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Consolidated Statements of Earnings
(in millions, except per share

For the Years Ended December 31, 2010 2009 2008
Net Sales $4,220.2 $4,095.4 $4,121.1
Cost of products sold 1,012.4 990.7 997.3
Gross Profit 3,207.8 3,104.7 3,123.8
Research and development 220.0 205.7 192.3
Selling, general and administrative 1,757.4 1,729.0 1,704.0
Certain claims (Note 19) 75.0 35.0 69.0
Goodwill impairment (Note 9) 204.0 73.0 ?
Net curtailment and settlement (Note 14) ? (32.1) ?
Special items (Note 2) 34.7 75.3 68.5
Operating expenses 2,291.1 2,085.9 2,033.8
Operating Profit 916.7 1,018.8 1,090.0
Interest and other income (expense), net (56.5) (20.6) 31.8
Earnings before income taxes 860.2 998.2 1,121.8
Provision for income taxes 263.3 280.8 272.3
Net earnings 596.9 717.4 849.5
Less: Net earnings attributable to noncontrolling interest ? ? 0.9)
Net Earnings of Zimmer Holdings, Inc. $ 596.9 $ 7174 $ 848.6
Earnings Per Common Share ? Basic $ 298 $ 334 $ 373
Earnings Per Common Share ? Diluted $ 297 $ 332 $ 372
Weighted Average Common Shares Outstanding

Basic 200.0 215.0 227.3

Diluted 201.1 215.8 228.3
The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Balance Sheets
(in millions)
December 31, 2010 2009
ASSETS
Current Assets:
Cash and cash equivalents $668.9 $ 6917
Short-term investments 265.1 66.4
Accounts receivable, less allowance for doubtful accounts 775.9 751.4
Inventories, net 936.4 913.2
Prepaid expenses and other current assets 127.7 105.4
Deferred income taxes 235.7 209.9
Total Current Assets 3,009.7 2,738.0
Property, plant and equipment, net 1,213.8 1,221.7
Goodwill 2,580.8 2,783.5
Intangible assets, net 827.1 858.0
Other assets 368.5 184.3
Total Assets $7,999.9 $ 7,785.5
LIABILITIES AND STOCKHOLDERS? EQUITY
Current Liabilities:
Accounts payable $129.6 $ 1346
Income taxes 48.9 57.5
Other current liabilities 524.0 498.6
Total Current Liabilities 702.5 690.7
Other long-term liabilities 384.0 328.5
Long-term debt 1,142.1 1,127.6
Total Liabilities 2,228.6 2,146.8
Commitments and Contingencies (Note 19)
Stockholders? Equity:
Common stock, $0.01 par value, one billion shares authorized,
254.6 million (254.1 million in 2009) issued 25 2.5
Paid-in capital 3,293.5 3,214.6
Retained earnings 5,699.4 5,102.5
Accumulated other comprehensive income 321.0 358.6
Treasury stock, 59.0 million shares (49.9 million shares in 2009) (3,545.1) (3,039.5)
Total Stockholders? Equity 5,771.3 5,638.7
Total Liabilities and Stockholders? Equity $7,999.9 $ 7,785.5

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Stockholders? Equity
(in millions)
Zi mmer Hol dings, Il nc. Stockholders
Accumul at ed
Ot her Tot al
Common ShhRaieds- Ret ai Oempr ehelrseiasaury Sbacestrdt o¢chiydl der s
NumbemourCtapi tBadrnings |l ncomMambeAmount I nterest Equity

Balance January 1, 2008 2522 $ 25 $ 29991 $ 35369 $ 290.3 (19.3) $(1,379.2) $ 28 $ 5,452.4
Net earnings ? ? ? 848.6 ? ? ? 0.9 849.5
Other comprehensive

income ? ? ? ? (50.3) ? ? ? (50.3)
Stock compensation

plans,

including tax benefits 15 ? 139.4 ? ? ? ? ? 139.4
Share repurchases ? ? ? ? ? (10.8) (737.0) ? (737.0)
Currency translation ? ? ? ? ? ? ? 0.1) 0.1)
Balance December 31,

2008 253.7 25 3,138.5 4,385.5 240.0 (30.1) (2,116.2) 3.6 5,653.9
Net earnings ? ? ? 717.4 ? ? ? ? 717.4
Other comprehensive

loss ? ? ? ? 118.6 ? ? ? 118.6
Purchase of

noncontrolling

interest ? ? (5.0) ? ? ? ? 36) 8.6)
Stock compensation

plans,

including tax benefits 0.4 ? 81.1 04) ? ? 0.4 ? 81.1
Share repurchases ? ? ? ? ? (19.8) (923.7) ? (923.7)
Balance December 31,

2009 254.1 25 3,214.6 5,102.5 358.6 (49.9) (3,0395) ? 5,638.7
Net earnings ? ? ? 596.9 ? ? ? ? 596.9
Other comprehensive

income ? ? ? ? (37.6) ? ? ? (37.6)
Stock compensation

plans,

including tax benefits 0.5 ? 78.9 ? ? ? ? ? 78.9
Share repurchases ? ? ? ? ? 9.1) (505.6) ? (505.6)
Balance December 31,

2010 2546 $ 25 $ 32935 $ 56994 $ 321.0 (59.0) $(3,545.1) $ ? % 5,771.3
The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows
(in millions)
For the Years Ended December 31, 2010 2009 2008
Cash flows provided by (used in) operating activities:
Net earnings of Zimmer Holdings, Inc. $ 599 $ 7174 $ 8486
Adjustments to reconcile net earnings to net cash provided
by operating activities:
Depreciation and amortization 340.2 3374 275.1
Goodwill impairment 204.0 73.0 ?
Gain on sale of investments ? ? (38.8)
In-process research and development ? ? 38.5
Net curtailment and settlement ? (32.1) ?
Share-based compensation 62.0 75.3 69.9
Income tax benefit from stock option exercises 4.2 35 125
Excess income tax benefit from stock option exercises 1.3) 0.4) (6.5)
Inventory step-up 14 125 7.0
Deferred income tax provision (72.5) (19.7) 2.0
Changes in operating assets and liabilities, net of acquired assets and liabilities
Income taxes payable 7.7 7.0 (77.3)
Receivables (33.0) 4.6) (44.4)
Inventories 25.8 36.2 (148.1)
Accounts payable and accrued liabilities (0.8) (132.6) 119.3
Other assets and liabilities 58.9 44.6 (19.7)
Net cash provided by operating activities 1,193.5 1,117.5 1,038.1
Cash flows provided by (used in) investing activities:
Additions to instruments (1925) (123.7) (237.9)
Additions to other property, plant and equipment (79.2) (105.1) (250.0)
Acquisition of intellectual property rights (8.5) (35.8) (109.4)
Purchases of investments (413.3) (66.4) ?
Sales of investments 67.5 ? 54.9
Abbott Spine acquisition, net of acquired cash ? ? (363.0)
Other business combination investments (82.6) (39.5) (18.8)
Investments in other assets (18.3) (10.7) ?
Net cash used in investing activities (726.9) (381.2) (924.2)
Cash flows provided by (used in) financing activities:
Net proceeds (payments) under revolving credit facilities (2.2) (330.0) 330.0
Debt issuance costs ? (8.5) ?
Proceeds from employee stock compensation plans 16.9 9.5 57.0
Excess income tax benefit from stock option exercises 1.3 0.4 6.5
Proceeds from issuance of notes ? 998.8 ?
Acquisition of noncontrolling interest ? (8.6) ?
Repurchase of common stock (505.6) (923.7) (737.0)
Net cash used in financing activities (489.6) (262.1) (343.5)
Effect of exchange rates on cash and cash equivalents 0.2 4.9 (21.7)
Increase (decrease) in cash and cash equivalents (22.8) 479.1 (251.3)
Cash and cash equivalents, beginning of year 691.7 212.6 463.9
Cash and cash equivalents, end of year $ 6689 $ 6917 $ 2126

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Comprehensive Income
(in millions)
For the Years Ended December 31, 2010 20009 2008
Net Earnings $596.9 $7174 $849.5
Other Comprehensive Income (Loss):
Foreign currency cumulative translation adjustments (38.6) 114.0 (49.4)
Unrealized foreign currency hedge gains/(losses), net of tax effects of
$10.1in 2010, $8.9 in 2009 and $0.7 in 2008 21.6 (28.9) 35.0
Reclassification adjustments on foreign currency hedges, net of tax effects of
$(4.3) in 2010, $(0.1) in 2009 and $(9.2) in 2008 (11.6) (18.1) 434
Unrealized gains/(losses) on securities, net of tax effects of $0.3 in 2010,
$0.1 in 2009 and $(15.2) in 2008 (0.8) 0.3) 24.4
Reclassification adjustments on securities, net of tax effects of $(1.2) in 2010
and $15.0 in 2008 2.2 ? (23.8)
Adjustments to prior service cost and unrecognized actuarial assumptions,
net of tax effects of $4.4 in 2010, $(1.4) in 2009 and $14.1 in 2008 (10.4) 51.9 (79.9)
Total Other Comprehensive Income (Lo0ss) (37.6) 118.6 (50.3)
Comprehensive (Loss) Attributable to Noncontrolling Interest ? ? 0.9)
Comprehensive Income Attributable to Zimmer Holdings, Inc. $559.3  $836.0 $798.3
The accompanying notes are an integral part of these consolidated financial statements.
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Notes to Consolidated Financial Statements

1. BUSI NESS

We design, develop, manufacture and market orthopaedic reconstructive, spinal and trauma devices, dental implants and
related surgical products. We also provide other healthcare related services. Orthopaedic reconstructive devices restore function
lost due to disease or trauma in joints such as knees, hips, shoulders and elbows. Dental reconstructive implants restore function
and aesthetics in patients who have lost teeth due to trauma or disease. Spinal devices are utilized by orthopaedic surgeons and
neurosurgeons in the treatment of degenerative diseases, deformities and trauma in all regions of the spine. Trauma products are
devices used primarily to reattach or stabilize damaged bone and tissue to support the body?s natural healing process. Our related
surgical products include surgical supplies and instruments designed to aid in orthopaedic surgical procedures and post-operation
rehabilitation. We have operations in more than 25 countries and market our products in more than 100 countries. We operate in a
single industry but have three reportable geographic segments, the Americas, Europe and Asia Pacific.

The words ?we,? ?us,? ?our? and similar words refer to Zimmer Holdings, Inc. and its subsidiaries. Zimmer Holdings refers
to the parent company only.

2. Significant Accounting Policies

Basis of Presentation ? The consolidated financial statements include the accounts of Zimmer Holdings and its subsidiaries in
which it holds a controlling equity position. Investments in companies in which we exercise significant influence over the
operating and financial affairs, but do not control, are accounted for under the equity method. Under the equity method, we record
the investment at cost and adjust the carrying amount of the investment by our proportionate share of the investee?s net earnings
or losses. All significant intercompany accounts and transactions are eliminated. Certain amounts in the 2009 and 2008
consolidated financial statements have been reclassified to conform to the 2010 presentation.

Use of Estimates ? The consolidated financial statements are prepared in conformity with accounting principles generally
accepted in the U.S. which require us to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Foreign Currency Translation ? The financial statements of our foreign subsidiaries are translated into U.S. dollars using
period-end exchange rates for assets and liabilities and average exchange rates for operating results. Unrealized translation gains
and losses are included in accumulated other comprehensive income in stockholders? equity. When a transaction is denominated
in a currency other than the subsidiary?s functional currency, we recognize a transaction gain or loss when the transaction is
settled. Foreign currency transaction gains and losses included in net earnings for the years ended December 31, 2010, 2009 and
2008 were not significant.

Revenue Recognition ? We sell product through three principal channels: 1) direct to healthcare institutions, referred to as
direct channel accounts; 2) through stocking distributors and healthcare dealers; and 3) directly to dental practices and dental
laboratories. The direct channel accounts represent approximately 80 percent of our net sales. Through this channel, inventory is
generally consigned to sales agents or customers so that products are available when needed for surgical procedures. No revenue
is recognized upon the placement of inventory into consignment as we retain title and maintain the inventory on our balance sheet.
Upon implantation, we issue an invoice and revenue is recognized. Pricing for products is generally predetermined by contracts
with customers, agents acting on behalf of customer groups or by government regulatory bodies, depending on the market. Price
discounts under group purchasing contracts are generally linked to volume of implant purchases by customer healthcare
institutions within a specified group. At negotiated thresholds within a contract buying period, price discounts may increase. Sales
to stocking distributors, healthcare dealers, dental practices and dental laboratories account for approximately 20 percent of our
net sales. With these types of sales, revenue is recognized when title to product passes, either upon shipment of the product or in
some cases upon implantation of the product. Product is generally sold at contractually fixed prices for specified periods. Payment
terms vary by customer, but are typically less than 90 days. In some cases sales incentives may be earned by a customer for
purchasing a specified amount of our product. We estimate whether such incentives will be achieved and, if so, recognize these
incentives as a reduction in revenue in the same period the underlying revenue transaction is recognized. Occasionally products
are returned, and, accordingly, we maintain an estimated sales return reserve that is recorded as a reduction in revenue. Product
returns were not significant for the years ended December 31, 2010, 2009 and 2008.

Taxes Collected from Customers ? Taxes collected from customers and remitted to governmental authorities are presented on
a net basis and excluded from revenues.

Shipping and Handling ? Amounts billed to customers for shipping and handling of products are reflected in net sales and are
not significant. Expenses incurred related to shipping and handling of products are reflected in selling, general and administrative
and were $129.1 million, $121.8 million and $117.3 million for the years ended December 31, 2010, 2009 and 2008, respectively.

Research and Development ? We expense all research and development costs as incurred. Research and development costs
include salaries, prototypes, depreciation of equipment used in research and development, consultant
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Notes to Consolidated Financial Statements (Continued)

fees and service fees paid to collaborative partners. Where contingent milestone payments are due to third parties under research
and development arrangements, the milestone payment obligations are expensed when the milestone results are achieved.

Special Items ? We recognize expenses resulting directly from our business combinations and other items as ?Special items?
in our consolidated statement of earnings. Expenses in the ?Special items? line for the years ended December 31, 2010, 2009 and
2008, included (in millions):

2010 2009 2008
Adjustment or impairment of assets and obligations, net $ 114 $ (15) $ (104)
Consulting and professional fees 49 11.7 13.2
Employee severance and retention, including share-based compensation acceleration 6.7 19.0 0.2
Information technology integration 0.1 11 0.7
In-process research & development ? ? 385
Vacated facilities 0.2 14 ?
Facility and employee relocation 2.0 5.4 7.5
Distributor acquisitions 1.9 11 6.9
Certain litigation matters (0.3) 234 ?
Contract terminations 3.9 9.4 5.7
Other 3.9 43 6.2
Special items $ 347 $ 753 $ 68.5

Adjustment or impairment of assets and obligations relates to impairment on assets that were acquired in business
combinations, impairment of assets related to a transformation of our global information technology infrastructure or adjustments
to certain liabilities of acquired companies due to changes in circumstances surrounding those liabilities subsequent to the related
measurement period.

Consulting and professional fees relate to third-party integration consulting performed in a variety of areas such as tax,
compliance, logistics and human resources for our business combinations and include third-party fees related to severance and
termination benefits matters. These fees also include legal fees related to litigation matters involving acquired businesses that
existed prior to our acquisition or resulted from our acquisition.

In 2010 and 2009, we terminated some employees as we reduced management layers, restructured certain areas, and
commenced initiatives to focus on business opportunities that best support our strategic priorities. In 2010 and 2009,
approximately 60 and 300 employees, respectively, from across the globe were affected by these actions. As a result of these
changes in our work force and headcount reductions from acquisitions, we incurred expenses related to severance benefits,
redundant salaries as we worked through transition periods, share-based compensation acceleration and other employee
termination-related costs. These termination benefits were provided in accordance with our existing or local government policies
and are considered ongoing benefits. These costs were accrued when they became probable and estimable and were recorded as
part of other current liabilities. The majority of these costs were paid during the year they were incurred.

Information technology integration relates to the non-capitalizable costs associated with integrating the information systems
of acquired businesses.

In-process research and development charges for 2008 relate to the acquisition of Abbott Spine.

We ceased using certain leased facilities in 2010 and 2009 and, accordingly, recorded expense for the remaining lease
payments, less estimated sublease recoveries, and wrote-off any assets being used in those facilities.

Facility and employee relocation relates to costs associated with relocating certain facilities as well as employee relocation
resulting from our business combinations. Most notably, we consolidated our legacy European distribution centers into a new
distribution center in Eschbach, Germany.

Over the past few years we have acquired a number of U.S. and foreign-based distributors. We have incurred various costs
related to the acquisition and integration of those businesses.

Certain litigation matters relate to costs and adjustments recognized during the year for the estimated or actual settlement of
various legal matters, including patent litigation matters, commercial litigation matters and matters arising from our acquisitions
of certain competitive distributorships in prior years. We recognize expense for the potential settlement of a legal matter when we
believe it is probable that a loss has been incurred and we can reasonably estimate the loss. In 2009, we made a concerted effort to
settle some of these matters to avoid further litigation costs.

Contract termination costs relate to terminated agreements in connection with the integration of acquired companies and
changes to our distribution model as part of business restructuring and transformation. The terminated contracts primarily relate to
sales agents and distribution agreements.

Cash and Cash Equivalents ? We consider all highly liquid investments with an original maturity of three months or less to be
cash equivalents. The carrying amounts reported in the balance sheet for cash and cash equivalents are valued at cost, which
approximates their fair value.

Investments ? We invest in debt securities to promote business and strategic objectives. Our investments include corporate
debt securities, foreign government debt securities, U.S. agency debt securities and certificates of deposit and are classified and
accounted for as available-for-sale. Available-for-sale debt securities are recorded at fair value on our consolidated balance sheet.
Investments with a contractual maturity of less than one year are classified as short-term investments on our consolidated balance
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available-for-sale securities are recorded, net of taxes, as a component of accumulated other comprehensive loss on our
consolidated balance sheet. We review our investments for other-than-temporary impairment at each reporting period. If an
unrealized loss for any investment is considered to be other-than-temporary, the loss will be recognized in the consolidated
statement of earnings in the period the determination is made. See Note 7 for more information regarding our investments.

Accounts Receivable ? Accounts receivable consists of trade and other miscellaneous receivables. We grant credit to
customers in the normal course of business and maintain an allowance for doubtful accounts for potential credit losses. We
determine the allowance for doubtful accounts by geographic market and take into consideration historical credit experience,
creditworthiness of the customer and other pertinent information. We make concerted efforts to collect all accounts receivable, but
sometimes we have to write-off the account against the allowance when we determine the account is uncollectible. The allowance
for doubtful accounts was $14.4 million and $18.8 million as of December 31, 2010 and 2009, respectively.

Inventories ? Inventories, net of allowances for obsolete and slow-moving goods, are stated at the lower of cost or market,
with cost determined on a first-in first-out basis.

Property, Plant and Equipment ? Property, plant and equipment is carried at cost less accumulated depreciation. Depreciation
is computed using the straight-line method based on estimated useful lives of ten to forty years for buildings and improvements
and three to eight years for machinery and equipment. Maintenance and repairs are expensed as incurred. We review property,
plant and equipment for impairment whenever events or changes in circumstances indicate that the carrying value of an asset may
not be recoverable. An impairment loss would be recognized when estimated future undiscounted cash flows relating to the asset
are less than its carrying amount. An impairment loss is measured as the amount by which the carrying amount of an asset
exceeds its fair value.

Software Costs ? We capitalize certain computer software and software development costs incurred in connection with
developing or obtaining computer software for internal use when both the preliminary project stage is completed and it is probable
that the software will be used as intended. Capitalized software costs generally include external direct costs of materials and
services utilized in developing or obtaining computer software and compensation and related benefits for employees who are
directly associated with the software project. Capitalized software costs are included in property, plant and equipment on our
balance sheet and amortized on a straight-line basis when the software is ready for its intended use over the estimated useful lives
of the software, which approximate three to ten years.

Instruments ? Instruments are hand-held devices used by surgeons during total joint replacement and other surgical
procedures. Instruments are recognized as long-lived assets and are included in property, plant and equipment. Undeployed
instruments are carried at cost, net of allowances for excess and obsolete instruments. Instruments in the field are carried at cost
less accumulated depreciation. Depreciation is computed using the straight-line method based on average estimated useful lives,
determined principally in reference to associated product life cycles, primarily five years. We review instruments for impairment
whenever events or changes in circumstances indicate that the carrying value of an instrument may not be recoverable.
Depreciation of instruments is recognized as selling, general and administrative expense.

Gooadwill ? Goodwill is not amortized but is subject to annual impairment tests. Goodwill has been assigned to reporting units.
We perform annual impairment tests by comparing each reporting unit?s fair value to its carrying amount to determine if there is
potential impairment. The fair value of the reporting unit and the implied fair value of goodwill are determined based upon a
discounted cash flow analysis. Significant assumptions are incorporated into these discounted cash flow analyses such as
estimated growth rates and risk-adjusted discount rates. We perform this test in the fourth quarter of the year or whenever events
or changes in circumstances indicate that the carrying value of the reporting unit?s assets may not be recoverable. If the fair value
of the reporting unit is less than its carrying value, an impairment loss is recorded to the extent that the implied fair value of the
reporting unit goodwill is less than the carrying value of the reporting unit goodwill. During the years ended December 31, 2010
and 2009 we recorded goodwill impairment charges of $204.0 million and $73.0 million, respectively, related to our U.S. Spine
reporting unit. See Note 9 for more information regarding goodwill and goodwill impairment.

Intangible Assets ? Intangible assets are initially measured at their fair value. We have determined the fair value of our
intangible assets either by the fair value of the consideration exchanged for the intangible asset or the estimated after-tax
discounted cash flows expected to be generated from the intangible asset. Intangible assets with an indefinite life, including
certain trademarks and trade names, are not amortized. Indefinite life intangible assets are assessed annually to determine whether
events and circumstances continue to support an indefinite life. Intangible assets with a finite life, including core and developed
technology, certain trademarks and trade names, customer-related intangibles, intellectual property rights and patents and licenses
are amortized on a straight-line basis over their estimated useful life, ranging from less than one year to 40 years. Intangible assets
with a finite life are tested for impairment whenever events or circumstances indicate that the carrying amount may not be
recoverable. Intangible assets with an indefinite life are tested for impairment annually or whenever events or circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is recognized if the carrying
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amount exceeds the estimated fair value of the asset. The amount of the impairment loss to be recorded would be determined
based upon the excess of the asset?s carrying value over its fair value. The fair values of indefinite lived intangible assets are
determined based upon a discounted cash flow analysis using the relief from royalty method. The relief from royalty method
estimates the cost savings associated with owning, rather than licensing, assets. Significant assumptions are incorporated into
these discounted cash flow analyses such as estimated growth rates, royalty rates and risk-adjusted discount rates.

In determining the useful lives of intangible assets, we consider the expected use of the assets and the effects of obsolescence,
demand, competition, anticipated technological advances, changes in surgical techniques, market influences and other economic
factors. For technology-based intangible assets, we consider the expected life cycles of products, absent unforeseen technological
advances, which incorporate the corresponding technology. Trademarks and trade names that do not have a wasting characteristic
(i.e., there are no legal, regulatory, contractual, competitive, economic or other factors which limit the useful life) are assigned an
indefinite life. Trademarks and trade names that are related to products expected to be phased out are assigned lives consistent
with the period in which the products bearing each brand are expected to be sold. For customer relationship intangible assets, we
assign useful lives based upon historical levels of customer attrition. Intellectual property rights are assigned useful lives that
approximate the contractual life of any related patent or the period for which we maintain exclusivity over the intellectual

property.

Income Taxes ? We account for income taxes under the asset and liability method, which requires the recognition of deferred
tax assets and liabilities for the expected future tax consequences of events that have been included in the financial statements.
Under this method, deferred tax assets and liabilities are determined based on the differences between the financial statements and
tax basis of assets and liabilities using enacted tax rates in effect for the year in which the differences are expected to reverse. The
effect of a change in tax rates on deferred tax assets and liabilities is recognized in income in the period that includes the
enactment date.

We record net deferred tax assets to the extent we believe these assets will more likely than not be realized. In making such
determination, we consider all available positive and negative evidence, including future reversals of existing taxable temporary
differences, projected future taxable income, tax planning strategies and recent financial operations. In the event we were to
determine that we would be able to realize our deferred income tax assets in the future in excess of their net recorded amount, we
would make an adjustment to the valuation allowance which would reduce the provision for income taxes. Federal income taxes
are provided on the portion of the income of foreign subsidiaries that is expected to be remitted to the U.S.

Derivative Financial Instruments ? We measure all derivative instruments at fair value and report them on our consolidated
balance sheet as assets or liabilities. We maintain written policies and procedures that permit, under appropriate circumstances
and subject to proper authorization, the use of derivative financial instruments solely for hedging purposes. The use of derivative
financial instruments for trading or speculative purposes is prohibited by our policy. See Note 13 for more information regarding
our derivative and hedging activities.

Other Comprehensive Income ? Other comprehensive income refers to revenues, expenses, gains and losses that under
generally accepted accounting principles are included in comprehensive income but are excluded from net earnings as these
amounts are recorded directly as an adjustment to stockholders? equity. Other comprehensive income is comprised of foreign
currency translation adjustments, unrealized foreign currency hedge gains and losses, unrealized gains and losses on
available-for-sale securities and amortization of prior service costs and unrecognized gains and losses in actuarial assumptions.

Treasury Stock ? We account for repurchases of common stock under the cost method and present treasury stock as a
reduction of stockholders? equity. We reissue common stock held in treasury only for limited purposes.

Noncontrolling Interest ? On January 1, 2009, we adopted the FASB?s newly issued guidance related to noncontrolling
interests. This new guidance changes the accounting and reporting for minority interests, which are now recharacterized as
noncontrolling interests and classified as a component of equity. This new guidance requires retroactive adoption of the
presentation and disclosure requirements for existing noncontrolling interests. This adoption did not have a material impact on our
consolidated financial statements or results of operations. During the year ended December 31, 2009, we acquired 100 percent
ownership of our only outstanding noncontrolling interest for approximately $8.6 million. This purchase was recorded as an
equity transaction and is reflected as a financing activity in our consolidated statement of cash flows. As a result, the carrying
balance of the noncontrolling interests of $3.6 million was eliminated, and the remaining $5.0 million, representing the difference
between the purchase price and carrying balance, was recorded as a reduction in paid-in capital. Transactions with noncontrolling
interests had the following
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effect on equity attributable to Zimmer Holdings, Inc. (in millions):
2009
Net earnings of Zimmer Holdings, Inc. $ 717.4
Transfers to noncontrolling interests:
Decrease in equity related to the purchase of noncontrolling interests (5.0)

Change from net earnings of Zimmer Holdings, Inc. and transfers to noncontrolling interests $ 7124

Accounting Pronouncements ? There are no recently issued accounting pronouncements that we have not yet adopted that are
expected to have a material effect on our financial position, results of operations or cash flows.

3. SHARE- BASED COMPENSATI ON

Our share-based payments primarily consist of stock options, restricted stock, restricted stock units (RSUs), performance
shares and an employee stock purchase plan. Share-based compensation expense for the years ended December 31, 2010, 2009
and 2008 is as follows (in millions):

2010 2009 2008
Stock options $ 47.6 $ 61.9 $ 65.4
RSU and other 14.4 13.4 4.5
Total expense, pre-tax 62.0 75.3 69.9
Tax benefit related to awards (16.2) (20.9) (20.4)
Total expense, net of tax $ 45.8 $ 54.4 $ 495

Share-based compensation cost capitalized as part of inventory for the years ended December 31, 2010, 2009 and 2008 was
$12.2 million, $17.2 million, and $19.6 million, respectively. As of December 31, 2010 and 2009, approximately $6.6 million and
$9.4 million of capitalized costs remained in finished goods inventory.

Stock Options

We had two equity compensation plans in effect at December 31, 2010: the 2009 Stock Incentive Plan (2009 Plan) and the
Stock Plan for Non-Employee Directors. The 2009 Plan succeeds the 2006 Stock Incentive Plan (2006 Plan) and the TeamShare
Stock Option Plan (TeamShare Plan). Following stockholder approval of the 2009 Plan in May 2009, no further awards were
granted under the 2006 Plan or under the TeamShare Plan, and shares remaining available for grant under those plans are
expected to be merged into the 2009 Plan. Vested and unvested stock options and unvested restricted stock and RSUs previously
granted under the 2006 Plan, the TeamShare Plan and another prior plan, the 2001 Stock Incentive Plan, remained outstanding as
of December 31, 2010. We have reserved the maximum number of shares of common stock available for award under the terms of
each of these plans. We have registered 57.9 million shares of common stock. The 2009 Plan provides for the grant of
nonqualified stock options and incentive stock options, long-term performance awards in the form of performance shares or units,
restricted stock, RSUs and stock appreciation rights. The Compensation and Management Development Committee of the Board
of Directors determines the grant date for annual grants under our equity compensation plans. The date for annual grants under the
2009 Plan to our executive officers is expected to occur in the first quarter of each year following the earnings announcements for
the previous quarter and full year. The Stock Plan for Non-Employee Directors provides for awards of stock options, restricted
stock and RSUs to non-employee directors. It has been our practice to issue shares of common stock upon exercise of stock
options from previously unissued shares. The total number of awards which may be granted in a given year and/or over the life of
the plan under each of our equity compensation plans is limited. At December 31, 2010, an aggregate of 11.9 million shares were
available for future grants and awards under these plans.

Stock options granted to date under our plans generally vest over four years and generally have a maximum contractual life of
10 years. As established under our equity compensation plans, vesting may accelerate upon retirement after the first anniversary
date of the award if certain criteria are met. We recognize expense related to stock options on a straight-line basis over the
requisite service period, less awards expected to be forfeited using estimated forfeiture rates. Due to the accelerated retirement
provisions, the requisite service period of our stock options range from one to four years. Stock options are granted with an
exercise price equal to the market price of our common stock on the date of grant, except in limited circumstances where local law
may dictate otherwise.
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A summary of stock option activity for the year ended December 31, 2010 is as follows (options in thousands):

Wei ghted

Average
Wei ght eRlemai ni nglntrinsic
Averagentractual Value

Stock OptBExewsci se Pricéefe(in millions)
Outstanding at December 31, 2009 16912 $ 67.17
Options granted 2,023 57.82
Options exercised (404) 34.47
Options cancelled (545) 60.49
Options expired (548) 76.22
Outstanding at December 31, 2010 17,438 % 66.76 58 $ 50.3
Vested or expected to vest as of December 31, 2010 16,733  $ 67.09 57 $ 47.6
Exercisable at December 31, 2010 12,108 $ 69.26 49 % 31.7

We use a Black-Scholes option-pricing model to determine the fair value of our stock options. Expected volatility was derived
from the implied volatility of traded options on our stock that were actively traded around the grant date of the stock options with
exercise prices similar to the stock options and maturities of over one year. The expected term of the stock options has been
derived from historical employee exercise behavior. The risk-free interest rate is determined using the implied yield currently
available for zero-coupon U.S. government issues with a remaining term approximating the expected life of the options. A
dividend yield of zero percent has been used as we have not paid any dividends since becoming a public company in 2001 and we
do not expect to pay any dividends in the foreseeable future.

The weighted average fair value of the options granted in the years ended December 31, 2010, 2009 and 2008 were
determined using the following assumptions:

2010 2009 2008
Dividend Yield ?% ?% ?%
Volatility 26.3 % 41.6 % 274 %
Risk-free interest rate 2.8% 1.7% 29%
Expected life (years) 5.9 5.4 5.4

The weighted average fair value for stock options granted during 2010, 2009 and 2008 was $18.17, $16.02 and $23.32,
respectively. The total intrinsic value of stock options exercised during the years ended December 31, 2010, 2009 and 2008 was
$8.5 million, $3.3 million and $31.9 million, respectively.

As of December 31, 2010, there was $63.4 million of unrecognized share-based payment expense related to nonvested stock
options granted under our plans. That expense is expected to be recognized over a weighted average period of 2.2 years.

Performance Shares and RSUs

We have awarded both performance shares and RSUs to our employees. Some of these awards have had service conditions
while others have had performance conditions. The terms of the service condition awards have been either two or five years with
vesting occurring ratably on the anniversary date of the award. However, based upon meeting certain criteria, as established under
our equity compensation plans, these awards may accelerate upon retirement after the first anniversary date of the award.
Accordingly, the requisite service period used for share-based payment expense ranges from one to five years.

The last awards issued with performance conditions were to vest in 2008. However, for these performance condition awards it
was determined in 2008 that the performance targets would not be achieved. Therefore, no performance condition awards are
outstanding.

A summary of nonvested RSU activity for the year ended December 31, 2010 is as follows (in thousands):

Wei ghted Average
Grant Date Fair

RSUs Val ue
Outstanding at January 1, 2010 435 $ 42.09
Granted 807 57.92
Vested (56) 42.63
Forfeited (238) 55.08
Outstanding at December 31, 2010 948 52.30

The fair value of the awards was determined based upon the fair market value of our common stock on the date of grant. We
are required to estimate the number of RSUs that will vest and recognize share-based payment expense on a straight-line basis
over the requisite service period. As of December 31, 2010, we estimate that approximately 842,000 outstanding RSUs will vest.
If our estimate were to change in the future, the cumulative effect of the change in estimate will be recorded in that period. Based
upon the number of RSUs that we expect to vest, the unrecognized share-based payment expense as of December 31, 2010 was
$30.2 million and is expected to be recognized over a weighted-average period of 3.0 years.
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4. 1l NVENTORI ES

Inventories at December 31, 2010 and 2009 consist of the following (in millions):

2010 20009
Finished goods $ 7573 $ 7186
Work in progress 47.0 48.0
Raw materials 132.1 146.6
Inventories, net $ 9364 $ 9132

Reserves for excess and obsolete inventory were $268.4 million and $255.1 million at December 31, 2010 and 2009,

respectively.

5. PROPERTY, PLANT AND EQUI PMENT

Property, plant and equipment at December 31, 2010 and 2009 was as follows (in millions):

2010 2009

Land $ 22.0 $ 21.8
Building and equipment 1,162.0 1,147.7
Capitalized software costs 172.0 158.8
Instruments 1,365.6 1,210.2
Construction in progress 66.5 62.0

2,788.1 2,600.5
Accumulated depreciation (1,574.3) (1,378.8)
Property, plant and equipment, net $ 1,213.8 $ 1,221.7

Depreciation expense was $247.9 million, $244.2 million and $215.8 million for the years ended December 31, 2010, 2009

and 2008, respectively.
6. ACQUI SI Tl ONS

We made a number of business acquisitions during the years 2010, 2009 and 2008. In December 2010 we acquired Beijing
Montagne Medical Device Co., Ltd. (Montagne) and Sodem Diffusion S.A. (Sodem). The Montagne acquisition makes us a

leading provider of orthopaedic solutions in China and provides product lines tailored exclusively to the rapidly growing Chinese
market. The Sodem acquisition broadens our portfolio of surgical power tools and strengthens our position in the approximate

$1 billion surgical power tool market. In 2008 we acquired Abbott Spine, which provided us a number of innovative products and
helped build critical mass in the spine market. Additionally, we have acquired a number of foreign-based distributors during the
three year period.

The results of operations of the acquired companies have been included in our consolidated results of operations subsequent to
the transaction dates, and the respective assets and liabilities of the acquired companies have been recorded at their estimated fair
values in our consolidated statement of financial position as of the transaction dates, with any excess purchase price being
allocated to goodwill. The estimated fair values of the Montagne and Sodem assets are preliminary. Pro forma financial
information and other information required by the FASB?s guidance on business combinations have not been included as the
acquisitions did not have a material impact upon our financial position or results of operations.

7. ]l NVESTMENTS

We invest in short and long-term investments classified as available-for-sale securities. Information regarding our investments

as of December 31, 2010 is as follows (in millions):

Amorti zGrdoss Unrealized
Cost Gains Losses Fair value
Corporate debt securities 2039 $ 0.1 $ (02) $ 203.8
U.S. government and agency debt securities 47.9 ? ? 47.9
Municipal bonds 11 ? ? 1.1
Foreign government debt securities 10.3 ? ? 10.3
Commercial paper 16.1 ? ? 16.1
Certificates of deposit 1315 ? 0.1) 131.4
Total short and long-term investments 4108 $ 0.1 $ (03) $ 410.6
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Information regarding our investments as of December 31, 2009 is as follows (in millions):

Amorti z@doss Unrealized
Cost Gains Losses Fair value

Certificates of deposit $ 664 $ ? $ ? % 66.4

Total short-term investments $ 66.4 $ ? $ ?2 $ 66.4

The following table shows the fair value and gross unrealized losses for all available-for-sale securities in an unrealized loss
position deemed to be temporary as of December 31, 2010 (in millions):

Unrealized
Fair Value Losses
Corporate debt securities $ 126.1 $ 0.2)
Certificates of deposit 50.6 0.1)
Total $ 176.7 $ 0.3)

All securities in the table above have been in an unrealized loss position for less than twelve months. A total of 72 securities
were in an unrealized loss position as of December 31, 2010.

The unrealized losses on our investments in corporate debt securities were caused by increases in interest yields resulting from
the current adverse conditions in the global credit markets. We believe the unrealized losses associated with our available-for-sale
securities as of December 31, 2010 are temporary because we do not intend to sell these investments, nor is it more likely than not
that we will be required to sell them, before recovery of their amortized cost basis.
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The amortized cost and fair value of our available-for-sale fixed-maturity securities by contractual maturity as of
December 31, 2010 are as follows (in millions):
Amortized
Cost Fair Value

Due in one year or less $ 265.2 $ 265.1
Due after one year through two years 145.6 1455

Total $ 410.8 $ 410.6
8. FAIR VALUE MEASUREMENTS OF ASSETS AND LI ABILITIES

The following financial assets and liabilities are recorded at fair value on a recurring basis as of December 31, 2010 (in

millions):

Reporting

Fair Value Measurements at
Quoted Prices

in Active

Mar kets forSignificant

O$ihemi ficant

C

ldentical Observabl@nobservabl e
Recorded Assets I nput I nputs
Description Bal ance (Level 1) (Level ) (Level 3)
Assets
Available-for-sale securities
Corporate debt securities 2038 $ ? 3 2038 $ ?
U.S. government and agency debt securities 47.9 ? 479 ?
Municipal bonds 11 ? 11 ?
Foreign government debt securities 10.3 ? 10.3 ?
Commercial paper 16.1 ? 16.1 ?
Certificates of deposit 131.4 ? 1314 ?
Total available-for-sale securities 410.6 ? 410.6 ?
Derivatives, current and long-term
Foreign currency forward contracts and options 345 ? 345 ?
Interest rate swaps 15 ? 15 ?
446.6 $ ? 3 446.6 $ ?
Liabilities
Derivatives, current and long-term
Foreign currency forward contracts and options 400 $ ? 3 400 $ ?
40.0 $ ? 3 40.0 $ ?
The following financial assets and liabilities are recorded at fair value on a recurring basis as of December 31, 2009 (in
millions):
Fair Value Measurements at Reporti
Quoted Prices

in Active
Mar ket s

forSignificant

O$ihgemi ficant

ldentical ObservabllEenobservabl e
Recorded Assets I nput I nput s
Description Bal ance (Level 1) (Level ) (Level 3)
Assets
Available-for-sale securities
Certificates of deposit 664 $ ?2 0 $ 664 $ ?
Total available-for-sale securities 66.4 ? 66.4 ?

Derivatives, current and non-current 124 ? 12.4 ?

788 $ ? % 788 $ ?
Liabilities
Derivatives, current and non-current 327 % ? 0% 327 % ?

32.7 $ ? 3 32.7 $ ?

Available-for-sale securities are valued under a market approach using broker prices for identical assets in over-the-counter
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We value our foreign currency forward contracts and foreign currency options using a market approach based on foreign
currency exchange rates obtained from active markets and perform an assessment of counterparty credit risk.

We value our interest rate swaps using a market approach based on publicly available market yield curves and the terms of our
swaps.

The following nonfinancial assets were measured at fair value on a nonrecurring basis during the year ended December 31,
2010 (in millions):

Fair Value Measurements Using:
Quoted Prices
in Activwe gnificant

Mar kets for Other Significant
Year Ended I denticaObservableUnobservable
December 31, Assets Il nputs I nputs Tot al
Description 2010 (Level 1) Level 2) (Level 3) Losses
Goodwill $ 1370 % ? 3% ? 3 1370 $ 204.0
$ 1370 % ? % ? % 1370 % 204.0

The following nonfinancial assets were measured at fair value on a nonrecurring basis during the year ended December 31,
2009 (in millions):

Fair Value Measurements Using:
Quoted Prices
in Activsed gnificant

Mar kets for Other Significant
Year Ended I denticaObservabl eUnobservable

December 31, Assets I nputs I nputs Tot al

Description 2009 (Level 1) Level 2) (Level 3losses
Goodwill $ 3429 3% ? 8 ? 8 3429 % 73.0
$ 3429 3 ? % ? 9% 3429 % 73.0

In 2010, goodwill relating to our U.S. Spine reporting unit with a carrying amount of $341.0 million was written down to its
implied fair value of $137.0 million, resulting in an impairment charge of $204.0 million. The implied fair value of goodwill
equals the estimated fair value of a reporting unit
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minus the fair value of the reporting unit?s net assets. In determining the implied fair value of the U.S. Spine reporting unit?s
goodwill, we used unobservable inputs to estimate the fair value of the reporting unit and its assets and liabilities. Fair value was
determined using an equal weighting of income and market approaches. Fair value under the income approach was determined by
discounting to present value the estimated future cash flows of the reporting unit. Fair value under the market approach utilized
the comparable transaction methodology, which uses valuation indicators determined from sales of other businesses that are
similar to our U.S. Spine reporting unit. In estimating the future cash flows of the reporting unit, we utilized a combination of
market and company specific inputs that a market participant would use in assessing the fair value of the reporting unit. The
primary market input was revenue growth rates. These rates were based upon historical trends and estimated future growth drivers
such as an aging global population, obesity and more active lifestyles. Significant company specific inputs included assumptions
regarding how the reporting unit could leverage operating expenses as revenue grows and the impact any new products will have
on revenues. Under the comparable transaction methodology, we took into consideration when the comparable transaction
occurred and the differences that may exist due to changes in the economic environment. We also took into consideration
differences between the comparable companies and our U.S. Spine reporting unit that could affect fair value, such as cash and
debt levels.

The fair value of the reporting unit?s assets and liabilities was determined by using the same methods that are used in business
combination purchase accounting. See Note 9 for further information regarding this goodwill impairment.

In 2009, the implied fair value of goodwill was determined using the same methodologies utilized in the 2010 valuation.

There were no other significant nonfinancial assets that were measured at fair value in the years ended December 31, 2010
and December 31, 2009.

9. GOODWILL AND OTHER I NTANGIBLE ASSETS

The following table summarizes the changes in the carrying amount of goodwill for the years ended December 31, 2010 and
2009 (in millions):

Americas Europésia PacificTotal

Balance at January 1, 2009

Goodwill $ 15403 $ 1,1101  $ 1244 % 2,774.8
Accumulated impairment losses ? ? ? ?
1,540.3 1,110.1 124.4 2,774.8
Change in fair value estimates of Abbott Spine related to:

Integration liability 1.0 4.2 0.3 5.5
Inventory 2.2 ? ? 2.2

Income taxes 1.9) ? ? (1.9)

U.S. Spine reporting unit impairment (73.0) ? ? (73.0)
Other acquisitions ? 5.0 ? 5.0
Currency translation 6.3 53.8 10.8 70.9

Balance at December 31, 2009

Goodwill 1,547.9 1,173.1 135.5 2,856.5

Accumulated impairment losses (73.0) ? ? (73.0)
1,474.9 1,173.1 135.5 2,783.5

U.S. Spine reporting unit impairment (204.0) ? ? (204.0)
Other acquisitions 13.1 3.7 37.3 54.1

Currency translation 1.8 (69.7) 15.1 (52.8)

Balance at December 31, 2010

Goodwill 1,562.8 1,107.1 187.9 2,857.8

Accumulated impairment losses (277.0) ? ? (277.0)
$ 12858 $ 11071 $ 1879 $ 2,580.8

We conduct our annual impairment test in the fourth quarter of every year or whenever events occur or circumstances change
that would more likely than not reduce the fair value of a reporting unit below its carrying amount. During our 2009 and 2010
annual impairment tests, it was determined that our U.S. Spine reporting unit?s carrying value was in excess of its estimated fair
value. Fair value was determined using an equal weighting of income and market approaches.

In the 2009 period, factors that contributed to the estimated fair value of the reporting unit being below its carrying value
included a decrease in projected revenues related to the Dynesys Dynamic Stabilization System. This product line experienced
increased competition and insurance reimbursement issues in 2009. We had been seeking approval from the FDA to market this
product differently in the U.S., which would have enhanced its position in the market. However, in November 2009 an FDA
advisory panel issued a non-approvable recommendation, increasing the uncertainty of the estimated future cash flows at that
time. In addition to the Dynesys product, revenues from other products had been affected as we worked through the integration of
the sales channel following the Abbott Spine acquisition.

In the first quarter of 2010, our U.S. Spine reporting unit results were below our expectations so we performed an impairment
test using similar methodologies to those used in 2009. We determined at that time that goodwill was not
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impaired. In the second and third quarters of 2010, we did not perform impairment tests because our revenues and underlying cash
flows were in line with our estimates from the first quarter.

As we completed our annual impairment testing in the fourth quarter of 2010, factors in the broader U.S. spine marketplace as
well as company specific factors contributed to a further decrease in the estimated fair value of the reporting unit. At the time of
our 2009 impairment test, we estimated that the U.S. spine market was experiencing year-over-year revenue growth in the low
double digits that would continue into the foreseeable future. Since the time of our 2009 test, year-over-year growth continued to
decelerate and after multiple quarters of deceleration we estimated this may be a longer-term trend instead of a temporary
phenomenon. In our fourth quarter 2010 impairment test, we concluded that year-over-year growth had fallen to the low to mid
single digits which we estimate to be the trend in the near-term. A portion of this decrease has come from lower pricing as
hospitals try to reduce their costs.

Another factor in the lower growth trend includes increased scrutiny from insurance companies and continued discussion in
the healthcare community on whether certain spine procedures are necessary. As an example, late in the third quarter of 2010 in
one state an insurer provided notice that starting January 1, 2011, the insurer will require prior review and certification that the
patient has met specific clinical criteria before the procedure will be covered. While revenues from these procedures in this one
state are not significant to our overall revenues, it has caused uncertainty on whether more insurers may take similar actions.

As discussed above, we believe such deceleration and uncertainty as to revenue growth have decreased the valuations of other
spine companies in the U.S. market and thus has affected our estimated fair value of our U.S. Spine reporting unit.

In addition, following the FDA advisory panel decision in November 2009 we continued to evaluate our regulatory options for
marketing the Dynesys product differently. In 2010, we concluded that obtaining regulatory approval would take more time and
cost more money than originally expected. This conclusion has also contributed to the decrease in our estimated fair value of the
reporting unit.

As a result, we recorded goodwill impairment charges of $204.0 million and $73.0 million during the years ended
December 31, 2010 and 2009, respectively.

We have five other reporting units with goodwill assigned to them. We estimate the fair value of those reporting units using
the income approach by discounting to present value the estimated future cash flows of the reporting unit. For each of those five
reporting units, the estimated fair value substantially exceeds its carrying value.

We will continue to monitor the fair value of our U.S. Spine reporting unit as well as our other five reporting units in our
interim and annual reporting periods. If our estimated cash flows for these reporting units decrease, we may have to record further
impairment charges in the future. Factors that could result in our cash flows being lower than our current estimates include:

1) decreased revenues caused by changes in the healthcare market, or our inability to generate new product revenue from our
research and development activities, and 2) if we are not able to achieve the estimated operating margins in our forecasts due to
unforeseen factors. Additionally, changes in the broader economic environment could cause changes to our estimated discount
rates, which will impact our estimated fair values.

The components of identifiable intangible assets are as follows (in millions):

I ntell ecTtruaade mar ks
Core Develope®roperfapd TradeCustomer
Technol dggyhnol ogyRi ghts NamesRel ati onsBtpser Tot al

As of December 31, 2010:
Intangible assets subject to amortization:

Gross carrying amount $ 1441 $ 5115 $ 1537 $ 368 $ 1477 $ 70.0 $1,063.8

Accumulated amortization (52.0) (219.3) (73.4) (23.4) (328) (33.1) (434.0)
Intangible assets not subject to

amortization:

Gross carrying amount ? ? ? 197.3 ? ? 197.3
Total identifiable intangible assets $ 921 $ 2922 % 803 $ 2107 $ 1149 $ 369 $ 827.1
As of December 31, 2009:

Intangible assets subject to amortization:

Gross carrying amount $ 1441 $ 4991 $ 1452 $ 347 $ 129.2 $ 515 $1,003.8

Accumulated amortization (44.0) (183.5) (40.3) (20.0) (234) (311) (342.3)
Intangible assets not subject to

amortization:

Gross carrying amount ? ? ? 196.5 ? ? 196.5
Total identifiable intangible assets $ 1001 $ 3156 $ 1049 $ 2112 % 1058 $ 204 $ 858.0

The 2010 additions to developed technology, trademarks and trade names, and customer relationships intangible assets relate
to our acquisitions of Montagne, Sodem and foreign-based distributors. The majority of the 2010 additions to other intangible
assets relates to a distribution agreement.

We currently have and anticipate future product development efforts that may replace the current products that use our
trademarks and trade names. While it is possible, it is not known if these new products will utilize these trademarks and trade
names. If these new products do not
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use these trademarks and trade names, these assets may be impaired.

Total amortization expense for finite-lived intangible assets was $92.3 million, $93.2 million and $59.3 million for the years
ended December 31, 2010, 2009 and 2008, respectively. For 2010, $33.1 million of amortization expense was recorded as part of
cost of goods sold, with the remaining $59.2 million recorded as part of selling, general and administrative expenses. For 2009,
$33.6 million of amortization expense was recorded as part of cost of goods sold, with the remaining $59.6 million recorded as
part of selling, general and administrative expenses. For 2008, $6.7 million of amortization expense was recorded as part of cost
of goods sold, with the remaining $52.6 million recorded as part of selling, general and administrative expenses. Estimated annual
amortization expense for the years ending December 31, 2011 through 2015 is $89.4 million, $82.6 million, $75.7 million,
$71.3 million and $63.7 million, respectively.

10.0THER CURRENT AND LONG-TERM LI ABILITIES

Other current and long-term liabilities at December 31, 2010 and 2009 consist of the following (in millions):

2010 20009

Other current liabilities:

License and service agreements $ 1085 $ 108.0

Certain claims accrual (Note 19) 425 425

Salaries, wages and benefits 118.1 95.7

Accrued liabilities 254.9 2524
Total other current liabilities $ 5240 $ 498.6
Other long-term liabilities:

Long-term income tax payable $ 1135 $ 943

Certain claims accrual (Note 19) 90.3 294

Other long-term liabilities 180.2 204.8
Total other long-term liabilities $ 384.0 $ 3285
11.DEBT

We had no short-term debt as of December 31, 2010 or 2009. Long-term debt as of December 31, 2010 and 2009 on our
consolidated balance sheet consisted of the following (in millions):

2010 2009
Senior Notes due 2019 $ 500.0 $ 500.0
Senior Notes due 2039 500.0 500.0
Debt discount 1.2) 2)
Interest rate swaps 15 ?
Senior Credit Facility 141.8 128.8
Total long-term debt $ 1,142.1 $ 1,127.6

In November 2009, we sold $500 million aggregate principal amount of our 4.625 percent Senior Notes due November 30,
2019 and $500 million aggregate principal amount of our 5.75 percent Senior Notes due November 30, 2039 (Senior Notes) in a
public offering. Interest is payable on May 30 and November 30 of each year until maturity. We received net proceeds of
approximately $998.8 million, net of an offering discount of $1.2 million. The Senior Notes carry an effective interest rate of
4.634 percent and 5.762 percent, respectively. The estimated fair value of our Senior Notes as of December 31, 2010 and 2009
was $1,022.0 million and $992.1 million, respectively.

We may redeem the Senior Notes at our election in whole or in part at any time prior to maturity at a redemption price equal
to the greater of 1) 100 percent of the principal amount of the notes being redeemed; or 2) the sum of the present values of the
remaining scheduled payments of principal and interest (not including any portion of such payments of interest accrued as of the
date of redemption), discounted to the date of redemption on a semi-annual basis at the Treasury Rate (as defined in the debt
agreement), plus 20 basis points, in the case of the 2019 notes, and 25 basis points, in the case of the 2039 notes. We will also pay
the accrued and unpaid interest on the Senior Notes to the redemption date.

In December 2010, we entered into interest rate swap agreements which we designated as fair value hedges of underlying
fixed rate obligations on our Senior Notes due 2019. We did not have any interest rate swap agreements outstanding as of
December 31, 2009. See Note 13 for additional information regarding the interest rate swap agreements.

We have a five year $1,350 million senior credit agreement (Senior Credit Facility). The Senior Credit Facility is a revolving,
multi-currency, senior unsecured credit facility maturing November 30, 2012. Available borrowings under the Senior Credit
Facility at December 31, 2010 were $1,208.2 million. The carrying value of the Senior Credit Facility approximates fair value, as
the underlying instruments have variable interest rates at market value.

We and certain of our wholly owned foreign subsidiaries are the borrowers under the Senior Credit Facility. Borrowings under
the Senior Credit Facility bear interest at a LIBOR-based rate plus an applicable margin determined by reference to our senior
unsecured long-term credit rating and the amounts drawn under the Senior Credit Facility, at an alternate base rate, or at a fixed
rate determined through a competitive bid process. The Senior Credit Facility contains customary affirmative and negative
covenants and events of default for an unsecured financing arrangement, including, among other things, limitations on
consolidations, mergers and sales of assets. Financial covenants include a maximum leverage ratio of 3.0 to 1.0 and a minimum
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under the Senior Credit Facility as of December 31, 2010. Commitments under the Senior Credit Facility are subject to certain

fees, including a facility and a utilization fee.
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Borrowings under the Senior Credit Facility at December 31, 2010 and 2009 were Japanese Yen-based borrowings.
We also have available uncommitted credit facilities totaling $77.8 million.

The weighted average interest rate for all borrowings was 3.9 percent at December 31, 2010. We paid $59.8 million,
$17.0 million and $14.0 million in interest during 2010, 2009 and 2008, respectively.

12.0THER COMPREHENSI VE | NCOME

Other comprehensive income items represent certain amounts that are reported as components of shareholders? equity in our
consolidated balance sheet, including foreign currency translation adjustments, unrealized gains and losses, net of tax, on
available-for-sale investments and hedging instruments and pension liability adjustments.

Accumulated other comprehensive income at December 31, 2010 and 2009 consists of the following:

2010 2009
Foreign currency translation $ 3948 $ 4334
Foreign currency cash flow hedges (4.0) (14.0)
Unrealized loss on securities 0.2) 16)
Unrecognized prior service cost and unrecognized loss in actuarial assumptions (69.6) (59.2)
Accumulated other comprehensive income $ 3210 $ 358.6

13.DERI VATI VE | NSTRUMENTS AND HEDGI NG ACTI VI TIES

We are exposed to certain market risks relating to our ongoing business operations, including foreign currency exchange rate
risk, commodity price risk, interest rate risk and credit risk. We manage our exposure to these and other market risks through
regular operating and financing activities. Currently, the only risks that we manage through the use of derivative instruments are
interest rate risk and foreign currency exchange rate risk.

Interest Rate Risk
Derivatives Designated as Fair Value Hedges

We use interest rate derivative instruments to manage our exposure to interest rate movements by converting fixed-rate debt
into variable-rate debt. Under these agreements, we agree to exchange, at specified intervals, the difference between fixed and
variable interest amounts calculated by reference to an agreed-upon notional principal amount. The objective of the instruments is
to more closely align interest expense with interest income received on cash and cash equivalents. These derivative instruments
are designated as fair value hedges under U.S. GAAP. Changes in the fair value of the derivative instrument are recorded in
current earnings and are offset by gains or losses on the underlying debt instrument.

In December 2010, we entered into five nine-year fixed-to-variable interest rate swap agreements with notional amounts of
$50 million each for a total notional amount of $250 million. These interest rate swap agreements were designated as fair value
hedges of the fixed interest rate obligation under our $500 million 4.625 percent Senior Notes due November 30, 2019. On the
interest rate swap agreements outstanding as of December 31, 2010, we receive a fixed interest rate of 4.625 percent and pay
variable interest equal to the three-month LIBOR plus an average of 133 basis points. We did not have any interest rate swap
agreements outstanding as of December 31, 2009.

Derivative instruments designated as fair value hedges had the following effects on our consolidated statement of earnings for
the year ended December 31, 2010 (in millions):

2010
Gain on Loss on
Il ncome Statement Classification Swaps Borrowings
Interest and other income (expense), net $ 15 $ 5)
$ 15 $ (1.5)

We had no ineffective fair value hedging instruments during the year ended December 31, 2010.
Foreign Currency Exchange Rate Risk

We operate on a global basis and are exposed to the risk that our financial condition, results of operations and cash flows
could be adversely affected by changes in foreign currency exchange rates. To reduce the potential effects of foreign currency
exchange rate movements on net earnings, we enter into derivative financial instruments in the form of foreign currency exchange
forward contracts and options with major financial institutions. We are primarily exposed to foreign currency exchange rate risk
with respect to transactions and net assets denominated in Euros, Swiss Francs, Japanese Yen, British Pounds, Canadian Dollars,
Australian Dollars, Korean Won, Swedish Krona, Czech Koruna, Thai Baht, Taiwan Dollars, South African Rand, Russian Rubles
and Indian Rupees. We do not use derivative financial instruments for trading or speculative purposes.
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Derivatives Designated as Cash Flow Hedges

Our revenues are generated in various currencies throughout the world. However, a significant amount of our inventory is
produced in U.S. Dollars. Therefore, movements in foreign currency exchange rates may have different proportional effects on
our revenues compared to our cost of products sold. To minimize the effects of foreign currency exchange rate movements on
cash flows, we hedge intercompany sales of inventory expected to occur within the next 30 months with foreign currency
exchange forward contracts and options. We designate these derivative instruments as cash flow hedges.
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We perform quarterly assessments of hedge effectiveness by verifying and documenting the critical terms of the hedge
instrument and that forecasted transactions have not changed significantly. We also assess on a quarterly basis whether there have
been adverse developments regarding the risk of a counterparty default. For derivatives which qualify as hedges of future cash
flows, the effective portion of changes in fair value is temporarily recorded in other comprehensive income and then recognized in
cost of products sold when the hedged item affects net earnings. The ineffective portion of a derivative?s change in fair value, if
any, is reported in cost of products sold immediately. The net amount recognized in earnings during the years ended
December 31, 2010, 2009 and 2008 due to ineffectiveness and amounts excluded from the assessment of hedge effectiveness was
not significant.

For forward contracts and options outstanding at December 31, 2010, we have obligations to purchase U.S. Dollars and sell
Euros, Japanese Yen, British Pounds, Canadian Dollars, Australian Dollars, Korean Won, Swedish Krona, Czech Koruna, Thai
Baht, Taiwan Dollars, South African Rand, Russian Rubles and Indian Rupees and purchase Swiss Francs and sell U.S. Dollars at
set maturity dates ranging from January 2011 through June 2013. As of December 31, 2010, the notional amounts of outstanding
forward contracts and options entered into with third parties to purchase U.S. Dollars were $1.4 billion. As of December 31, 2010,
the notional amounts of outstanding forward contracts entered into with third parties to purchase Swiss Francs were
$212.1 million.

Derivative instruments designated as cash flow hedges had the following effects on other comprehensive income (OCI) on our
consolidated balance sheet and our consolidated statement of earnings on a gross basis for the years ended December 31, 2010
and 2009 (in millions):

Amount of Amount of
Gain/ (Loss) Gain/ (Loss)
Recogni zed Recl assified From OCI
in OCI to Cost of Products Sold
Derivative I nstrument 2010 2009 2008 2010 2009 2008
Foreign exchange forward contracts $ 112 $ (35.8) $ 331 $73 $ 168 $ (52.6)
Foreign exchange options 0.3 (2.0) 1.2 ? 1.2 ?
Total $ 115 $ (37.8) $ 343 7.3 $ 180 $ (52.6)

The fair value of outstanding derivative instruments designated as cash flow hedges and recorded on the balance sheet at
December 31, 2010, together with settled derivatives where the hedged item has not yet affected earnings, was a net unrealized
loss of $20.6 million, or $4.0 million after taxes, which is deferred in other comprehensive income, of which a loss of
$6.4 million, or a gain of $2.4 million after taxes, is expected to be reclassified to earnings over the next twelve months.

Derivatives Not Designated as Hedging | nstruments

We enter into foreign currency forward exchange contracts with terms of one month to manage currency exposures for
monetary assets and liabilities denominated in a currency other than an entity?s functional currency. As a result, any foreign
currency remeasurement gains/losses recognized in earnings are generally offset with gains/losses on the foreign currency forward
exchange contracts in the same reporting period. These offsetting gains/losses are recorded in cost of products sold as the
underlying assets and liabilities exposed to remeasurement include inventory-related transactions. These contracts are settled on
the last day of each reporting period. Therefore, there is no outstanding balance related to these contracts recorded on the balance
sheet as of the end of the reporting period. The notional amounts of these contracts are typically in a range of $1.0 billion to
$1.4 billion per quarter.

The following gains/(losses) from these derivative instruments were recognized in cost of products sold on our consolidated
statement of earnings (in millions):
Year Ended December 31,

Derivative Instrument 2010 2009 2008
Foreign exchange forward contracts $ 33 $ (10.3) $ (22)
Total $ 33 $ (10.3) $ 22

This impact does not include any offsetting gains/losses recognized in earnings as a result of foreign currency remeasurement
of monetary assets and liabilities denominated in a currency other than an entity?s functional currency.
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Bal ance Sheet Presentation

As of December 31, 2010 and 2009, all derivative instruments designated as fair valued hedges and cash flow hedges are
recorded at fair value on the balance sheet. On our consolidated balance sheet, we recognize individual forward contracts and
options with the same counterparty on a net asset/liability basis if we have a master netting agreement with the counterparty. The
fair value of derivative instruments on a gross basis as of December 31, 2010 and 2009 is as follows (in millions):

2010 2009
Bal ance Stiraét Bal ance Shkeair
Locati &ml ue Locati ovial ue
Asset Derivatives
Foreign exchange forward contracts Other current assets  $ 32.2 Other current assets ~ $23.3
Foreign exchange options Other current assets 0.4 Other current assets ?
Foreign exchange forward contracts Other assets 11.6 Other assets 6.3
Foreign exchange options Other assets 2.3 Other assets ?
Interest rate swaps Other assets 15 Other assets ?
Total asset derivatives $48.0 $29.6
Liability Derivatives
Foreign exchange forward contracts Other current liabilities $ 37.6 Other current liabilities  $35.4
Foreign exchange forward contracts Other long-term
liabilities 144 Other long-term liabilities 145
Total liability derivatives $52.0 $49.9

14 .RETI REMENT BENEFI T PLANS

We have defined benefit pension plans covering certain U.S. and Puerto Rico employees. The employees who are not
participating in the defined benefit plans receive additional benefits under our defined contribution plans. Plan benefits are
primarily based on years of credited service and the participant?s average eligible compensation. In addition to the U.S. and
Puerto Rico defined benefit pension plans, we sponsor various non-U.S. pension arrangements, including retirement and
termination benefit plans required by local law or coordinated with government sponsored plans.

We use a December 31 measurement date for our benefit plans.
Defined Benefit Pl ans

The components of net pension expense for the years ended December 31, 2010, 2009 and 2008 for our defined benefit
retirement plans are as follows (in millions):

U. S. and Puerto Rico Non-U. S.
2010 2009 2008 2010 20009 2008

Service cost $ 10.9 $ 123 $ 117 $14.6 $13.7 $12.1
Interest cost 115 10.6 9.7 6.7 6.8 7.3
Expected return on plan assets (18.1) (16.4) (13.5) (8.0) 8.2) (9.3)
Curtailment ? 0.4 ? ? ? ?
Settlement ? ? 34 ? ? 0.1
Amortization of prior service cost 0.1) 0.1 0.1 0.7) 0.7) 0.1)
Amortization of unrecognized

actuarial loss 24 4.1 2.2 1.2 1.9 0.1
Net periodic benefit cost $ 6.6 $ 111 $ 13.6 $1338 $135 $10.2
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The weighted average actuarial assumptions used to determine net pension expense for our defined benefit retirement plans
were as follows:

U. S. and Puerto Rico Non-U.S.
2010 2009 2008 2010 2009 2008

Discount rate 6.26 % 5.79 % 6.16 % 3.19% 3.40 % 3.60 %
Rate of compensation increase 3.80 % 3.84 % 3.84% 2.63 % 2.39 % 3.06 %
Expected long-term rate of return on plan assets 7.50 % 7.75% 8.00 % 412 % 4.16 % 4.64 %

The expected long-term rate of return on plan assets is based on the historical and estimated future rates of return on the
different asset classes held in the plans. The expected long-term rate of return is the weighted average of the target asset allocation
of each individual asset class. We believe that historical asset results approximate expected market returns applicable to the
funding of a long-term benefit obligation.

Discount rates were determined for each of our defined benefit retirement plans at their measurement date to reflect the yield
of a portfolio of high quality bonds matched against the timing and amounts of projected future benefit payments.

Changes in projected benefit obligations and plan assets, for the years ended December 31, 2010 and 2009 for our defined
benefit retirement plans, were (in millions):

U. S. and Puerto Ri &Non-U.S.

2010 20009 2010 2009

Projected benefit obligation ? beginning of year $187.6 $188.4 $197.3 $192.1
Service cost 10.9 12.3 14.6 13.7
Interest cost 11.5 10.6 6.7 6.8
Employee contributions ? ? 12.6 12.0
Benefits paid (3.6) (2.6) (18.1) (27.0)
Actuarial (gain) loss 20.7 (21.0) 0.2 (3.0)
Prior service cost ? ? ? (5.0)
Curtailment ? 0.1) ? ?
Translation loss ? ? 13.2 7.7
Projected benefit obligation ? end of year $227.1 $187.6 $226.5 $197.3
Plan assets at fair market value ? beginning of year $202.1 $1385 $179.0 $163.7
Actual return on plan assets 23.2 25.8 6.8 11.0
Employer contributions 23.2 40.4 14.0 12.2
Employee contributions ? ? 12.6 12.0
Benefits paid (3.6) (2.6) (18.1) (27.0)
Translation gain ? ? 11.7 7.1
Plan assets at fair market value ? end of year $244.9 $202.1 $206.0 $179.0
Funded status $ 17.8 $ 145 $ (205) $ (18.3)
Amounts recognized in consolidated balance sheet:

Prepaid pension $ 270 $ 214 $ 30 $ 18

Short-term accrued benefit liability 0.7) (0.3) ? ?

Long-term accrued benefit liability (8.5) (6.6) (23.5) (20.1)
Net amount recognized $ 17.8 $ 145 $ (20.5) $ (18.3)
Amounts recognized in accumulated other comprehensive income:

Unrecognized prior service cost $ 06 $ 05 $ (B5.7) $ (58)

Unrecognized actuarial loss 79.5 66.2 335 30.8
Total amount recognized $ 80.1 $ 66.7 $ 27.8 $ 25.0
56
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We estimate the following amounts recorded as part of accumulated other comprehensive income will be recognized as part of
our net pension expense during 2011 (in millions):

u. S. and
Puerto Ri &Non-U.S.

Unrecognized prior service cost $ ? $ (08)
Unrecognized actuarial loss 6.1 1.2
$ 6.1 $ 0.4

The weighted average actuarial assumptions used to determine the projected benefit obligation for our defined benefit
retirement plans were as follows:
U.S. and Puerto Rico Non-U.S.
2010 2009 2008 2010 2009 2008

Discount rate 5.82 % 6.26 % 5.79 % 2.82% 3.25% 3.34%
Rate of compensation increase 3.80% 3.80% 3.84% 2.61% 2.46 % 3.03%
Plans with projected benefit obligations in excess of plan assets as of December 31, 2010 and 2009 were as follows (in
millions):
U.S. and Puerto
Ri co Non-U. S.
2010 2009 2010 2009
Projected benefit obligation $9.2 $6.9 $200.7 $157.5
Plan assets at fair market value ? ? 177.3 137.7
Plans with accumulated benefit obligations in excess of plan assets as of December 31, 2010 and 2009 were as follows (in
millions):
U.S. and Puerto
Ri co Non-U. S.
2010 2009 2010 20009
Accumulated benefit obligation $6.1 $5.0 $167.2 $1459
Plan assets at fair market value ? ? 154.1 133.8

The accumulated benefit obligation for U.S. and Puerto Rico defined benefit retirement pension plans was $182.1 million and
$148.3 million as of December 31, 2010 and 2009, respectively. The accumulated benefit obligation for non-U.S. defined benefit
retirement plans was $212.9 million and $186.6 million as of December 31, 2010 and 2009, respectively.

The benefits expected to be paid out in each of the next five years and for the five years combined thereafter are as follows (in

millions):
Uu. S. and

For the Years Ending December 31, Puerto Rico Non-U.S.
2011 $ 5.1 $ 15.3

2012 6.6 16.0

2013 7.3 15.4

2014 8.7 15.1

2015 9.9 16.1
2016-2020 73.7 82.4

The U.S. and Puerto Rico defined benefit retirement plans? overall investment strategy is to maximize total returns by
emphasizing long-term growth of capital while avoiding risk. We have established target ranges of assets held by the plans of 45
to 50 percent for equity securities, 45 to 50 percent for debt securities and 5 to 10 percent in non-traditional investments. The
plans strive to have sufficiently diversified assets so that adverse or unexpected results from one asset class will not have an
unduly detrimental impact on the entire portfolio. The investments in the plans may be rebalanced quarterly based upon the target
asset allocation of the plans.

In the U.S. and Puerto Rico, we maintain an investment policy statement that guides the investment allocation in the plans.
The investment policy statement describes the target asset allocation positions described above. We have a benefits committee to
monitor compliance with the investment policy statement and manage the general investment strategy and objectives of the plans.
The benefits committee meets quarterly to review performance and to ensure that the current investment allocation is within the
guidelines set forth in the investment policy statement.

The investment strategies of non-U.S. based plans vary according to the plan provisions and local laws. The majority of the
assets in non-U.S. based plans are located in Switzerland based plans. These assets are held in trusts and are commingled with the
assets of other Swiss companies with representatives of all the companies making the investment decisions. The overall strategy is
to maximize total returns while avoiding risk. The trustees of the assets have established target ranges of assets held by the plans
of 30 to 50 percent in debt securities, 20 to 37 percent in equity
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securities, 15 to 24 percent in real estate, 3 to 15 percent in cash funds and 0 to 12 percent in other funds.

The fair value of our U.S. and Puerto Rico pension plan assets as of December 31, 2010, by asset category are as follows (in

millions):
Fair Value Measurements at Reporti
Quoted Prices
in Active Significant
Mar kets for Ot her Significant
Il dentical Observabl eUnobservabl e
Assets I nputs Il nputs
Asset Category Tot al (Level 1) (Level 2) (Level 3)
Cash and cash equivalents $ 08 $ 0.8 $ ? $ ?
Equity securities:
U.S. large-cap 34.1 ? 34.1 ?
U.S. small-cap 12.3 ? 12.3 ?
International 43.8 ? 43.8 ?
Real estate 14.8 ? 14.8 ?
Commodity-linked mutual funds 25.7 ? 25.7 ?
Intermediate fixed income securities 113.4 ? 1134 ?
Total $ 2449 3% 0.8 $ 2441 $ ?

The fair value of our U.S. and Puerto Rico pension plan assets as of December 31, 2009, by asset category are as follows (in

millions):
Fair Value Measurements at Reporti
Quoted Prices
in Active Significant
Mar kets for Ot her Significant
ldentical Observabl eUnobservabl e
Assets Il nput s Il nput s
Asset Category Tot al (Level 1) (Level 2) (Level 3)
Cash and cash equivalents $ 121 $ 12.1 $ ? $ ?
Equity securities:
U.S. large-cap 67.6 ? 67.6 ?
U.S. small-cap 20.8 ? 20.8 ?
International 225 ? 225 ?
Intermediate fixed income securities 79.1 ? 79.1 ?
Total $ 2021 % 12.1 $ 190.0 $ ?

The fair value of our non-U.S. pension plan assets as of December 31, 2010, by asset category are as follows (in millions):

Fair Value Measurements at Reporti
Quoted Prices
in Active Significant

Mar kets for Ot her Significant
ldentical Observabl e Unobservabl e
Assets I nputs I nputs

Asset Category Tot al (Level 1) (Level 2) (Level 3)
Cash and cash equivalents $ 143 $ 14.3 $ ? $ ?
Equity securities:

Energy 2.0 2.0 ? ?

Materials 1.6 1.6 ? ?

Industrials 34 3.4 ? ?

Consumer discretionary 25 25 ? ?

Consumer staples 3.7 8 ? ?

Healthcare 6.7 6.7 ? ?

Financials 7.0 7.0 ? ?
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Information technology 2.8 2.8 ? ?
Telecommunication services 1.0 1.0 ? ?
Utilities 22 2.2 ? ?
Other 27.1 242 2.9 ?
Fixed income securities:
Government bonds 33.0 ? 33.0 ?
Corporate bonds 41.0 ? 41.0 ?
Asset-backed securities 7.4 ? 7.4 ?
Other debt 11 ? 11 ?
Other types of investments:
Mortgage loans 5.6 ? 5.6 ?
Insurance contracts 5.0 ? 5.0 ?
Other investments 7.1 ? 7.1 ?
Real estate 315 ? ? 315
Total $ 2060 $ 71.4 $ 103.1 $ 315

The fair value of our non-U.S. pension plan assets as of December 31, 2009, by asset category are as follows (in millions):

Fair Value Measurements at Reporti
Quoted Prices
in Active Significant

Mar kets for Ot her Significant
Il dentical Observable Unobservable
Assets I nputs I nputs

Asset Category Tot al (Level 1) (Level 2) (Level 3)

Cash and cash equivalents $ 74 3% 7.4 $ ? $ ?

Equity securities:
Energy 1.6 1.6 ? ?
Materials 13 13 ? ?
Industrials 3.0 3.0 ? ?
Consumer discretionary 22 22 ? ?
Consumer staples 35 35 ? ?
Healthcare 6.3 6.3 ? ?
Financials 5.7 5.7 ? ?
Information technology 2.7 2.7 ? ?
Telecommunication services 1.0 1.0 ? ?
Utilities 1.4 1.4 ? ?
Other 23.2 20.5 2.7 ?

Fixed income securities:
Government bonds 295 ? 295 ?
Corporate bonds 36.9 ? 36.9 ?
Asset-backed securities 8.6 ? 8.6 ?
Other debt 0.9 ? 0.9 ?

Other types of investments:
Mortgage loans 5.0 ? 5.0 ?
Insurance contracts 5.1 ? 5.1 ?
Other investments 5.8 ? 5.8 ?

Real estate 27.9 ? ? 27.9

Total $ 1790 $ 56.6 $ 94.5 $ 279
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As of December 31, 2010 and 2009, our defined benefit pension plans? assets did not hold any direct investment in Zimmer
Holdings common stock.

Equity securities are valued using a market approach, based on quoted prices for the specific security from transactions in
active exchange markets (Level 1), or in some cases where we are invested in mutual or collective funds, based upon the net asset
value per unit of the fund which is determined from quoted market prices of the underlying securities in the fund?s portfolio
(Level 2). Fixed income securities are valued using a market approach, based upon quoted prices for the specific security or from
institutional bid evaluations. Some fixed income securities are in funds with a net asset value per unit which is determined using
similar techniques for the underlying securities in the fund?s portfolio. Real estate is valued by discounting to present value the
cash flows expected to be generated by the specific properties.

The following table provides a reconciliation of the beginning and ending balances of our non-U.S. pension plan assets
measured at fair value that used significant unobservable inputs (Level 3):

December

2010
Beginning Balance 27.9
Gains on assets sold 0.2
Change in fair value of assets 0.4
Net purchases and sales 0.6
Translation gain 24
Ending Balance $ 315

We expect that we will have no legally required minimum funding requirements in 2011 for the qualified U.S. and Puerto
Rico defined benefit retirement plans. We expect to voluntarily contribute between $35 million and $50 million to these plans
during 2011. Contributions to non-U.S. defined benefit plans are estimated to be approximately $15 million in 2011. We do not
expect the plan assets in any of our plans to be returned to us in the next year.

Defined Contribution Pl ans

We also sponsor defined contribution plans for substantially all of the U.S. and Puerto Rico employees and certain employees
in other countries. The benefits offered under these plans are reflective of local customs and practices in the countries concerned.
We expensed $24.4 million, $21.6 million and $17.1 million related to these plans for the years ended December 31, 2010, 2009
and 2008, respectively.

Postretirement Benefit Pl ans

During 2009, we amended the postretirement healthcare benefit plans for certain U.S. and Puerto Rico employees.
Participants in the plans between the ages of 55 and 65 who were previously receiving benefits will continue to receive benefits
until reaching the age of 65. For all other participants in the plans, no benefits will be paid after January 1, 2010. Additionally, we
contributed approximately $7 million to a VVoluntary Employees? Beneficiary Association (VEBA) trust to settle any future
obligations. We recognized a curtailment gain and settlement loss related to these actions.

The components of net periodic expense for the years ended December 31, 2010, 2009 and 2008 for our unfunded
postretirement benefit plans are as follows (in millions):

2010 2009 2008
Service cost $ 2 $ 0.8 $ 15
Interest cost ? 1.3 25
Amortization of prior service cost ? (0.2) (0.5)
Amortization of unrecognized actuarial loss ? 0.3 0.6
Settlement ? 3.2 ?
Curtailment ? (35.3) ?
Net periodic benefit cost $ 2 $  (29.9) $ 41

We have not provided further disclosures related to these postretirement benefit plans as other than the curtailment gain and
settlement loss in 2009 discussed above, these plans were not significant to our results of operations or financial position.

15.1 NCOME TAXES

The components of earnings before taxes consist of the following (in millions):

For the Years Ended December 31, 2010 2009 2008

United States operations $ 3824 $ 4897 $ 618.8

Foreign operations 477.8 508.5 503.0
Total $ 860.2 $ 9982 $ 1,121.8
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The provision for income taxes consists of (in millions):
Current:
Federal $ 235.3 $ 204.9 $ 136.0
State 19.5 23.3 27.3
Foreign 81.0 72.3 107.0
335.8 300.5 270.3
Deferred:
Federal (54.9) (17.4) 31.6
State (2.0) (3.1) (2.0)
Foreign (15.6) 0.8 (27.6)
(72.5) (19.7) 2.0
Provision for income taxes $ 263.3 $ 280.8 $ 272.3
Income taxes paid during 2010, 2009 and 2008 were $330.6 million, $268.5 million and $332.9 million, respectively.
A reconciliation of the U.S. statutory income tax rate to our effective tax rate is as follows:
59
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For the Years Ended December 31, 2010 2009 2008
U.S. statutory income tax rate 35.0% 35.0% 35.0%
State taxes, net of federal deduction 1.7 14 1.6
Tax impact of foreign operations, including foreign tax credits (10.6) 9.9) 9.8)
Tax benefit relating to U.S. manufacturer?s deduction and export sales (2.6) 1.5) 1.3)
R&D credit (0.8) 0.3) (0.1)
2007 settlement (tax benefit) ? ? (2.8)
In-process research and development charges ? ? 12
Goodwill impairment 8.3 2.6 ?
Other (0.4) 0.8 0.5
Effective income tax rate 30.6 % 28.1% 243 %

Our operations in Puerto Rico, Switzerland and the State of Indiana benefit from various tax incentive grants. Unless these
grants are extended, they will expire between fiscal years 2016 and 2019.

During the third quarter of 2008, we reached an agreement with the U.S. Internal Revenue Service (IRS) confirming the
deductibility of a portion of a payment we made to the U.S. government to settle certain claims and recorded a tax benefit of
$31.7 million.

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. We have established valuation
allowances for deferred tax assets when the amount of expected future taxable income is not likely to support the use of the
deduction or credit.

The components of deferred taxes consisted of the following (in millions):

December 31, 2010 2009
Deferred tax assets:
Inventory $ 234.3 $ 204.1
Net operating loss carryover 22.0 37.5
Tax credit carryover 325 20.7
Accrued liabilities 91.3 78.3
Share-based compensation 85.4 71.1
Unremitted earnings of foreign subsidiaries 104.2 105.5
Other 59.2 49.9
Total deferred tax assets 628.9 567.1
Less: Valuation allowances (39.9) (37.3)
Total deferred tax assets after valuation 589.0 529.8
Deferred tax liabilities:
Fixed assets $ (101.7) $ (105.0)
Intangible assets (151.9) (162.7)
Accrued liabilities 0.7) (24)
Other (1.0) (15)
Total deferred tax liabilities (255.3) (271.6)
Total net deferred tax assets $ 333.7 $ 258.2

The net operating loss carryovers are available to reduce future federal, state and foreign taxable earnings. At December 31,
2010, these net operating loss carryovers generally expire within a period of 1 to 20 years. Valuation allowances for net operating
loss carryovers have been established in the amount of $14.6 million and $13.2 million at December 31, 2010 and 2009,
respectively. The tax credit carryovers are available to offset future federal, state and foreign tax liabilities. At December 31,
2010, these tax credit carryovers generally expire within a period of 1 to 10 years. We have established valuation allowances for
certain tax credit carryovers in the amount of $17.5 million and $17.9 million at December 31, 2010 and 2009, respectively. The
remaining valuation allowances of $7.8 million and $6.2 million at December 31, 2010 and 2009, respectively, relate primarily to
potential capital losses. We have established valuation allowances related to certain business combination transactions through
goodwill. These allowances were approximately $13.3 million and $14.5 million at December 31, 2010 and 2009, respectively.

At December 31, 2010, we had an aggregate of approximately $2,191 million of unremitted earnings of foreign subsidiaries
that have been, or are intended to be, indefinitely reinvested for continued use in foreign operations. If the total undistributed
earnings of foreign subsidiaries were remitted, a significant amount of the additional tax would be offset by the allowable foreign
tax credits. It is not practical for us to determine the additional tax of remitting these earnings.

The following is a tabular reconciliation of the total amounts of unrecognized tax benefits (in millions):

2010 2009 2008
Balance at January 1 $ 150.4 $ 129.5 $ 135.2
Increases related to prior periods 23.1 32.9 12.1
Decreases related to prior periods (6.1) (26.7) (32.0)
Increases related to current period 23.7 17.4 15.8
Decreases related to settlements with taxing authorities (14.1) 11) (1.3)
Decreases related to lapse of statute of limitations 9.0) (1.6) (0.3)

189/210



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
Balance at December 31 $ 168.0 $ 150.4 $ 129.5

Included in the balance of unrecognized tax benefits at December 31, 2010 are $112.2 million of tax benefits that, if
recognized, would affect the effective tax rate.

We recognize accrued interest and penalties related to unrecognized tax benefits as income tax expense. We decreased interest
and penalties by $5.8 million during 2010, and as of December 31, 2010, had recognized a liability for interest and penalties of
$22.8 million. During 2009, we accrued interest and penalties of $5.7 million, and as of December 31, 2009, had recognized a
liability for interest and penalties of $28.6 million. During 2008, we accrued interest and penalties of $3.3 million, and as of
December 31, 2008, had recognized a liability for interest and penalties of $22.9 million.

We operate in multiple income tax jurisdictions both inside and outside the U.S. and are currently under audit in numerous
federal, state and foreign jurisdictions. Accordingly, we expect that the net amount of tax liability for unrecognized tax benefits
will change in the next twelve
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months due to changes in audit status, expiration of statutes of limitations and other events which could impact our determination
of unrecognized tax benefits. Currently, we cannot reasonably estimate the amount by which our unrecognized tax benefits will
change.

During the third quarter of 2009 we settled various tax matters with the IRS for all years prior to 2005. Our U.S. federal
returns for years 2005 through 2007 are currently under IRS examination. In January 2011, the IRS issued a Notice of Proposed
Adjustment (NOPA) for tax years 2006 and 2007. The NOPA relates to intercompany pricing between certain of our U.S. and
foreign subsidiaries. We believe that we have followed applicable U.S. tax laws and will vigorously defend our income tax
positions. However, the ultimate settlement with the IRS related to these proposed adjustments could have a material impact on
our income tax expense and net earnings.

State income tax returns are generally subject to examination for a period of 3 to 5 years after filing of the respective return.
The state impact of any federal changes generally remains subject to examination by various states for a period of up to one year
after formal notification to the states. We have various state income tax returns in the process of examination, administrative
appeals or litigation.

Our tax returns are currently under examination in various foreign jurisdictions. Foreign jurisdictions have statutes of
limitations generally ranging from 3 to 5 years. Years still open to examination by foreign tax authorities in major jurisdictions
include: Australia (2004 onward), Canada (2004 onward), France (2008 onward), Germany (2005 onward), Ireland (2008
onward), Italy (2006 onward), Japan (2004 onward), Korea (2005 onward), Puerto Rico (2005 onward), Singapore (2004
onward), Switzerland (2009 onward), and the United Kingdom (2009 onward).

16 .CAPI TAL STOCK AND EARNI NGS PER SHARE

We are authorized to issue 250 million shares of preferred stock, none of which were issued or outstanding as of
December 31, 2010.

The numerator for both basic and diluted earnings per share is net earnings available to common stockholders. The
denominator for basic earnings per share is the weighted average number of common shares outstanding during the period. The
denominator for diluted earnings per share is weighted average shares outstanding adjusted for the effect of dilutive stock options
and other equity awards. The following is a reconciliation of weighted average shares for the basic and diluted share computations
for the years ended December 31 (in millions):

2010 2009 2008
Weighted average shares outstanding for basic net earnings per share 200.0 215.0 227.3
Effect of dilutive stock options and other equity awards 11 0.8 1.0
Weighted average shares outstanding for diluted net earnings per share 201.1 215.8 228.3

For the year ended December 31, 2010, an average of 13.7 million options to purchase shares of common stock were not
included in the computation of diluted earnings per share as the exercise prices of these options were greater than the average
market price of the common stock. For the years ended December 31, 2009 and 2008, an average of 14.3 million and 11.2 million
options, respectively, were not included.

During 2010, we repurchased 9.1 million shares of our common stock at an average price of $55.26 per share for a total cash
outlay of $505.6 million, including commissions. As of December 31, 2010, approximately $1.2 billion remained authorized
under a $1.5 billion repurchase program, which will expire on December 31, 2013.
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17.SEGMENT DATA

We design, develop, manufacture and market orthopaedic reconstructive implants, dental implants, spinal implants, trauma
products and related surgical products which include surgical supplies and instruments designed to aid in surgical procedures and
post-operation rehabilitation. We also provide other healthcare-related services. Revenue related to these services currently
represents less than 1 percent of our total net sales. We manage operations through three major geographic segments ? the
Americas, which is comprised principally of the U.S. and includes other North, Central and South American markets; Europe,
which is comprised principally of Europe and includes the Middle East and African markets; and Asia Pacific, which is comprised
primarily of Japan and includes other Asian and Pacific markets. This structure is the basis for our reportable segment information
discussed below. Management evaluates reportable segment performance based upon segment operating profit exclusive of
operating expenses pertaining to share-based payment expense, inventory step-up, ?Certain claims?, goodwill impairment, ?
Special items?, net curtailment and settlement and global operations and corporate functions. Global operations include research,
development engineering, medical education, brand management, corporate legal, finance, and human resource functions, U.S.
and Puerto Rico-based manufacturing operations and logistics and intangible amortization resulting from business combination
accounting. Intercompany transactions have been eliminated from segment operating profit. Management reviews accounts
receivable, inventory, property, plant and equipment, goodwill and intangible assets by reportable segment exclusive of U.S. and
Puerto Rico-based manufacturing operations and logistics and corporate assets.

Net sales, segment operating profit and year-end assets are as follows (in millions):

Net Sales Operating ProfiYtear-End Assets
2010 2009 2008 2010 2009 2008 2010 2009

Americas $24316 $23724 $23539 $12146 $1,168.7 $1,2094 $25780 $3,022.4
Europe 1,099.5 1,119.2 1,179.1 398.0 436.8 470.2 2,210.8 2,273.6
Asia Pacific 689.1 603.8 588.1 259.9 257.4 257.1 561.4 443.6
Net sales $4,220.2 $4,0954 $4,121.1
Share-based payment expense (62.0) (75.3) (69.9)
Inventory step-up 1.4) (12.5) (7.0)
Certain claims (75.0) (35.0) (69.0)
Goodwill impairment (204.0) (73.0) ?
Special items (34.7) (75.3) (68.5)
Net curtailment and

settlement ? 321 ?
Global operations and

corporate functions (578.7) (605.1) (632.3) 2,649.7 2,045.9
Operating profit $ 9167 $1,0188 $1,090.0
Total assets $7999.9 $7,7855

U.S. sales were $2,277.2 million, $2,237.5 million and $2,212.3 million for the years ended December 31, 2010, 2009 and
2008, respectively. Sales within any other individual country were less than 10 percent of our consolidated sales. Sales are
attributable to a country based upon the customer?s country of domicile.

Net sales by product category are as follows (in millions):

2010 2009 2008

Reconstructive
Knees $ 1,789.9 $ 1,756.3 $ 1,763.1
Hips 1,262.3 1,228.5 1,279.4
Extremities 150.1 135.6 121.0
Total 3,202.3 3,120.4 3,163.5
Dental 219.0 204.7 2275
Trauma 245.5 234.8 222.3
Spine 234.4 253.6 229.7
Surgical and other 319.0 281.9 278.1
Total $ 4,220.2 $ 4,095.4 $ 4,121.1
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Long-lived tangible assets as of December 31, 2010 and 2009 are as follows (in millions):
2010 2009

Americas $ 8415 $ 851.0
Europe 281.7 285.0
Asia Pacific 90.6 85.7
Total $ 1,213.8 $ 1,221.7

The Americas long-lived tangible assets are located primarily in the U.S. Approximately $235.4 million of Europe long-lived
tangible assets as of December 31, 2010 are located in Switzerland.

Capital expenditures by reportable segment for the years ended December 31, 2010, 2009 and 2008 were as follows (in

millions):
2010 2009 2008

Americas

Additions to other property, plant and equipment $ 0.3 $ 0.6 $ 15
Europe

Additions to instruments 22.9 17.0 25.3

Additions to other property, plant and equipment 16.9 28.8 59.6
Asia Pacific

Additions to instruments 5.2 5.8 2.2

Additions to other property, plant and equipment 7.6 5.1 9.4
Global operations and corporate functions

Additions to instruments 164.4 101.4 2104

Additions to other property, plant and equipment 54.4 70.6 179.5

For segment reporting purposes, deployed instruments are included in the measurement of reportable segment assets while
undeployed instruments at U.S. and Puerto Rico-based manufacturing operations and logistics are included in global operations
and corporate functions. The majority of instruments are purchased by U.S. and Puerto Rico-based manufacturing operations and
logistics and are deployed to the reportable segments as needed for the business.

Depreciation and amortization included in reportable segment profit for the years ended December 31, 2010, 2009 and 2008
was as follows (in millions):

2010 2009 2008
Americas $ 78.1 $ 86.4 $ 78.5
Europe 70.5 64.8 57.0
Asia Pacific 30.0 26.7 25.6
Global operations and corporate functions 161.6 159.5 114.0
$ 3402 $ 3374 $ 2751

18.LEASES

Future minimum rental commitments under non-cancelable operating leases in effect as of December 31, 2010 were
$44.6 million for 2011, $30.6 million for 2012, $19.4 million for 2013, $12.6 million for 2014, $10.5 million for 2015 and $25.0
million thereafter. Total rent expense for the years ended December 31, 2010, 2009 and 2008 aggregated $46.2 million, $43.5
million and $41.4 million, respectively.

19.COMMI TMENTS AND CONTI NGENCI ES

Product Liability-Related Clai ms

We are subject to product liability claims arising in the ordinary course of our business. We establish standard accruals for
product liability claims in conjunction with outside counsel based on current information and historical settlement information for
open claims, related legal fees and claims incurred but not reported. These standard product liability accruals are recognized in
selling, general and administrative expense. We may also establish provisions for certain product liability claims outside of the
standard accruals that are recorded separately on our statement of earnings, such as the provision for claims related to the Durom®

Acetabular Component (Durom Cup) discussed below. We maintain insurance, subject to self-insured retention requirements, for
losses from these and other claims.

On July 22, 2008, we temporarily suspended marketing and distribution of the Durom Cup in the U.S. Subsequently, a
number of product liability lawsuits and other claims have been asserted against us. We have settled some of these claims and the
others are still pending. Additional claims may be asserted in the future.

We recorded a provision of $69.0 million in 2008 as ?Certain claims? on our statement of earnings representing our estimate
of the Durom Cup-related claims we expected to be made for revision surgeries occurring within two years of the original surgery.
In 2009, based on claims information received after our initial estimate, we increased our estimate of the number of claims for
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revision surgeries occurring within two years of the original surgery and, accordingly, increased the ?Certain claims? provision by
$35.0 million. In the second quarter of 2010, based on more recent claims information available and after consultation with an
independent actuary, we revised our estimate to include all claims for revisions of original surgeries performed before July 22,
2008 on a worldwide basis, regardless of the amount of time between the revision surgery and the original surgery. As a result, we
increased the ?Certain claims? provision by $75.0 million, for a total of $179.0 million.

For the years ended December 31, 2010, 2009 and 2008 we recorded $10.9 million, $24.6 million and $7.2 million,
respectively, as part of our standard product liability accruals for worldwide claims relating to revisions of Durom Cup cases
where the revisions had occurred, or were estimated to occur, more than two years after the original surgery. Beginning with the
second quarter of 2010, any additional provisions for such
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claims are recorded as part of the ?Certain claims? accrual, as described above.

We will continue to record any provisions for claims relating to Durom Cup cases where the original surgery was performed
after July 22, 2008 as part of our standard product liability accruals. As of December 31, 2010, we have recorded provisions
totaling $6.0 million for such post-suspension claims.

Our estimate as of December 31, 2010 of the remaining liability for all Durom Cup-related claims relating to original
surgeries performed before July 22, 2008 is $132.8 million, of which $42.5 million is classified as short-term in ?Other current
liabilities? and $90.3 million is classified as long-term in ?Other long-term liabilities? on our consolidated balance sheet. We
expect to pay the majority of the Durom Cup-related claims within the next three years.

We rely on significant estimates in determining the provisions for Durom Cup-related claims, including the number of claims
that we will receive and the average amount we will pay per claim. The actual number of claims that we receive and the average
amount we pay per claim may differ from our estimates, which could result in further changes to the provision.

On August 20, 2008, Margo and Daniel Polett filed an action against us and an unrelated third party, Public Communications,
Inc. (PCI), in the Court of Common Pleas, Philadelphia, Pennsylvania seeking an unspecified amount of damages for injuries and
loss of consortium allegedly suffered by Mrs. Polett and her spouse, respectively. The complaint alleged that defendants were
negligent in connection with Mrs. Polett?s participation in a promotional video featuring one of our knee products. The case was
tried in November 2010 and the jury returned a verdict in favor of plaintiffs. The jury awarded $27.6 million in compensatory
damages and apportioned fault 30 percent to plaintiffs, 34 percent to us and 36 percent to PCI. Under applicable law, we may be
liable for any portion of the damages apportioned to PCI that it does not pay. The trial court has not yet entered a judgment on the
verdict. On December 2, 2010, we and PCI filed a Motion for Post-Trial Relief seeking a judgment notwithstanding the verdict, a
new trial or a remittitur. That motion is pending. If our post-trial motion is unsuccessful, we intend to appeal the verdict and will
be required to post a bond for the verdict amount plus interest. We do not believe the facts and evidence support the jury?s
verdict. We have not recorded any charge relating to this matter in our consolidated statement of earnings for the year ended
December 31, 2010, because we believe we have strong arguments for reversing the jury verdict, either before the trial court or on
appeal. As a result, we do not believe that it is probable that we have incurred a liability consistent with the verdict and we cannot
reasonably estimate any loss that might eventually be incurred. Although we believe we have strong grounds to reverse the jury?s
verdict, the ultimate resolution of this matter is uncertain. We could in the future be required to record a charge to our
consolidated statement of earnings that could have a material adverse effect on our results of operations in any particular period.

Intellectual Property-Related Clai ms

We are subject to claims of patent infringement and other intellectual property-related claims and lawsuits in the ordinary
course of our business. We maintain insurance, subject to self-insured retention requirements, for losses from these and other
claims.

On February 15, 2005, Howmedica Osteonics Corp. filed an action against us and an unrelated party in the U.S. District Court
for the District of New Jersey alleging infringement of U.S. Patent Nos. 6,174,934; 6,372,814, 6,664,308; and 6,818,020. On
June 13, 2007, the Court granted our motion for summary judgment on the invalidity of the asserted claims of U.S. Patent Nos.
6,174,934; 6,372,814; and 6,664,308 by ruling that all of the asserted claims are invalid for indefiniteness. On August 19, 2008,
the Court granted our motion for summary judgment of non-infringement of certain claims of U.S. Patent No. 6,818,020, reducing
the number of claims at issue in the suit to five. On April 9, 2009, in response to our earlier petition, the U.S. Patent and
Trademark Office (USPTO) instituted re-examination proceedings against U.S. Patent No. 6,818,020. The USPTO rejected all
previously issued claims of U.S. Patent No. 6,818,020 as being unpatentable in light of one or more prior art references. On
September 30, 2009, the Court issued an order staying proceedings in the litigation pending the outcome of the re-examination
process. Subsequent to that stay order, Howmedica filed a motion seeking to certify an appeal of the summary judgment ruling on
the ?934, 2814 and ?308 patents. That motion was granted on January 13, 2010. On October 13, 2010, the U.S. Court of Appeals
for the Federal Circuit affirmed the District Court?s ruling on the invalidity of the asserted claims of the ?934, ?814 and 7308
patents. On November 12, Howmedica filed a petition for a re-hearing en banc, which was denied on December 14, 2010. The
case otherwise remains stayed pending the USPTO?s re-examination of the 2020 patent. We continue to believe that our defenses
against infringement are valid and meritorious, and we intend to continue to defend this lawsuit vigorously.

While it is not possible to predict the outcome of these lawsuits and claims with any certainty, we believe that the liability, if
any, resulting from these claims will not have a material adverse effect on our consolidated financial position, results of
operations or cash flows.

Government Investigations

In September 2007, we and other orthopaedic companies settled a U.S. government investigation pertaining to consulting
contracts, professional services agreements and other agreements by which remuneration is provided to orthopaedic surgeons. As
part of the settlement, we entered
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into a Corporate Integrity Agreement (CIA) with the Office of Inspector General of the Department of Health and Human
Services (OIG-HHS). Under the CIA, which has a term expiring in 2012, we agreed, among other provisions, to continue the
operation of our enhanced Corporate Compliance Program, designed to promote compliance with federal healthcare program
requirements. We also agreed to retain an independent review organization to perform annual reviews to assist us in assessing our
compliance with the obligations set forth in the CIA to ensure that arrangements we enter into do not violate the Anti-Kickback
Statute (42 U.S.C. § 1320a-7b). A material breach of the CIA may subject us to exclusion by OIG-HHS from participation in all
federal healthcare programs, which would have a material adverse effect on our financial position, results of operations and cash
flows.

In November 2007, we received a civil investigative demand from the Massachusetts Attorney General?s office seeking
additional information regarding our financial relationships with a number of Massachusetts healthcare providers. We received a
similar inquiry from the Oregon Attorney General?s office in October 2008. We are cooperating fully with the investigators with
regard to these matters.

In September 2007, the Staff of the U.S. Securities and Exchange Commission (SEC) informed us that it was conducting an
investigation regarding potential violations of the Foreign Corrupt Practices Act (FCPA) in the sale of medical devices in a
number of foreign countries by companies in the medical device industry. In November 2007, we received a letter from the U.S.

Department of Justice (DOJ) requesting that any information provided to the SEC also be provided to the DOJ on a voluntary
basis. We are continuing to provide information and cooperate fully with the SEC and the DOJ. In the course of continuing
dialogues with the agencies, we have voluntarily disclosed information to the SEC and DOJ relating to sales of our products by
independent distributors in two South American countries. We cannot currently predict the outcome of the investigation or the
impact of our voluntary disclosures to the authorities.

Putative Class Actions

On August 5, 2008, a complaint was filed in the U.S. District Court for the Southern District of Indiana, Plumbers and
Pipefitters Local Union 719 Pension Fund v. Zimmer Holdings, Inc., et al., naming us and two of our executive officers as
defendants. The complaint related to a putative class action on behalf of persons who purchased our common stock between
January 29, 2008 and July 22, 2008. The complaint alleged that the defendants violated the federal securities law by allegedly
failing to disclose developments relating to our orthopaedic surgical products manufacturing operations in Dover, Ohio and the
Durom Cup. The plaintiff sought unspecified damages and interest, attorneys? fees, costs and other relief. On December 24, 2008,
the lead plaintiff filed a consolidated complaint that alleged the same claims and related to the same time period. The defendants
filed a motion to dismiss the consolidated complaint on February 23, 2009. On December 1, 2009, the Court granted defendants?
motion to dismiss, without prejudice. On January 15, 2010, the plaintiff filed a motion for leave to amend the consolidated
complaint. On January 28, 2011, the Court denied the plaintiff?s motion for leave to amend the consolidated complaint and
dismissed the case. The plaintiff has 30 days to file a notice of appeal to the U.S. Court of Appeals for the Seventh Circuit. We
believe this lawsuit is without merit, and we and the individual defendants intend to defend it vigorously.

On November 20, 2008, a complaint was filed in the U.S. District Court for the Northern District of Indiana, Dewald v.
Zimmer Holdings, Inc., et al., naming us and certain of our current and former directors and employees as defendants. The
complaint relates to a putative class action on behalf of all persons who were participants in or beneficiaries of our U.S. or Puerto
Rico Savings and Investment Programs (plans) between October 5, 2007 and the date of filing and whose accounts included
investments in our common stock. The complaint alleges, among other things, that the defendants breached their fiduciary duties
in violation of the Employee Retirement Income Security Act of 1974, as amended, by continuing to offer Zimmer stock as an
investment option in the plans when the stock purportedly was no longer a prudent investment and that defendants failed to
provide plan participants with complete and accurate information sufficient to advise them of the risks of investing their
retirement savings in Zimmer stock. The plaintiff seeks an unspecified monetary payment to the plans, injunctive and equitable
relief, attorneys? fees, costs and other relief. On January 23, 2009, the plaintiff filed an amended complaint that alleges the same
claims and clarifies that the class period is October 5, 2007 through September 2, 2008. The defendants filed a motion to dismiss
the amended complaint on March 23, 2009. The motion to dismiss is pending with the court. On June 12, 2009, the U.S. Judicial
Panel on Multidistrict Litigation entered an order transferring the Dewald case to the U.S. District Court for the Southern District
of Indiana for coordinated or consolidated pretrial proceedings with the Plumbers & Pipefitters Local Union 719 Pension Fund
case referenced above. We believe this lawsuit is without merit, and we and the individual defendants intend to defend it
vigorously.
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20.QUARTERLY FI NANCI AL | NFORMATI ON (UNAUDI TED)
(in millions, except per share data)
2010 Quarter Ended 2009 Quarter Ended
Ma r Jun Sep Dec Ma r Jun Sep Dec

Net sales $1,0628 $1,057.7 $965.0 $1,1347 $9926 $1,0199 $9756 $1,107.3
Gross profit 794.4 807.1 745.8 860.5 762.3 783.1 726.3 832.9
Net earnings of Zimmer

Holdings, Inc. 205.4 165.5 191.1 34.9 202.2 210.1 149.9 155.2
Earnings per common share

Basic 1.01 0.82 0.96 0.18 0.91 0.98 0.70 0.74

Diluted 1.01 0.82 0.96 0.18 0.91 0.98 0.70 0.74

In the fourth quarter of 2010, we recorded certain adjustments related to prior periods that reduced net earnings by
$5.0 million. The adjustments increased operating expenses by $2.9 million and increased the provision for income taxes by
$2.1 million. We assessed the effects of these adjustments had they been made in prior periods to be immaterial.
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(in millions)
Additions
Bal ance aGharged Ef fects of Bal ance at
Beginni(nGQredi t ®@pducti of®rei gnAcquiredEnd of
Description of Peritood Expehs®eReserGuerrendyl owanceReri od
Doubtful Accounts:
Year Ended December 31, 2008 $ 217 $ (05) $ (19) $ (1.2) $ 19 $ 20.0
Year Ended December 31, 2009 20.0 0.1 1.8) 0.5 ? 18.8
Year Ended December 31, 2010 18.8 1.0) 3.1) 0.6) 0.3 14.4
Excess and Obsolete Inventory:
Year Ended December 31, 2008 $143.7 $ 66.5 $(231) $ (26) $ 15.1 $199.6
Year Ended December 31, 2009 199.6 81.7 (33.5) 7.3 ? 255.1
Year Ended December 31, 2010 255.1 45.8 (42.2) 7.4 2.3 268.4
Excess and Obsolete Instruments:
Year Ended December 31, 2008 $ 317 $ 56 $ 29) $ 03 $ 24 $ 371
Year Ended December 31, 2009 37.1 22.7 (6.5) 0.5 ? 53.8
Year Ended December 31, 2010 53.8 12.1 (36) 0.7 ? 63.0
74
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Management?s Report on Internal Control Over Financial Reporting

The management of Zimmer Holdings, Inc. is responsible for establishing and maintaining adequate internal control over
financial reporting. Internal control over financial reporting is defined in Rules 13a-15(f) or 15d-15(f) promulgated under the
Securities Exchange Act of 1934 as a process designed by, or under the supervision of, the company?s principal executive and
principal financial officers and effected by the company?s Board of Directors, management and other personnel, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with U.S. generally accepted accounting principles and includes those policies and procedures that:

? Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of
the assets of the company;

?Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with U.S. generally accepted accounting principles, and that receipts and expenditures of the company are being
made only in accordance with authorizations of management and directors of the company; and

?Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the
company?s assets that could have a material effect on the financial statements.

Because of its inherent limitations, the company?s internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

The company?s management assessed the effectiveness of the company?s internal control over financial reporting as of
December 31, 2010. In making this assessment, the company?s management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control-Integrated Framework.

Based on that assessment, management has concluded that, as of December 31, 2010, the company?s internal control over
financial reporting is effective based on those criteria.

The company?s independent registered public accounting firm has audited the effectiveness of the company?s internal control
over financial reporting as of December 31, 2010, as stated in its report which appears in Item 8 of this Annual Report on
Form 10-K.

34
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Report of I ndependent Registered Public Accoun:

To The Stockhol ders and Board of Directors of Zi mmer Ho l

In our opinion, the consolidated financial statements listed in the index appearing under Item 15(a)(1) present fairly, in all material
respects, the financial position of Zimmer Holdings, Inc. and its subsidiaries at December 31, 2010 and 2009, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 2010 in conformity with accounting principles
generally accepted in the United States of America. In addition, in our opinion, the financial statement schedule listed in the accompanying
index appearing under Item 15(a)(2) presents fairly, in all material respects, the information set forth therein when read in conjunction with
the related consolidated financial statements. Also in our opinion, the Company maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2010, based on criteria established in Internal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSQO). The Company’s management is responsible for these
financial statements, for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting, included in the accompanying Report of Management on Internal Control over Financial Reporting. Our
responsibility is to express opinions on these financial statements and on the Company’s internal control over financial reporting based on
our integrated audits. We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are
free of material misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our
audits of the financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of
internal control based on the assessed risk. Our audits also included performing such other procedures as we considered necessary in the

circumstances. We b e | i thavoer audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (i) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized

acquisition, use, or disposition of the company’s assets that could have a material effect on the financial statements.
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Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections

of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in

conditions, or that the degree of compliance with the policies or procedures may deteriorate.

PricewaterhouseCoopers LLP
Chicago, I'llinoi s

February 24, 2011
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