounting firm has audied the effectiveness of the company” s
internal contral over financial reporting as of December 11, 2008, as statedd in it repart which appears in liem 8 of this
Annual Report on Form 10K,
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