EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

24

24 6 4

2011 2011 12 31

(Zi mmer Hol dings, I nc.)

(Chad F. Phipps, Senior Vice President,
Secretary)

46580
345
(345 East Main Street, Warsaw, I ndi ana -
13 10
( )

(03)5157 2700

13 10

( )

(03)5157 2700

(1)
(2)
79.86 ( 24 5 1 UFJ

(3)

1/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

(1)

SEC

SEC

DGCL
DGCL

(b)
DGCL

10 60

2/201



(d)

DGCL
DGCL

(e)
DGCL

(f)

(2)

(a)
(i)

(ii)

(A)

(B)

(C)

250,
.01

000,

000

3/201

0.

01
250,

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

000, 000



DGCL

4/201

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn



(iv)
(A)
(B)
(b)
(i)
(ii)
(iii)

5/201

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

(iv)

10 60

(v)

(vi)
DGCL

(vii)

(ii) (iii) i v (v)

(c)

6/201



(i)
(ii)
(iii)
(iv)
(v)
12
(vi)

24

2008

7/201

12

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

(vii)

(viii)

(ix)

(d)

(ii)

(e)
(i)

8/201



(ii)

(iii)

(iv)

(vi)
(A)

(B)

9/201

(i)

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

(iii)



(vii)
(A)

(B)

(viii)

(ix)

12

10/201

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

ooooooo
(1)
10%
2004 2004
(a)
30%
2004
10%
(b)
183 2
(¢c)
(a) (b)
/
2004
1

(d)

11/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

(2)

(1) (

(1)
(2)

12/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

2011 12 31 5

2011 2010 20009 2008 2007

4,4501.8 4,22p.2 4,09p.4 4,121.1 3,89F.5

760} 8 5961 9 717] 4 848 6 773 2

1
4.05 2.98 3.34 3.73 3.28
4. 03 2.97 3.32 3.72 3.26
187.6 200. 0 215.0 227. 3 235.5
188. 7 201. 1 215. 8 228. 3 237.5

(624[.4) (7286.9) (381[.2) (924[.2) (491]. 5)

(455(.8) (489.6) (262[.1) (343.5) (399 5)

768 3 668 9 691\ 7 2121 6 463] 9

13/201



EDINETOOOO

OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
( 1 )
2011 2010 20009 2008 2007
355,p21 337,p25 327,p59 329,111 311, p54
60,757 47,668 57,292 67,769 61,748
680, P32 638, B72 621,50 578,07 529,67
323 238 267 298 262
322 237 265 297 260
187.6 200.0 215.0 227.3 235.5
188. 7 201. 1 215. 8 228.3 237.5
93,987 95,313 89,244 82,903 86,600
(49,B65)(58,p50)(30,M43)(73,B07)(39,p51)
(36,400)(39,p99)(20,Pp31)(27,432)(31,po04)
61,356 53,418 55,239 16,978 37,047
8, 70p 8,80p 8,20p 8,50p 7,60p

14/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

1927
1972

2001 1

2001 8

2003 AG

2004

2007 4
2007 11
2008 10

2010 12

1975
1981
1990

2001

2003 AG
2003 10 2

15/201



2001
1927

25 100

2011

2011

16/201

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

2001 8 6

100

80



93

52

2011 11

2011

2011

2011

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

oOoOooodn
2,440. 8 55
27 1,214.5
72
18 796. 5
7,000

17/201



Trabecul

2
PS
NexPSen
PS CR
Nex Gen
Nex Gen
N e x GeRn

Ne x GeR+ Fl e x

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

Trabeculg'\r/I Met al Trabecul ar

CR

18/201

ar

uc

Met al

Nex Gen

Nex Gen

Next Gen

Nex Gen CR- FI

e X

Met a



OooooOodd
NexGenf'Legacy PS
Nex Gen Legacy LPS 155
2008 NexGenLPS-
2
Gender SEi)I‘{Ieux(B&)ms
5 GendTeMr
Gender Solutions Next Gen CR-Flex LPS-FI ex
Ne x Gen Trabecul ar Met al
TM
Nex Gen Priol ong Nex Gen
Prol ong
Prolong Nex Gen CR-Flex LPS-FI ex
Natura[iI-IKnee
CS{'MCancellous-Structure
Gender Sfci)ll\UattiuornagI-Knee Naturafi-Knee
Gender Solutions Gender Solutions Nat
2
2 155
CSTi Prol ong
i
Il nnex
Il nnex
Il nnex Il nnex
Il nnex
Zimfriner
Gender Solutio
Zimfriner
MR |

19/201

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

Trabecul ar
Met al

30

Zi mmeﬁr M/ L

Zi mmer M/ L

Kinectiwv Zi mmer M/ L Kinectiwv Zi mmer M/ L

Al l ocIﬂaZwéymuﬁel Il er
1979

2004

CLﬂSSpotﬁor no

2004
Kinectiv cl's Breviag11 25
CLS Spotorno
Fitn%iore
MI S
Contiﬁnuum Trilﬁog'y AllﬁofTI'tAIIocIassic
Longef'vity
Met a's ul B1 ol(ox

Continuum

( CeramTec GmbH

20/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
Maxgra
Maxer a
Trabecul ar Met al Trabecul ar Met al
Trabecul ar Met al
Biglianiﬁ/FIatow Bigliani/ Fl atow Trabecul ar Met
Trabecul ar Met al Trabecul ar
Trabecul ar Met al Trabecul ar Met al
ZimﬁrverratomicalTMShoulder
Anat omi cal Shoul der
Anat omi cal SHoul der
Coonrad/ Morrey
1 1 (2)

(3)

21/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

oooooog
Tapered SErew-Vent
2 Tapered Screw-Vent
Tapered SErew-Vent 6
Tapered Screw-Vent
Zlm%er
Advgnt AdVent Tapered Screw-Vent
Tapered Screw-Vent 1
Jii
Tapered wi ssPl us 1

Tapered SwissPlus
Tapered SwissPlus

Zi mmer ng Lock Tapered Screw-Vent
Zi mmer
Hex-Lock fiZimme

Tapered Screw-Vent

22/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

ooooOoog
Purﬁos Pur os Tu[ioplast
Tutopf'last
Pur os Pur os Pur os Pur os Pur
Pur os (DBM) PurosDBM Pur os
Bi ol ogics, |l nc 2010
( RTI Bi ol ogi cs, Il nc
RTI Bi ologics, |Inc. fi Copi Os
Copi Os Pur os
PathFind%r NXT Pat hFinder NXT 2010
Patth'nder Pat hFi nder NXT
. ST M .
Zi mmer Universal Cl ampni ver sal Cl amp
Sequﬂoia Sequoi a
Ardﬁis Ardi s
PEEK- dpT) MA
Ardi s

() Il vibio, Ltd.
Trinﬁica Trinica

Securet'Twi st

23/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
fi
Puros

Copins
Dyneﬁsys Dynesys

Dinesys

wal ['is Wallis
Wal | i s

PEEK- OPTI MA

Zi mmer Natﬁural Nai l
Nd'B

Zi mpner

Zi mpner

8

Zi mpneOrabI etiReady

24/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

oooooono
PALACOS Heraeus Kulzer GmbH PALACOS
PALACOS R PALACOS R+G PALACOS
LV+G PALACOD R+G PALACOS LV+G
PALACOS
() Heraeus Kulzer GmbH
Hi-FaFMgpe aap Biomaterials GmbH& Co. KG.
Hi - Fatigue Hi - Fatigue Hi Fati gu
Hi - Fatigue G
() aap Biomaterials GmbH & Co. KG
A.Ths, A.T.S.
A. T.S. 3000 Tourniquet
(LOP) LOP
A. T.S.
Pul s QRlaws Pul savac Plus AC Pulsavac Plus LP Pul savac
3 Pul savac
Pul savacPl us Pul savac Plus LP
Pul savac Plus AC AC
Zi mmer (ZBRS)fi Hemovac 2
ZBRS
LLC Accelero Health F
LLC)
1

25/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

oooooog
I STO I STO
| STO D &\ro v o
2011 1,600
1 Chondﬁrofix 1
Chondrofi x
Puros DBM Putty
12 31
2011 2010 2009 238.6 218. 5 205. 7

2011 12 31 1,000

FDA
FDA

26/201



FDA

FDA

FDA

FDA

2010

FDA

(VA)

FDA

FDA

FDA

510( k)

FDA

27/201

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

oOoOooodn
FDA
1976 5 28
FDA EU
CE CE
/
2013



AG

AG

12

28/201

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

GmbH & Co. KG AG

AG



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

ooooOoog
4,000
WWW. Zi mmer . com.
“I'nvestor Relations” www. zimmer.com http://investor . zir
F D
SEC
I R
I R
1934 13 (a) 15 (d) 10K 100Q
SEC

CEO coo

RSS

29/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

SEC

(1)

30/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OOooOoOoOoo
(2)
46580 1,930,061,[000 1000
345
us
46580 100 1000
. 345
CEP USA
46580 1,000 1000
345
46580 1,283,24p 1000
345
55439 1,000 1000
7375
B
V.
18,167.0p 10009
1012KK 55
SARL
L-1331 66,277,064 1000
67
AG
6404 1,839,275 10009
8
Gmb H
8404 1,920,000 1000
8
GmbH
79100 35,000, 100 1000
112
105-0001 2,310,00p, 000 1000
4 1 17 7F

31/201



2011

12 31 1,000
4,000
1,400
150

Local
2012 5 15

32/201

EDINETOOOO

OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

2737-15

700

600

oOoOooodn



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

oOoOooodn
2010 20009 2011
2011 12 31
2011 4 2010 1

2011

Prolong
Trabecul ar Met al Kinectiywv

2011 1 2011 2

2012 4
2012 2

2011 2 2011
2012 1%

33/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
2012
2012 1 3
2011 12 31 1
2011 12 31 2012 74 75
2011 12 31 2012 2011
5 6
SG&A 39.5 40.5
2012 100
2012
10 110
SG&A
2011 12 31 2012 65
550 2011 11 2011

12 31
2011 2010
2,440.8,431.6 - (2) -
1,214.51,099.5 10 5 - 5
796.5 689.1 16 (1) 10
4,451.84,220.2 5 4 (1) 2

34/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
12 31
2010 20009
2,431.62,372.4 2 3 (1) -
1,099.51,119.2 (2) 1 - (3)
689.1 603.38 14 8 (2) 8
4,220.24,095.4 3 3 (1) 1
12 31
2011 2010
1,825.11,789.9 2 1 (2)
1,355.61,262. 3 7 6 (2)
163.4 150.1 9 8 (1)
3,344.13,202.3 4 3 (2) 3
248.1 219.0 13 5 7 1
285.8 245.5 16 13 - 3
225.0 234.4 (4) (4) (2) 2
348.8 319.0 9 6 - 3

4,451.84,220. 2 5 4 (1) 2

35/201



EDINETOOOO

OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd

12 31

2010 20009

1,789.91,756. 3 3 (2) 1
1,262.31,228.5 (2) 1
150.1 135.6 11 10 - 1
3,202.33,120. 4 3 4 (2) 1
219.0 204.7 (1)
245.5 234.8 2
234.4 253.6 (8) (6) (1) (1)
319.0 281.09 13 11 - 2

4,220.24,095. 4 3 3 (1) 1

36/201



EDINETOOOO

OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
12 31
2011 2010
2011 2010 20009
) )
1,067.5 1,110.5 1,098.7 (4) 1
462.6 418.7 428.1 10 (2)
295.0 260. 7 229.5 13 14
600. 7 589. 7 565. 9 4
470.5 433.2 448.6 (3)
284. 4 239. 4 214.0 19 12
125.0 115.9 103.7 8 12
27.5 24 . 4 23.9 13 2
10. 9 9.8 8.0 12 22
3,344.1 3,202.3 3,120.4 4 3
134.7 113.09 102. 8 18 11
85. 3 80.0 78.2 7
28. 1 25. 1 23.7 12
145.5 130.1 125.9 12 3
63.5 50. 2 52.7 26 (5)
76.8 65. 2 56. 2 18 16
150. 9 166.5 192. 6 (9) (14)
53.5 51.5 46.9 4 10
20. 6 16. 4 14.1 25 17
216.5 205.0 182. 8 6 12
51.6 41.5 40.8 24 2
80. 7 72.5 58. 3 11 24
4,451.8 4,220.2 4,095. 4 5 3

37/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
2 2 2011 2
2011
Gender Solution Nex GenLPS- Nex Gen CR
Solutions Natural -Knee Nex Gen
Solution Zi mmer
12 31 2010 2% 201
4 12 31 2011 2010
9 % 10%
2011 Continuum Kinectiwv Zi mmer M/ L
7 %
Zi mmer M/ L Kinectiywv Zi mmer M/ L CcCLS
Spotorno Al |l ocll agssic Zweym Continuum
Trilogyl T Al l ofitl TAI'l ocl assic Trabecul ar
Bl OLOX delt a Fitmore
12 31 2011 6 2010
2 2010 12 Co. Ltd.
2011 12
31 2011 2010 10% 8%
2 Zi mmer Trabecul ar Met al Bigliani/lF

Trabecul ar Met al

38/201



2010 7
2010
Tapered Screw-Vent
2011 5 2010
Nai I Zi mmer
Zi mmer NCB
2 1
2
Dynesys
Pat hFinder

Trabecul ar Met al

39/201

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
7 2011 13
16 2011 Zi mme
Natur al NaiZli mmer
Dynesys

Sequoi a Univers



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
2 PALACOS
2010 12 S. A.
2011 *
* *
( 10 )
- 26
2 21
10 12
14.9 1 23 1
5
* * %
* Wal | Street
* *
* * %
12 31
2011 2010
2011 2010 20009
() () () () ()
25. 2 24. 24. 2 (0. 2)
5. 4 5. 5.0 0.2
41. 2 41 42. 2 (0. 4) (0.6)
3.5 0. 1.7
R (4. 8)
- - (0. 8) -
1.7 0. 1.8 (1.0)
23.0 21 24.9 (3.2)
2011 20009 2010 2011
2010 2011

40/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
2011 1
2010 1
20009
2010
2011 2010
12 31
2011 2010
() ()
76.0 75. 8
(0. 2) (0.2)
1 (0. 2) (0.6)
- 0.9
(1.0) (0. 4)
(0. 2)
0. 4
74. 8 76.0
2
2012 5
6
SG A 3
2011 SG A( ) 2010
2010 12
Dur om SG&A
Dur om 19
2011 SG A 40
2010 SG A( ) 20009
2010 SG A 60
20009 1
2010
Dur om
2010 2009 2008 75. 0 35.0 69.0
336. 8 SG&A Dur om

19

41/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

oOoOooodn
2010 2009 4
12 31 2010 20009
204.0 73.0
9
20009 32.1
14
12 31 2011 2010 20009 75. 2 34.7
2011 23.1
2011 26. 0
2010 I T
7.7 6.7 2010
20009
19. 0
20009 9. 4
23. 4
2
2010 2011 2010
2009 11 10 2011
2010 2011
12 31 2011 2010 20009 22. 4
28.1
2011 2010
3
2011 2010 27 2010 20009
17 2011 1 36 2010 1

11 1

42/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
GAAP
GAAP GAAP
GAAP
GAAP
12 31 2011 2010 20009 GAAP
871.6 849.9 GAAP 1 4.80
GAAP 1 GAAP
12 31
2010 2010 20009
760. 8 596. S 717. 4
11. 4 1.4 12.5
75.2 34.7 75.3
157.8 75.0 35.0
- - (32.1)
- 204.0 73.0
(99.6) (40. 4) (31.2)
*
905. 6 871. 6 849.09
12 31
2011 2010 20009
1 4.03$% 2.97% 3.32
0.06 0.01 0.06
0.40 0.17 0.35
0.84 0.37 0.16
- - (0.15)
- 1.01 0.34
(0.53) (0.20) (0.14)
*
1 4.808% 4.33% 3.94

43/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
2013 2.3
2010 1,193.5 2011 1,176.9
412.1 2011 4. 8
2011
Dur om 2011 2010 20009 60 4 5
25 2011 12 31 Dur om 234.
5
2011 12 31 64 2010 12 31 6
2011 12 31
277 2010 12 31 30
2010 726. 9 2011 624. 4
2010 2010 Continuum
2011 2010
2010 2012 120 140
20009
3 Co. Ltd
S. A.
2010 489. 6 2011 455, 8
2011 20009
2011 12 2012 3 30 2012 4 1 0
2011 12 31 32.1
2014 11 30 1. 4% 250 2019 11 30 4.625
2021 11 30 3.375% 300 2039 11 30 5. 7509

4 5 30 11 30

44/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

ooooOoog
1) 100 2) (
(Treasury Rate) 2014 15 2019 2021
2039 25
5 2012 11 30 1,350
2011 12 31
143.0 1,207.0 2012
63.6
1
2011 12 31 672.7
1
2011 12 31 1,131.9
970.0
2011 12 31
2014 12 31 15
2013 2015
2017
2012 2014 2016
1,550.0 - 250.0 - 1,300.0
1,102.8 66.5 131.0 124.0 781. 3
179.7 43.5 58. 2 36.5 41.5
26.1 24 . 8 1.3 - -
380. 7 - 157.3 141. 2 82. 2

3,239.3 134.38 597. 8 301.7 2,205.0

45/201



48.

2012

14

46/201

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

15



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OooooOodd
FASB
Dur om 2011 162.0 388. 2
Dur om
19
2010 4
2010 12 31 204. 0
2009 12 31 73.0
9
2011
2011
137.0
13
6

47/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn
2011 12 31 205. 8 192. 3

48/201



2007 9

Cl A
200

( SEC)

2011
FDA

2011

9

48

7

Ol G- HHS

3

483

OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

Corporate Integrity Agreement
2007 9
Ol G- HHS Cl A SEC
Cl A
( FDA
FDA

49/201

FDA 483

FDA
FDA
FDA

(

)

EDINETOOOO

oOoOooodn

483

483

10



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

2011

50/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

100 2011 45

51/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

52/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

2008 7 Dur om®

53/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

2011 5 I RS 2005 2007

54/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

2010
2013 2.3

ACO)

55/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

56/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

FDA

510(Kk)
2012 9 30

510(k)
510(k)

57/201



2011 12 31

12 31
81. 18
1,159
29. 21
48.98
2013

2012

. 58

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

oOoOooodn
1 2014 6
2011 12 31 13
2011 12 31 246 .7 20
1.36 0.91
1.02 0.91
. 89 18. 32 31.
8. 12 32.01

2011 12 31
10

53.7
23. 4
33. 4
11.7
7.6
11. 4

O P O P O ONMNNDN
© B » 00O 0O O W

58/201



2011

2010

LI BOR

2011

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

oOoOooodn
12 31 2,404.7
2011 12 31 1,314.3
1
12 24
10
2019 11 30 4.625 500 25
2011 12 31 4.625
133
GAPP
11, 798
2011 12 31
0.1 3 LI BOR 18. 5

59/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

2011 12 31 10

28 231.1
217.9

19

60/201



2011

2010

2009

2011

12

238.

31

61/201

EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

12 31
218.5 205. 7

1,000



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

( )
1,400}, 000
117,p0O0
90, Q00
118,p00O0
51,000
156, p0O0
140, pPp0O
61, Q00
115,p00O0
30,000
97, 000
36,000
18,000
15,000
52,000
80, Q00
53,000
18, 000
90, Q00
94, 000
51, 000
125,p0O0

62/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

oOoOooodn
( )

47,000
87,000
24,000
22,000
33,000
213,poo
19,000
16, QOO
374,p0O0
76, Q00
15,000
70, Q00
25

100

63/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

(1)
2011 12 31
1,000 255. 9
1 0.01 77.9 r44.1
250
1 0 01 0 250
2011 12 31
255. 9 1 1
( 0.01 ) ( 779
)
2011 12 (31

90

64/201

90




EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

25,000

5,000

3,000,000

25,000

65/201



EDINETOOOO
0000000 OO000DOO00oOO(Ees913)
oOoOooodn

(2)

2011 2
(2011 7 1 (20
2011 12 31 pRO11 12 31 )

29,013 56, 696
29,013 56, 696
48.08 52. 48

1,394,945 2,969, 554

782,562 782,562
782, 562 782, 562
54.04 54.04

42,765,221 42,765, 22|1

66/201



EDINETOOOO
0000000 OO000DOO00oOO(Ees913)

oOoOooodn
(3)
2007 12 1 3.3 252. 2 255. 9 3,001.6
2008 12 1 1.5 253. 7 139. 4 3,141.0
2009 12 1 0. 4 254 .1 76. 1 3,217.1
2010 12 1 0.5 254. 6 78.9 3,296.0
2011 12 1 1.3 255.9 105. 7 3,401.7

2011 12 31

16, 748, D00

1,139,533}, 920

167, 480

(4)

67/201



EDINETOOOO
0000000 OO000DOO00oOO(Ees913)

ooooOoog
(5)
1
2012 3 31
)
19355
100 7,431,/036 4.19%
LLC 94105
400 6,954,784 3.93%
02111 2900
6,819,535 3.89%
27F
EC4V 3RL .
L p 1 4E 5,688,615 3.21%
02110 9
& co. L. LU c 40 4,671,189 2.64%
90071
333 4,303,000 2.43%
92130
12400 4,203,482 2.37%
LLC 600
02210
LLp 280 4,185,111 2.36%
02210
o 3,991,/770 2.25%
2011 12 2012 3 30 2012 4 1 0.
2001

68/201



EDINETOOOO
0000000 OO000DOO00oOO(Ees913)
oOoOooodn

(1) *
2007 2008 20009 2010 2011
94. 38 80. 92 60. 64 64. 77 69. 33
7,537 6, 462 4,843 5,173 5,585
63.00 34.10 30.67 46. 27 47.00
5,031 2,723 2,449 3,695 3,753
*
(2) 6
2011 7 2011 8 2011 9| 2011 10 2011 11 2011 12
66. 03 60. 44 58. 17 55. 43 54.12 54.06
5,273 4,827 4,645 4,427 4,322 4,317
59.25 49. 92 52.23 49.67 47 .25 47.00
4,732 3,987 4,171 3,967 3,773 3,753

69/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

/

2012 2013
J 2002 10 2003 12 AT T
(Betsy J. Bernarid) 2001 4 2002 10 AT T
56 AT&T
20009 us
URS
MB A
J.
10
N 2009 10
(Marc N. Casper) 2008 5
4 4 2006 11
20009
2008 5
2003 12 2006 11

70/201




EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

ooooOoog
/
C 2007 5 1 2005 12
David C. Dvorak 2003 10 2005 12
48
2007 2003 2
2001 12
)
( ) 2012 3 2
1
C 2005 11 2010 3
(Larry C. Gl asscojck) 2004 11 ( nc.
63 l nc. )
2001 2007 6
2004 11 2001
2003
20
4
SEC

10

71/201



EDINETOOOO

OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

72/201

oooooono
A 1998 8
(Robert A Hagermann)
55 1992
2008 1996
Co
(
)
SEC
J 2010 6
(Arthur J. Higgin|s) 2006 1 2010 b
56 AG 2004 7 2010 5
2007 2001 20014
14 1998 2001
PhRMA
(I FPMA) (EFRI A)
SEC



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

oooooog
2009 9 (1 AVIl)
2006 5 2009 9 AVI
(Joh i2c0k1)1 4 20 1 2011 ¢
71 2005 10 06 4
2001 2000 |1
2007 2005 10 1995 1
1998 12 2000 1
SEC
2006 9 2009 10 I nc
Ceci , Ph. D.
6 6
2008
Co

73/201



EDINETOOOO

0000000 OO000DOO00oOO(Ees913)

C 2007 5
David C. Dvor ak 2005 12 2007 4
48 2003 10
2003 2 2001
2005 12
Sheryl Blanchar|{d, Ph.D
47
2003 10
2000
T 2007 5
James T. Crines 2005 12 2007 4
52 2003 10
1995
M 2007 5
Der ek M. Davi s)
43 2006 3
2007 5 2003 1
2003
A 2008 11
Jefferey A. Mc Caul | ey)
46
2005
2002
2000 GE
14 GE
A 2003 10
Bruno A. Mel zi
6 4 1990
H L 2005 12
Stephen H. L Qoi 58 2003 9

1986

74/201

oOoOooodn



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

Jeffrey

51

Chad

Phipps

2003

75/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)

OoOoOoOoOodno
2012 1 4 (1) (2)
( ) (3)
(1)
60
(2) (3) (3)
(a) (b) (c) (d) (e)
J 2,927 0 2,927 *
2,927 0 2,927 *
19, 769(4) 12,986 6,743 *
A 4,901 1,378 3,523 *
5,232 1,818 3,414 *
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2009 787,061,542,88865,4831,812 316, 132 40,6317, 083, 152

T. 2011503,454,174,85@74,9804, 708 725,623 26, 0233,899, 242
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205.1 67.8 105.5 31. 8
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2010 12 31

2011

2010

12

31

14.3 14.3

2.0 2.0

1.6 1.6

3.4 3.4

2.5 2.5

3.7 3.7

6.7 6.7

7.0 7.0

2.8 2.8

1.0 1.0

2.2 2.2

27 24. 2 2.9
33.0 33.0
41.0 41.0
7. 4 7. 4
1.1 1.1
5.6 5.6
5.0 5.0
7.1 7.1
31.5 31.5
206 . 71. 4 103.1 31.5
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31.5
0.2
0.7
(1.5)
0.9
31. 8
2012
2012 54 2012
14
2011 2010 2009 12 3
25.7 24. 4 21. 6
20009
55 6 5 65
2010 Vol unt at
Empl oyees' Beneficiary Association VEBA
32.1

20009
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12 31
2011 2010 20009
485. 7 382. 4 489.7
493.2 477.8 508.5
978.9 860. 2 998. 2
148. 4 235. 3 204.9
14.3 19.5 23. 3
75.09 81.0 72.3
238.6 335.8 300.5
(2.6) (54.9) (17.4)
(0.9) (2.0) (3.1)
(16.2) (15.6) 0.8
(19.7) (72.5) (19.7)
218.9 263.3 280. 8
2011 2010 20009 236. 330.6 2 €
12 31
2011 2010 20009
35.0 35. 35.0
0.7 1. 1.4
(11.0) (10.6) (9.9)
(1.6) (2.6) (1.5)
(0.5) (0.8) (0.3)
8 . 2.6
(0.2) 0.8
22. 4 30. 28.1

2016 2026
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12 31
2011 2010
218.5 234.3
23.5 22.0
16.9 32.5
4.0
116. 1 91. 3
98. 3 85. 4
103.9 104. 2
73.1 59. 2
654. 3 628.9
(40.3) (39.9)
614.0 589. 0
(111.6) (101.7)
(148.9) (151.9)
(1.0) (0.7)
(1.0)
(261.5) (255. 3)
352.5 333.7
20112 31
20 2011 2010 12 31
14.6
2011 12 31 10
2011 2010 12 31 15. 3 17.5
4.0
2011 2010 12 31 6. 4 7.8
20112 31

551
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2011 2010 2009
168.0 150. 4 129.5
11. 4 23.1 32.9
(49.0) (6.1) (26.7)
34. 4 23.7 17. 4
(4.8) (14.1) (1.1)
(1.6) (9.0) (1.6)
12 31 158. 4 168.0 150. 4
20112 31
132.7
2011
12.1 2011 12 31 10. 7 2010
5.8 2010 12 31 22.8 20009
5.7 2009 12 31 28.6
2011
I RS
12
20009 2005 I RS
| RS 2005 2007
2008 20009
I RS
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2007 2005
20009 2006 2008 2006 2010
2006 2005 2010 2010
16.
250 2011 12 31
12 31
2011 2010 20009
187. 200. 0 215.0
1.1 1.1 0.8
188. 201.1 215. 8
2011 12 31 13. 2
2010 2009 12
31 7 14.3
2011 18.9 55. 54 1,050.0
2011 12 2014 31 15
2011 12 31 15
2011 12 2012 3 30 2012 0.
2011 12 31 32.1
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(
2011 12 31
2,440.81,214.5 796.5 4,451. 8
81.0 74.9 36. 3 167.7 359.09
1,220.4 414.7 290.6 (596.7)1,329.0
(60.5)
(11.4)
(157.8)
(75.2)
1,024.1
769.0 330.6 107.7 1,207.3
2,571.62,345.5 602.4 2,995.88,515. 3
15. 2 7.7 132.5 155. 4
1.3 23.8 4.7 84.0 113. 8
2010 12 31
2,431.61,099.5 689. 1 4,220. 2
78.1 70.5 30.0 161.6 340.2
1,214.6 398.0 259.9 (578.7)1,293.8
(62.0)
(1.4)
(75.0)
(204.0)
(34.7)
916. 7
841.5 281.7 90. 6 1,213.8
2,578.02,210.8 561.4 2,649.77,999.09
22.9 5.2 164.4 192.5
0.3 16.9 7.6 54. 4 79.2
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2009 12 31
2,372.41,119.2 603.8 4,095. 4
86. 4 64.8 26. 7 159.5 337.4
1,168.7 436.8 257.4 (605.1)1,257.8
(75.3)
(12.5)
(35.0)
(73.0)
(75.3)
32.1
1,018. 38
851.0 285.0 85. 7 1,221.7
3,022.42,273.6 443.6 2,045.97,785.5
17.0 5.3 101.4 123.7
0.6 28.8 5.1 70.6 105. 1
2011 12 31 233.2
2011 2010 2009 12 31 2,263.7 2,
2,237.5 10
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12 31
2011 2010 20009
1,825.1 1,789.9 1, 756. 3
1,355. 6 1,262. 3 1,228.5
163. 4 150. 1 135. 6
3,344.1 3,202. 3 3,120. 4
248. 1 219.0 204 . 7
285. 8 245. 5 234. 8
225.0 234. 4 253. 6
348. 8 319.0 281. 9
4,451. 8 4,220. 2 4, 095. 4
18.
2011 2010 2009 12 31 47.0 46. 2
2011 12 31
12 31
2012 43.5
2013 35.5
2014 22.7
2015 19. 9
2016 16. 6
2017 41.5
19.
Dur® m Dur om
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2008 22 Dur om
2010
2008 22
2011
Dur om
Dur om
12 31
( ) 2011 2010 2009 2008
157. 8 75. 0 35.0 69.0 336. 8
4. 2 15. 4 24. 6 7. 2 51. 4
162.0 90. 4 59. 6 76. 2 388. 2
2008 Dur om
Dur om
20
76. 3
2011 12 31 Dur om 311.1
50. 0 261. 1
Dur om
Dur om Dur om

Dur om Dur om
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34 PCI 36 PCI
2010 12 PCI
2011 10
PCI 20. 3 2011 29
2012 13
2011 12 31
2010

Nex Gen
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42 U.S.C 81320a-7hb Cl A
Cl A Ol G- HHS
2007 SEC
FCPA 2007 11
DOJ ) SEC DOJ
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2011
SEC
FCPA
2008 Pl umbers and Pipefitters Local U
2008 29 2008 22
Dur om
2008 12 24
2009 23 2009 12
2010 15
2011 28 2011 25

2011 10 18
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2011 2010
12 12

1,11p1,6131.,40311L,5161,306pPL,805)9B5|10, 134.7

836| 6849} 5779 6864 1794 4807} Y45} 8860} 5

208 9203} 8191} 5156} 6205} 41651 391} 134.|9

1.08 1.06 1.02 0. 88 1.01 0. 820. 96 0. 18

1.08 1.06 1.01 0.7 1.01 0. 820. 96 0. 18
2010 5.0

2.1
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2009 12 31 20 . 0. (1.8) 0.5 18. 8
2010 12 31 18. (1.0) (3.1) (0.6) 0.3 14.4
2011 12 31 14. 4 . (1.7) 17.2
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ZIVWIER HOLDINGS, NG

A1 FORM B0-H ANKLIAL REFPORT

Consolidated Statements of Earnings

§in millons, macepd par shass amourly
Fur e W pars Fradidl Diogemniber 31, Fu L Frle] ]
Met Sales. 544518 541102 840954
Cost of produets seld 1,122.0 1.012.2 WHL7
Giross Profit 3.329.8 3.208.0 3.104.7
HResearch and development 2386 2IB.S 205.7
Selling, general and administrative 1,834.1 1,759.1 1.729.0
Ceriain claims {Mote 19) 1578 T5.0 350
Giood will impairment (Note ) - 204.0 T30
Mol curtailment and seitlensent {Mote 14) - - (320}
Special items (Male 2) 7332 4.7 5.3
Operating expenses 23057 2,291.3 2085.9
Openiting Profil 1.024.1 a1e.7 LR
Interest incoms 10,1 37 1%
Interess expense [55.3) (602} (22.4)
Eamings befone income taxes 9IRY B2 90R.2
Provision for income taxes 2184 2633 2808
Met camings ThHo 5096.9 7174
Less: Med loss aitributable o noncontrolling interest {[1.8) - —

Net Exrnings of Zimmer Holdings, Ine.

5 T6ILE w 5 7174

Eamings Per Commaon Share — Hasic

Eamnings Per Comman Share I'.'illl_lrd

Weighted Averge Common Shares Outstanding

Basic
Diluted

The aocompany Ing moivs ane an istegral par of thow comedidaied Mnancial sisbemenis.

8
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TTMUER HOLDINGS, MG 111 FORM B0-E ANKUAL REFOAT
Consolidated Statements of Comprehensive Income
- o i S O
Fior o Waars Endng i, an 010 05
Met Enrnings STe00 55969 37174
Ciher Comprehensive Ineome | Loss):
Foreign curmency cumulative translation adjustments 4 (3861 1140
Unrealized cash flow hedge gainsi losses), net of tax eflects of 4.3 in 20011, $10.1 in 2000 and 8.9 in
2009 [ 306} 216 (28.9)
Reclassification adjustments on cash flow hedges, net of tax effects of S(16.7) in 2011, 5(4.3) in 2010
nd S{0.1 ) in 2009 245 {11.6) (18.1)
Unrealized gains{ losses) on securities, net of tax effects of 0.0 in 2001, 50.3 in 2000 and $0.1 in 2009 (e (LB} (0.3}
Reelassi fication adjustments on securities, net of tax effects of $(1.2) in 2010 - 2.2 -
Adjustments o prior service cost and unrecognized actuarial assumptions, net of ax effects of 823.0in
2011, S4.4 w2000 and $01.4) in 2009 (45.3) ALY 51.9
Total Other Comprehensive Inconse {Loss) (49.6) (376} _l1K&
Comprehensive Inconse 7104 559.3 K360
Comprehensive Loss Attributable 1o Moncontrolling Inferest {05 - -
Comprehensive Income Arributable to Zimmer Holdings, Inc. 57003 85593 SEI60
Thar accompany ing soies are an istepral pan of thew: linacial
38
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IIVMMER HOLDINGS, MG 11 FORM B0-H ANKUAL REFPOAT

Consolidated Balance Sheets

i rllena)
A of Uecember 31, FE A
ASSETS
Current Assels:
Cash and cash equivalents £ TeR3 £ ohi9
Slwart-terimn inwestments 455.5 265.1
Accounts receivible, less nllowance for doubtful accounts Rig8 T75.9
Inventorivs 4295 9364
Prepaid expenses and other curment assets T3.2 127.7
Drelerred income Lixes 210.5 235.7
Towal Current Asscis 32766 3.000.7
Property, plant and equipment, net 1.207.3 12138
Civadwill 2.626.0 2.580.8
Intangible nssets, net TO8.5 7.1
Chher assets 6.9 3685
Townl Assets 555153 5 7.0H.9
LIABILITIES AND STOCKHOLDERS" EQUITY
Current Linkilities;
Accounts pavable £ 1433 £ 1298
Incoms taxes B 44,9
Sheort-germ debi 1433 -
Chher current liabilitics 571.9 524.0
Total Current Linbilities 867.1 2.5
Other long-term linbalities 557.4 3840
Long-term debt 1.576.0 1.142.1
Total Liabilities 30005 2MIR6
Commitments and Contingencics {Noe 19)
Stockholders” Fquity:

Commaon stock, S0 par value, one billion shares authorized,

255 9 million (2546 million in 2010) issued =5 z5
Paid-in capital 33002 3.293.5
Retained camings 64268 56004
Accumulated other comprehensive income 2714 2o
Treasury stock, 77.9 million shares { 39.0 million shares in 2010 (4.592.7) (3.545.1)

Total Zimmer Holdings, Ine. siockholders’ equily 24072 57713
Nomeontrolling inlerest 1.6 =

Total Stockholders” Equity 55148 5.771.3
Total Liahilities and Stockholders’ Equity $ 85153 S w0

T accompany ing madles are an isfegral par of theg someladaind inandal datemmis

40
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Consolidated Statements of Stockholders” Equity
_ fi mibcrs)
Tarvmar Tekings, . 55
rpr

et Tl
Commen Shares Pag-n  Fplened  Comoiienghe lﬂ&ﬂ Hongonisding Snckholdens”

Hurdet  Amounl noome  Mumber Ao et Ei

Balance Jaeusry 1, 2007 FCE T - L N EE %s 3 M0 (00} WL § 36§ ﬁf!
Ml gamings - - - N4 - - - - T4
iy i - - - - (%3 - - - lite
Purchass of nongontm ling insenrsl [EX]] iha) [EE1]
Stock pompensation plens, imluding m beoeflis (i¥] - TN ({1 a - (1] = LN
Shaer repmerchoie - - - - - UEEY] 9T - 1920Ty
Ralaice Dovomber 31, 49 ELoN 3 3246 LI0ks LELG [LCE T X T - SEIRT
et emmingy - LU - - - - L0
et comprebensivg kna e 2 = = (3.6 = = e 27.4)
Stock compensation plans, bneluding ias beneflis [ A} .40 - THE
i tepprchones e = - g A LS .+, 1 B E S 7. )
Aglage Bgyormber 31, 2049 246 F4) 3,293.5 56004 L E (5900 [R3A5A) - 57713
et emmings = - = Tl - - - (0.5} R
e pomprebemivg bk 3 8 5 (8.1 = = 0.1 (9.7}
Buosiness combinaiion with & neecontrolling intores - - = - - - = B BAL
Cashi dividend declarsd of SILLE per shase of comimon

uinck - - - (LA = = - - AL}
Stock compensation plans, ieeludieg w beneflis (] 108.7 i3 4 100 %
Shary repurchaey - - - - (RS (R0 - L1050 0y

lﬁmmuﬂl],ﬂl!

LD R EES L i o ey T

T acoompany inp Botes are an istegrel parn of these

41
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ZINVWIER HOLDANGS, NG

A1 FORM B0-H ANKLIAL REFPORT

Consolidated Swatements of Cash Flows

fn ko)
20

For the ' enrs Eraded Devamber 31 et 2 RN
Cash Mows provided by (used in} operating activitkes:
Mel camings £ Te0.0 S 5059 § 7174
Adjustments to reconcile net eamings 10 net cash provided by operating activities:
Dreprociation wmd amor ization isn9 3402 374
Gioodwill impaiment - 2040 73.0
Mel eurtailment anl settbenent - - (32.1)
Share-based compensation ). 5 62,00 753
Income tax benelit from stock option exercises 129 4.2 3.5
Excess ineome tux benefit from stock oplion exercises (500 (1.3} (0.4)
Inventory step-up 11.4 1.4 1.5
Deferred income tax provision (19,7} (T2.5) {1%.7)
Changes in operating assets and ligbilitics, net of noquired assets ond liabilitics
Income: tuxes pavable 14.6 T 7.0
Reccivobles (63.2) {33.00 (4.6)
Inventories 72 258 6.2
Accounts payable and accrued liahilities . (0.8 (132.6)
Oither assets and liabilities 183 388 4.6
Net cash provided by operating activities 1.176.9 1,193.5 1,117.5
Cash flows provided by (used in) investing activities:
Additions to instruments {155.4) {192.5) (1237
Aslditions to other propery, plant and equipment (113.8) (T9.2) (105.1)
Acquisition of intellectual property rights {18k (£.5) (35.8)
Purchases of investments (662, 1) (413.3) (i, 4}
Sales of investments 4.8 Oor.5
Ohher business combination investments {56.8) {81.6) (39.5)
Invesimenis in other asscts [l.2 {183} (1.7}
Net cash used in invedting sctivities (624.4) (726.9) (381.2)
Cash flows provided by (used in) financing activitics:
Proceeds from issuance of nobes 5493 - s
Met proceeds | payments) under revolving eredil facilities (1] {2.2) {33000
Diehil isswance cosls {4.00 - (B.5)
Proceeds from employee stock compensation plans 4314 169 9.5
Excess income tax benefit from stock option exercises 50 13 0.4
Acquisition of noncomrolling interest - - (8.6}
Repurchase of common stock {1.050,0) (505.6) (233.7)
MNet cash used in financing activities (453.8) (48R0} (262.1)
Effect of exchange rales on cash and cash equivalents 27 0.2 4.9
Increase (decrease) in cash and cash cquivalents o4 {22.8) 47401
Cash and cosh equivalents, beginning of year B89 91,7 226
Cnsh and ensh equivalems, end of vear 5 ThR.3 S K9 £ 6017

e accompanying mes are an isfepral pan of thew: comeiadased financial stlatements.
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ZIMUER ROLOIES, ™G

11 FORM 808 ANNUAL REFCRT

Notes 1o Consolidated Finoncial Smatements

1. BUSINESS

We deslpn, develop, manulachire and marker nrhopaedic
reconstrustive, spinal il trouma devices, baologies, demtal
miplants sl related surprenl produicts, We also provide othér
healthcore related services, Orthopasdic reconstructive devices
restore function lost due (o discase or rimns in joints such s
knees, hips, shoulders and elbows, Dental reconstructive Bmplanis
restore function and acsthetics wn patients who have lost tecth due
toy trauma of disease: Spinal devices are wtilized by orilopnedic
surgeots gl newtosurgeos i the treatment of degeneorative
discases, deformitics and trmmma in all regions of the spine
Fravmiu prodiicts are deviees used primarily (o reatiach or
staflize damaged bome and wssne 10 suppor the hody” s naterl
healing process. Our related surpiesl products include surgicnl
supplies aml instruments designed o aid in orihopaedic sargical
procedures and post-operation rehabilitation, We have operations
inmore han 25 couniries and warkel our producis in neore than
106} conmEries. We operate ina single industry b have thnoe
reportable geographic sepments. the Americas, Europe and Asia
Macific.

The words “we,” “us.” “owr”™ and similar words refer o
Fimmar Haldimgs, Inc. and its subsidianies. Zinimer Holdings
refers io the parent company only.

2. SIGNIFICANT ACCOUNTING POLICIES

Busly aof Presesiution — The consolidated financial statcmens
include the accounts of Fimmer Holdings and itz subsidiarics in
which it hobds & conirolling francizl inlerest. lnvestments in
comgaaines nowhich we exercise sigmificant influence ever the
opering sind (navcial affaies, bud de not control, are secoumed
Forr uneler the equity methal. Lnder the equily method, we record
the vvestiment o1 cost and sdpest e comving amaount of the
imvestment by our proportionate share of the investee” s net
carnings of losses. All significant intercompany accoants amd
treactions e eliminated. The concalidated financiil statenienis
Tea soime of cur intermational sabsidiaries are fos an anisl perod
thnt ended on Pecernber 25, 2005, 2000 and 2068, Cerain
oty in Uie 20040 paed 2000 consolidated Nnancial siatcmemnis
hitwe heen reclassafied to confiorm to the 200 | presentation,

Lise of Esvimntes = The consalidated lnancinl siatermens are
prepared n conlommity will accounting principles gencrlly
pesepted m the LES, which reguuine ws to minke estimites ansd
nssymnptiones i alTeet s reported amomms of assers and
liahilities and disclosure of contimpent assets wnad liahities a the
date of the Anoncial statements and the reporiced amaounts of
reveniues wl expenses during the reporiing persead, Actunl resalis
vould dilfer from those cstmates.

Foreign Cuwrreiney Trenrsfarion— The Gnancial statements of owr
Teneign subsidiaries wee tramslated into ULS. dellars wsing poriod-
emddl exchange ates for nsseds and liabilities and overape:

exchimge rates for operating resulis. Unrealized ranslation gnins
anel lesses e eluded o scciunulated other compeehensive
Encoime i stockholders' equity. Whest 4 iransactbon is
denominated in a currency ather than the subsidiary” s functional
currency, we recognise & ransaciion gain of loss when the
Irisaction a5 seiled, Forgym currency iransaction gams amd
bowses included in net earmings fise the yvears ended December 31,
2001, 2000 md 2008 swere ol st ieani.

Revemue Recogeition = We sell prodhuct througd three prmerpnl
chatmels: 1§ dirget 1o heilthewre instilutions, refermed 1o s direcl
chanmned accounts; 2) through stocking dissribators and healthenre
dealers: and 3) directly o demtul practices and dental Isboratories
The direel channel aceounts represent approsimately 80 perceni
of our net sales, Through this channel, inverory is generally
consigned b sales wgents or cuslomers so thal products ire
availnhle when needed for surgicsl procedures. No revenue i
recogniced upon the placement of inventory ino constgnment &
wi natain ile and maintnin the Inventory on our balance sheer
Upon implantation, we ssue an inveics and revense i4
recognized, Pricing for products 8 generally predetermined by
contracts with custiomers, agents acting on behallof customer
groups or by govermment regulatory bodics, depending on the
iarkel, Price didcouils under grodp purchasing contricls ife
generally linked ta sodumre of mplan purchases by customer
healithcore nstiions within a specified group. Al negotimted)
ihresholis within a contmel buying period, price discewnts may
Ierease,

Sales 10 tocking distributors, hewlibcare dealers, dental
practices und dental [aborstories secount for spproximatcly
20 pereeni of our net sabes. With these 1tvpes of sales, revenue 15
recognized whien Gille o product passes, cither wpon shiprient of
the product o in some cases upon implontation of the product,
Product is generally suld at contracuully Bxed prices R
specilied perinds, Payment terms vary by eustomer, bt e
Iypically less than W days.

IT anles hseentives whe earmed by @ customer for pasrchaging a
specified amownil of v product, we esfimate whether such
incemtives will be achioved and, if w0, recognize these incentives
ds-4 reduction in revemsie in the same period the underlving
revenug trmsaction s recopnized. Oocasionally products ang
reurieed, wwl, accordingly, we maintain an estimnted sales relirm
reserve that s revorded as o reduction in reverue, Product retns
were il signi ficomt for e yeoars enbed Plecernber 31, 2001, 2010
sned 09,

Tones collected from customers and remmitted 1o governmental
ahorities are presentid on @ net basis and excluded Drom
PEVEILeS.

Shipping and Nandiing - Amounis billed 10 customers for
alsipping and handling of products are rellected in net sales and
dre tunl sigmificant. Fxpenses incurred related i shipping ansd
handling of prodiects are rellected in selling, gencral end
adminisrative and were 31421 million, 51291 million and

43
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S120.4 million for the years ended Decembser 31, 2001, 2000 and
2004, respectively.

Researcl and Developimear - We gxpense all reszarch and
devebopment costs as incurred, Rescarch amd developanont coss
telucle silwies, prodotvpes, depreetation o equlpaeil ised in
research pml development, sonsullant lees and service fees paid
to collabomtive partngrs, Where contingent milesiong payiments
e due i third parties wnber research and developmeni
wrrangements, the milestone payment obligations arg expensed
when the milestone resulis are achieved.

Lisigution ~ We record u Habiliey for contbngent lossds,
inclading fure begal costs, settlements and judgments, when we
omsider i s probable w liability has been lwurmed and the
ameami of the Inss can be reasomably estimated

Soceial fremy — We recognise expenses nesuliing directly from
oar business comhinations, employee termination benefits, certain
comract terminaions, consulting and professional focs und gsset
impainment charges connected with global reatructising, qieality
exccllence und trinslormaian indisives, and ather llems s
“Specisl ilenes” i our consolidated staternem of cormings.
“Special items” included Gin mitlions);

P e Yieurs Ended Secamhbar 31 =i 218 o]
Aaljonivem v “wewwts. wial ytH g,
o X 4 8 . a4 L1 wib A
R 6B '] ni
based cooif o acclemation : i &7 120
fndirmaten fechshy icgrat ns [ ]
Vacaaoy failithcn a2 [ E]
Facility sl emjloyies ehastion ] 10 7]
[T UTH T T St ST T an (KN (N1
Ciertaim It in mater [N ] R ]] 14
¢ ok ol In i
Ui L4 14 a3
= 1147 4754
oo 1 e |

Adjustment of mpoirmend of asscts and oblpotions relutes 1o
imparnment on oesets thal were acquired in hissinsss
canmbrinptions, bnpairment of xed asseis relided to our
tramslurmmtion imbabives o méisiments to cerbam hublites of
pequired compunies due to elunges in ciremnstiness surrounding
ihuse Habilities subseguent i the relied measurement period.

Consulting and professionu] Fees relate o third-party consubimg
iimd professiomal fees related 1o our guality excellence and
rransformation initiatives, thind-pany corsuliing fees related to
certain informotion system implementations, third-pany
imtegrativn donsulling performed in & vaney of ancas sioh as tux,
complinnee, logistics and human resources for our husiness
combinations. third-party fecs related 10 severunee and
termimudion benefits maners and legal fees related o I'nigm'lm-r
gt involving acguined businesses that existed prior 1o our
sequisition of resulied Ton ear sdguisition.

4

In 200 1L, 20010 pndd 2009, we termingted some employees as we
reduced manzgenent lavers, restruclured corain ansas, ang
eoammeniced iniriatives w focus on isiness opportunities that best
sppart gur stregie priorides. I 2007, 2000 and 2009,
lipgre bmitely 500, 60 and 060 eniplovees, respectively, fom
aruss the ghobe were aflected by these actions, As a8 result of
thaese changes in our work foree and headeount reductions from
dequisithons, we ieurred expenaes related W severmiee benefits,
redurabant salarses as we worked through transition perads, share-
hased compensation secekeration ond other emploves lermination-
related costs. The majority of lese termination benefits were
provided in nccordance with our existing or loacal govemment
pulicies and are considered angoing bencfiis. These vosls were
neeried when they became probabie and estimable and were
recorded as part of other currend liabilities. The majority of these
costs were paid during the yenr they were incurred.

Inlormation technology imegration relaies 1o the non-
cipitalizable coats associated witl integratbg the nforantion
systems of negulred husinesses

Vacated fecilitics relates 1o cortun [eased fsclitios we ccasod
insineg i 2000 and 2000, Aceordingly, we recorded expensi for
e meanmmng lense payments, less catimated sublease recovenies,
inel wrote-ofl nay sdsets being wed in these facilities,

Facility und employee relication relates o custs assockaled whil
relocating certain Gacilitics, employee relocntion resulting from
iur bisiness ¢oanbinotions wind salaries und benelits of emplovess
who are imvolved with our trans fermation initatives,

{ver the past few years we have nequined o number of LS. und
fircizn-based distributors. We have incurred varous costs related
i the consummation and integration of thase businesses.

Certain litigation matters relate 1o oosts and adjustinents
recognized during the vear for the estimated or nomal settbermen
of varous legal matiers; includig patent litigation malters,
cosmmercial litigation mottess and imatiers anising from o
acguisiiions of certhin competitive distributorships i prior
wvears, In 2009, we miade a concened effon to senle some of these
raklers b vl furher lisgatbon coss,

£ oaneact fermiinaution cosls relale o termimied agrecments in
comnecthain with the integrathon of sequired compiiies angd
chismpes to our distribution model i part of business rostrociuring
aiel tromsformation, The termimoted contracts primarily refote to
siles agemis and distribution sygreemenis:

Catelvanad Carhy Eqpeivatyny - We consider all highly ligind
investments with an origiml maturity of three months or less W
be cosh eqpiivalents. Tl carrying amastns reperied in the balunce
sheet for cash amd cash equivalenis are valued al cost, which
dpgreximaies their fair valee.

Ffervearmens - W inviest our excess cash and cash equivalents
i dedt secierities, Our investments include corporate deld
securities, LS, governmnent ol agency debs
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wecurities, municipal honds, fercign goyvemment deb securinies,
commereinl paper and centificates of deposit and are classified
andl pocoumted Toe s available-for-sale. Availahle-for-sale dels
securitics ane recorded an Tair vabue on our consolidated balane
alicet. Investineats with a contrsctin] matiurty of less thadi oise
yar arg classilied an short-temm investments on our consalidied
halange sheet, or in other nan-current assets i the comeaciual
eIy is greater than ene year, Changes in (bir vishee for
ovailable-for-sale seourities are recorded, net of txes, a5 a
companant of accurmulnted other comprehensive s on our
consilidied balance sheet, We review our investments for other-
tham-temporary impaimment ot cach reporting period. 15 an
umrealized loss for miny invesimend is considercd o be oilber-than-
temiporary, the bess will be eeognized in the consalidated
stitemenl of camings in the period the detenmination is made. See
Mote T for mose informuntion regarding our fivestments,

Aoenunty Receivahle - Aceounts reeeivable consists of prade
andl other miscellaneois receivables. We grant credin to customers
in the normol course of hginess angd maimam o allowansce for
doubtful secounts for poteniind eradil besses, W delermine the
illowance Tor doubafiil sceounts by geographic marked und iake
il gampsiderniion histoncal credit expenence, crediwaorthiness of
the eustomer g other pertingul information. We make concerted
elforts 1o collect bl avcounts receivable, bul somgtimes we have
1o writesl T the acconnt agninst the sllowance wlen we determine
the pecount 15 wicollectible, The alluwance for doabiliil sceounts
was 5172 million and 3144 million as of December 31, 2001 and
20010, respectively.

frvwminries - Invenlories are stied al the lower of cost oe
murket. with cost determined on a first-in firsi-ouf basis.

Prapersy, Plont and Eqaiparenr - Propery, plant and equipinent
s enmmied af cost leas sccummidlated depreciaion. Depreciation is
vompaited wsinge the sirgight-line method based on esiimated
useful lives of ten to forty vears for buildings and improvenenis
amall three 1o cight years for machinery and equipmant,
Muintenance amd repairs ane expensed as ineurred. We review
progerty, plant and equipmeni fie impairment whenever evenis or
changes i cwcomstances indicate than e carrving value of an
baset iy mol be recoverable. A lmpoiamen) ks woulid be
resegmieed when extimatod latere amdiscounied cosh flows
reloting to the geset oo bess thin B3 carying aoount, An
frpaarmient foss is messiered s the mmon by which ihe carmyving
wmount of an asset exeeeds its fuir value

Seftware Costy - We capitalize cerain compaiter saliwiare and
software development costs incurred In connection sitl
devetoping or obtaining compater software for intemol use when
both the preliminary project stage is completed and it is probahle
thas the seftware will be used oz imended. Capitnlized sofiware
cosid generally include extemnal direct costs of materials and
services whilized in developing of ohtaining compater sofiwine
vl compretsation aml related benelis for employees who are
directly izaoeiated with the

software progect. Capitalized sefiware costs ane inclisded in
propuerty, phant sl cquiprmen on gur balsisee sheet asd amnoisod
on a straighi-line or welghted average estimated user kasis when
Hee sollware is ready For its intended use over the cstimated uselul
lives of the soltwire, wlich kpproxhiniate theee bo led years,

Fastrrmpnis — Instrusments arg hand-held devices wed by
surgeons during total joint replacement and other surgscal
procedures, Instruments are recognired as long-lived assers and
ure ingluded in property, plam and cguipment. Undeployed
Instrumenits are carried of gost or redlivable valee, Instrumems in
thse Freld are camied ul cost less decumulaed depreciation.
Depreciation is computed wsing the straight-line mathod based on
dverage eslimpled uselul Tives. determiived principally in
reference o associated product life oygles, primarily five vears.
We review insiruments lor impairmem whenever events or
changes in circumstances fsdicate that the canrying value of an
instrument may not be recovérable. Depreciation of instrumems is
recognized as selling, pencial and administrative expense.

Cinpchtlf — Cioadwdll is mod aemorized biit i3 wibject fov ]
impaurment less. Goodhwill has boen assigned 1o reporting unils
We perform aneual impairmiest fests by eiihier comparing u
reparting unil" s estomated G valug o i1s corrying smaun o
doing & qualitmive assessmient of a reporting wnit & [aie value
from the Lt quanditative assessnient W0 determing 7 thers is
patential impoirment. We do a quobitntive assessmen when fhe
resilis of the previvus quantilative tesl mdicided the reporting
unit’ s estimated foir value was significamly in exeess of the
earrying value of Tis net assets and we do not believe there have
b pignifeant changes in e reporting unit’ s opesstions it
would significantly decresse its estimated fuir value or
significantly increase jis net assets, |1 a quantitative assessment is
performied. the Tair value of the reponting unit and the implied fair
vitlue of goodwill are determined based upon 4 discounted eash
Moy mnulysis. Significant ssompiions mre incorporntiod b thise
discounted cash flow analyacs such as cstimated growth eatcs and
risk - justed discouni rabes. W perfonm this fest n the fourih
quarter of the year or whenever events o changes in
circumstmsces imdicate thot the earrying valug of the reporting
it s assets oy not be recoverable, 11 the fair valee ol e
repasrting unit is less than is carmying value, i impaimmeent Toss is
recorded to the extent that ihe wplicd fair value of ihe reporiing
unit goodwill is-less than the carrying value of the reporting unit
poodwill. During the yvears ended Bocember 31, 2010 and 2009,
we recorded gaodwill impalement charges of S204.6 million and
ST3.0 million, respectively, related 10 our LLS. Sping reponing
il See Mode 9 for sore infortiation regarding ooodwill and
goodwil| iinpaimment

futangitde Acers - Intangible sswis wre nitndly measured ot
Usekr Bir watlue, We have determmined the Fair value of oar
mstangzihle assets either by the fr valpe of the consederation
exclanged for the intangible ssset or the estimated afler-tas
discounted gasli Nows expected 1o be

165/201

oOoOooodn



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

Table of Contanta

ZIMUER ROLOIES, ™G

11 FORM 808 ANNUAL REFCRT

Notes 1o Consolidated Finoncial Smatements d oasimmed)

generabed from the intangible asset. Intangihle assets with m
indefinite life, including cortam irademarks aml trade ranees, are
ot armirtized. Indefimice fife intangible asseis are assessed
wnavally 1o determine whether events and corcumstances contime
b saigpodt i Disdefinite 1ife, lntangible adiea witli o fintle lifs,
wigluding eore winl devaboped techmalogy, cortuin tmdemarks and
trmfe nooees, custamer-related infamgibles, intellectond property
rights and palents pnd licenses wre amonized on o sirighitive
basis over their estunsted wselul life, moging from less than one
vear [ 40 yeurs, Intangible assess with a Fimite life ure tested for
irpairient whenever events or circomstances indicate thm the
carmying amount may not be recoverzhle, Intongible assets with
udi indeéfinite Tife are tested lor impainnent annually or wheriever
events of circumstances ndicate thin the cormying amount may not
be pecoverable. An impairment foss s recounived il the carrying
mnoant exeeeds the estimated fair value of the asset. The ansount
of the impainment loss o be recorded would be determined hased
lipem the excess of the asset’ s corrving value over 15 fair value.
he fair values of indefimiie fved imangible assets nre detormined
hased upon 1 discounted cash flow analysis using the relief from
royaliy method, The reliel Froon moyally metlusd estimanes ihe cost
savings associnied with owning, rather than licensing. assets
Sigmilicant sssumplions are incorporaied il these discounted
cash Mow pnalyses such as estimated growih mtes, rovidiy mies
andl risk-adjusted discount rafes.

In determining iho useful lives of intangible asscs, we condider
the expected wse of the wssets and the ellects of ohselescence,
demand, competition, anticipated welmaslogical mbvanees,
changes in surgical iechnbgues, market influences and oler
ceonomic e, For clnology=based imangible assets, we
comsider the expected Nife evebes ol § ks, dibeil
techmologcal advances, which ingorporate the comrgspending
technoligry. Trademarks ond trade naumes that dio not kaven
wisiing charsclenistie (he.. there are no legal, regulsiory,
comraciual, competitive, ceonmic or other factors which i
thie wseful life) are assiped an indefinite fite. Trotdemarks and
irmde s that e related 10 products expected to be phased our
are nssigned lives consistent with the period in which the products
bizaring each brand are expevied to be sold. For customer
relationship intangible assets, we assign usetul lives based upon
historical levels af custgmer atrition. linellectual propeny rights
wre assipned sl lives thin approximase the contraceun] 1ife of
wity: refated patent or the period for which we mamisin exchsivity
oves the intellectial property.

Income Tares — We accoun| Tor inceme tases under the wsset
il iahiliny method, which requires the recognition of de fermed
Ly dssets and labilitles for the expecied Ruure lax comsequences
ol gvents that have been included i the financinl statements,
Uincler 1his method, deferred 1y asets oned linbilites are
determimed based on the differenees between the financiul
statemnents and 1ax basis of assets and linbalines using enncted tax
mbes i eflest for the yeur m o which

45

the atifferences arc expected 1o reverse. The effect of & chinge in
Liix rates on deferred tax assets and Habilities 5 feeogniecd s
Imeorme b the period that includes the ensciment date.

W'e neduce gur deferred tax assets by o viduwion allowance 1T
bk mmore Iikely thii ot that swe will Rot renlize soae porion o all
of the deferred tux gasets, In making sush determination, we
consider all available posative and negntive evidence, including
flsure reversals of existing tixable temprary differences,
progected Tutere taxable wcome, fax planming strfegies and
recent finaneial operations, In the event we were 16 determing that
wee wonild b able e realize our deferred imeome tax xssets 1n the
finture in @xcess of their net recorded amount, we would make an
dddjustment b the valuation ilowonee which would reduce the
prorviRien for income txes, Fedeml income taxes are provided on
e posrlion of the income ol foreign subsicdinries thid is expected
pn be renitted o the LLS,

We opernte ona slobal basiy and are subject w numerous smd
commiplen tax laws and regulateons. Our incowse tax flings are
regtlardy under audit i multiple federal, state and forcign
Jurrdictions. wcomee tax audis may meguine anextended period
of tinse 1o reach resolution and may resuli in significant Income
tax adjustments when inlerprctation of L liws or allocation ol
company profits is disputed, Becwuse income s adjustments in
certain jurisdiciions can be significant, we record gevrails
representing manigement” s best catimate of the protable
resuslution of these mtters: To the exten additionsl information
becomes available, such sconanls are mbjustcd to reflect the
revised eetimated probable smcome.

Perivesive Fleverse e Fustrpmemts ~ We measure oll dedvative
pestrments al fair value mod report them on our conselidated
biluwree seel as assets of linkilites, We mmentain wiitlen policis
arsl progedures that permit, uiaber appropriate cimeunisianees al
subject 1o proper authonzation, the use of deriviive finanginl
bmsimmnenis solely For ledging purpeses, The use of derviive
finamcial instrumenss for imding o7 speculitive purposes is
profubited by our policy. See Kole 13 for more information
regarding ouwr derivotive nnd ledging activities,

Chher Comgprredicnsive fncome - Other comprehensive moome
refers (o revenues, expenses, poins and losses thal under gencrally
necepted nocounting principles ane incloded in comprehensive
veonee bul are excluded from nel camings as these amouis ane
recoided directly as an adjustrent 1o siockholiders’ equity. (iher
commprebensive moome is comprised of foreigm cimency
tromalution adjustmizivs, unrealized gains ond losses on casli Jow
hedges, unrealized gains and losses on amifable-for-sabe
securities wid mnonization of prior service costs anal
unrecagnized pains and lesses i actuanial assumpiions

Treasiey Srock — We acoouni for repurchases of comman sinck
unider thie cost metlod and present treasury stock as 3 feduction off
stockhilders’ equity, We reissue common stack held in treusury
anly for fimited purposes,
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Nom ettt liag futerest - On Jonuary |, 2009, we mdopted the
FASR" 5 now guidance refatcal to noncontrolling interests. This
guidnniee chimnged the secownting and repering for minoriy
intercsts, which are now characterized as nencontmolling imerests
wnall elussilied as u component of equity, This adopdion did msi
have a materinl impact on cor consolidated finoneial statements.
Druring the year ended December 31, 2008, we acquired
1) pereent awnership of an wutstanding woneontrolling inerest
for approximarcly $8.6 million. This perchase was recorded s an
cdpuity transaction and is reflevted a5 & Mnancing activily b oar
consplidied stulemed) of cash fows. As g resale, the carrying
balancs of the mocontrolling interests of $3.6 million was
elimi I, and the remaining S50 million, nepresenting the
diflerenve between Ui purchase prive msk carmying bulwneg, was
recorded a5 3 reduction in paad-in cigpital

I 200 L, s mnde wn dnvestmeni in a company inowhich we
pequired o contrallong fnancial imeress, bug oot 100 percent of the
exjuity. Further infonnation relaed o the noncontralling interests
of that investment hos not been provided ms it is not significant to
omr consoliduted financial silements,

Accaunting Provouscements = In 2001, the FASH issued an
pecaumting stamdard update { A5 ) thot albvwed companies when
performing their ammual goasdwill impairment best o do o
yunlitntive nasessmen o evaline whether impairment has
pecurmed versus performing 3 guantitative caleulation of cstimated
Tair value. We clectod fo carly adopd this standard and performed
a Yualitative assesamend on three of our reparing unis thod e
prioe vears lad estimaed fair values that seere substantially in
excess of their carmying vilues, This ASL just changed the
mcthodology of westing for goodbwil ] impairment ad would no
iffect the outcome of impaliment testing. Therefore, it die mot
huve @ edTect om our finumcil postion, resilts of opermimons o
cash fows

I 2001 the FASE issued an ASU requining vompariies Lo
present nel ingmne and other compeehensive mwome in cither a
single continueus statemenl or in (wo separate. but consecutive,
stiternents of et incommne and other comprehensive income. The
ASL! also required the reclassifications adjustments: from
secumuliied vther comprehensive income to sel income be
presented on the stmement of carmings by line iem, but this
provision of the ASLU has been delayed indefinitely. The
requirement regarding presentation of ner incomie and adher
comprchensive income i a single or 1we separate, bul
comdecitive, stilements will be elfective for ws on lamuary 1,
I00L The ASL! only chianges the presentation reguirgments of
other comprehentive income ol does nol clange any necounting
for veher conmprehensive Tncome amld thevelore will have no eifect
o aner mangaal position, resalts of sperations or cash Bows, We
[ntend o show sther comprelensive income in o sepamie,
conseitive stalement and have already dame so in this Amal
Repart on Form |0-K, Information reganding our reclissification
ualjustments 10 net incmng msy slready be found wi our
Consolidated Statements of Comprehensive Income, Note 13 amd
Mote 14,

There are oo other recemly issocd accounting promouncements
Usat wie Teave pot vet adopied that are expected (o have o mateeizl
effect om ner financial posiion, resulis of aperations or cash
s

1. GSHARE-BASED COMPENSATION

Our share-fused payments pimanly consist of stock options,
restricled stock, restricted stock units (RSUs), ond an employes
staszk purchuse plan, Share-baséd compensatiasn expense is as
folbows {im millions):

T o Vs Encen Disosries 31, AN N0 2008
Sk oo a7 SuTH 1K}
L el et e W4 i
Viak Bt pelssed 40 awseds (LT iy 1L Ph ]
Tustael ﬂ'uﬂ.dnﬂ: SE w

Share-hosed compensation cosl ¢apitalized as part of inveniory
for the yeurs ended December 31, 2001, 2000 and 2000 was $8.8
meilleean, 12,2 million, and $17.2 million, respectively. Asof
Decemnber 31, 2001 and 2000, approesimately S48 million and
St million of capialized costs semmnined in finished goods
Inventory.

Stock Options

We hod b equity compensation plims o effect w
Decembser 31, 200 17 e Z00% Stock Tncenive: Plo (2008 Flan)
nel the Stock Plan for Non-Emplovee Directors. The 2009 Plan
sivceeds the 2006 Stock Incemtive Plan {2006 Plan ) and the
TeamShare Stock Oprion Plan { TeamShare Plan). Following
stockhobder apparoval of the 2009 Plan in May 2009, mo further
avwards wene granted under the 2006 Plan or wisder the TeamShase
Plian, and shares remaining available for grom under those plans
live been merped into the 2000 Plan. Vested and unvested stock
ot and umvested resiricted stock sl RS previnusly
gruirhed under e 2006 PMlag; the TeamShare Plan and anotlsr
prior plan, the 2001 Siock Inceniive Plan, remained cutstanding
a0l Pregemiber 30, 2001, W have reserved the nusimum
ke of <hares of cemmon soek weatlabbe for award wder the
perns o ench of these plans. We have registered 37,9 millihon
slres of common stock wnder these plans, T 2009 Plan
provides for the gromt of nosigeali fied slock opibons and éentive
stk oplions, long-term performanse awards in th form of
performipnce shanes or units, restricled stock, RSUs and stock
appreciation rights, The Comperisation and Managensent
Drevelopment Committee of the Board of Threctors determimes the
i dode for anmal grants under our equily compensstion plans.
The dnte fine pinil grants nncler the 2009 Plan to our exeoutive
olficers is expected 1o occur inthe [irst guaner of cach year
folbowing the camings announcements for the previous guarier
anel full year. The Stock Plan for Nos-Emplovee Directors
provides for awards of stock ogtions, resiricted stock and RSLS 10

a7
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non-employee directors. I has been our practice 1o issue shares of
common stock upon exercise of stoek oplions from previously
unissued shares, except in limited eircumsiances where they are
isswed [rom trcasury stock. The ol number of awards which
inay be graled in a given vear and‘or over the Hfe of the plas
under gach of our equity compensation plins s lmited, At
December 31, 201 1, an aggregnte of 10,6 million shares were
available for future grants wnd awards under these plans.

Stock options grantes to date under our plans generlly vest
over four vears and generally have o maximum contractual life of
10 years, As established under our equity

A summary of siock option sctivity for the year emded December 31,

compensation plans, vesting may necelerate upon retirement after
thee first aniversary date of the award il eertain eriteria are mel,
We recognize expense related to stock oprions on & straighi-line
basas over the requisite sorvice period, less awands expected o be
forfeited wsing estimated forleature rtes, Due to the secelermed
retirerent provisions, the reguisite service period of our stock
options mnge from one 1o four years, Stock opteons ore grimied
with an exercise price equal w the market price of our comman
stock on the date of gront, excepd in limited circumstances where
lseal law may dictate stherwise,

2011 is as follows (oplions in thousamds):

“Paapind
Wiighled Aiige
bW Hamamng T
Esprcne Costraciusl Wl
Sinck Optonm Prca L jin milons)
(hatetarafing at lasusey 1, 2001 [EEET] 5 TR
Diptions. pramted 1417 07
Ot excreinad (1L05T) 152
Upions camcellod [R1LT] L]
AT 53
Chatatarang at Degomber 51,2001 14,748 4 ke 54 S
T——— ——
Vesied or A vl il Dheoember 31,2011 ([} E4l 53 5 M0
=l Te—min
Eavnzismhle s Dogember 31, 230 1 | E AR 4 T 44 ] 65

W ik a Black-Scholes oplion-priciing model 1o determiine
the fiir valug of our stck options, Expected volanlity was
dertved from the implied volwility of iraded options on our stock
that were actively traded mround the grant daie of the siock
optioms with gxercise prives similur 1o the stock oplions and
minturities of over one vear, The expected term of the stock
options has been derived from historical employee exercise
behavior, The risk-free inferest rate is determined using the
imiplied vield currenily available for zero-coupon 1.5,
government issucs with a remaining term approximating ihe
expected life of the options. We used o dividend yield of zero
percent as we had not paid any dividends since becoming a public
company in 2001, In December 2001, we declared our first
dividend and, accordingly, we will take wur new dividend palicy
it considerntion in our assumptions for futune granis,

I'he followring table presents infoniatbon fegarding tie
weighted average fair value for stock options gramed, the
assumplions ssed 1o determine fair valoe, and the imnnsic value
of options exercised i the imficated year:

For the Yians Ended Deosmbar 31 Firil ] Fual] Fuiif]
i T A A
Vinlailiy % W RAE.
Hisk:roe imeres mme s Y 2 L™
Expevied Tif dvean) A 50 54
Weiphted pverage Db value of oo
§1533 SR a2
Inirinsis value of o lons evercised iin
millions : YA L ] § 13

As of December 31, 201 1, there was 345.3 million of
unrecognized share-based payment expense relsted 1o nonvested
stock options granted under our plans. That expense is expected
to be recognized over a weighted average period of 2.3 years.

RSUs

We have awarded BSUs 1w our emplovees, The terms of the
awards have been either four or five years with vesting occurring
ratabby on the anniversary date of the award, However, based
upan meeting cerinin ¢riteria, s estabilished under aur equity
compensation plans, these awards may
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accelerate wpom retirement after the first anniversary date of the
awanl. Accordingly, the requisite service period used for share-
hased payment expense ranges from one 10 five years,

A summiery of noavesied RSL activity for the year ended
ecember 31, 2011 is as follows {in thousands )

‘Winghled Averige
Girant Ontn
Rilis it Ve

Dhutsarding ai Tenusry 1, 20011 g [ ]
Giewicd £l L 14
Vestad {198 a8
Furfemad (27 54.9%
[ dirig at Db 31, 3011 L 24628

The fair value of the awands was determined based upon the Tair
murket value of our common stock on the date of grant, We are
requircd to estimnte the mumber of RSUs that will vest and
recoynide share-based paymient expense on o stralght-line basis
over the requisite service periad. As of December 31, 2001, we
estimaote that approximately 1,067,000 outstanding RSLUs will
veal. | our estimate were to change in the future, the cumulative
elfect of the change in estimate will be recorded in that peried,
Based upon the number of RSUs that we expect to vest, the
unrecognized share-hased payment expense as of December 31,
2001 was $38.0 million and is expected to be recognized over o
weighied wverage period of 2.7 years, The fair value of RSUs
vesting during the vears ended December 31, 2011, 2010 and
2009 based upon our stock price on the date of vesting was 511.8
million, 53.2 million and £7.0 million, respectively.

4. INVENTORIES
Inveniories consistad of the following (in milllons):

As of Dicernber 31 201 Furi]
Finished poods TG s00a
T 7% aTa
Itn maevishs R L 321
[r—— s iwied
=TT | ——

Amounts charged 1o the consolidated statement of camings for
excess and ohsolete inventory in the years ended December 31,
2000, 2000 and 2004 were 5476 million, 5458 million and 5301.7
million, respectively.

5 PROPERTY, PLANT AND EQUIPMENT
Propeny, plant and equipment consisted of te following (in

millians):
b of Desopmbde 31, i 10
Lorsll [ ] 3 ‘o
Prusilisg aevd. expiilpmcet 1I%K 118240
Capitatized software cosis 84 1724
Iislrsicats 1,500 1,185 .6
Cmatrustion m progress. Tk (]
TR 274
{1,305 %) {1,674.3)
P i and egaigmctil, el 1,207 5 LIIAR

Depreciation expense was 52060.1 million, $247.9 million and
5244.2 million for the vears ended December 31, 200 1, 2000 and
2009, respectively.

6. ACQUISITIONS

We made & number of business acquisitions during the years
2000, 2000 and 2009, In November 200 1 we aceuired
ExtruOriho, Inc. { ExireOriho). The Extralriho acquisition
enhances our position in the estimated $820 million external
fixudion markel In December 2000 we acquired Beijing
Montagne Medical Device Co., Led. (Montagne ) and Sodem
Diffusion 5.A. (Sodem). The Montagne acquisition makes us a
significant provider of onhopacdie solations in China and
provides product lines wmilored exclusively to the rapidly growing
Chinese market. The Sodem acquisition broadens our portfolio of
surgical power tools and strengthens our position i the estimated
51 hallion surgical power tood markel, Additionally, we have
acguired n mumber of fareign-hased distribuors during the three
year period.

The resules of opermtions of the aoquired companies have been
inclisdidd i ouir consolidated results of operitions suhseguent 1o
the transaction dates, and the respective pssets and Habilities of
the acquired companies have been recorded of their estimaded fair
vilues i our eonsolidoied statement of financial position as of the
transaction dates, with any excess punchase price being allocated
1o goodwill, The estimated Fair values of the ExtraCriho assels are
preliminary. Pro forma financial imformation and ether
information required have mot been included as the acguisitions
did not have a material impact wpon our financial position or
results of operations,
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7. INVESTMENTS

We invest in short and long=tlerm investments classificd as
mvailable-for-sale securitics. Informtion regarding our

The amomized cost and foir value of our availahle-for-sale
Mixed-maturily securilies by contractual maturity are as [ollows
{in millions )

. K . . Ehin Fuir
investments 15 as follows (in millions); ool Dmscarmbsar Y1 011 Aarertirad Coat \aiuw
Amonized Gtk Linrashamd o ik 1 year of lew E] 4534 S5 S
Ciosl Fiit v Dhue afler ome yeear thevagh s yean. pi ] bl
Din__/LoRE Tl 3 4ms Barny
As of December 31, 351 1 = == =
Conprarate defil mevesitien § 3ME  $B2 503} § 3T
L5, povermmend and sgoecy - &
ot i 25 # e 8. FAIR VALUE MEASUREMENTS OF ASSETS AND LIABILITIES
hcipal homds 1.0 10 . — .
,_;‘W,ﬂ The folbewing financiol assets and linkilities are recorded ol fair
scvurithes : LY - - Ba virlde on a recurring basis (in millions):
U nmmercial Tix .S
%& e Tt A of Desorbast 31, 2011
of e . Far Vs Meawnements ol
investmenin 5 AT7 303 L)) 3 6T Faaporiing Diele Lising
As of December 3, Jail Dok
Crupunate detsl wveritics § 000 oS00 503§ 2038 Frieas
UL poversmant med sgoey »
deh securitics = = 4978 e
Fmicipal homds 11 1 Warnets.
!ml:lﬂﬂ—deh L) Sagrilfean
sevsilin 13 - - 10,3 tentca (et Sqicart
L ommercial papey L3} = = 16,1 [T Unctairvabie
Cenificases of depoun L = LN [EIR} Freconded (Ll inputs inpuis
Tiota] shom sndl bwig-aenm Diescription atancs 1} Lt T [Lawa 3
investmenis § 408 100 S0 % 40
. . — T Aveelabile-fist-pale
The following twble shows the fuir value ond gross unrealized g
losses Tor all pvailable-for-sale securitics in an unrealized loss (R o
pessition deemed to be temporary (in millions): T -
As of Decermber 31, 3011 s of Decermber 31 2010 ..mu-.puu:.
Far  Unrealoed Far  Usreakeed et srurics 772 = 177.2 .
Wi Liiricess il Linger. Slumicipal honds = I -
Corpormc debt Foteign
sevarilics 5 Ihds § @ 0§ 1M 5 .@D gl
Centi af deponit i 10y ot securities af b8
3 Tl
Vil — & Indd 5 LAT] E | Tl .!- LLEf] 244 - .S i
.ﬁ.ll_ securitbes in e tble above hove been in an ullrl.'all:_e'.l."ll biss Cenifsates of .
position for bess than twelve months, A 1otn] of 97 securities were %:IEE BE3 = B
in an unreslized loss position ws of December 31, 2011, availabie
I'he unrenlized losses on our investments in corporate debt for-sale
securities were caused by increases in iverest yields resulting | wnidibs Sy = G127 =
from adverse conditions in 1he global eredit mnrkets, We belicve "";,'f,",{;_m“
thi unréalized bosses associated with our ovailable-for-sale Fingign curreres
secunitics as of December 31, 201 | wre iemporury becauss we do fornard i
not intend bo sell these investments before maturity, and we do il _ il
: ! 2 ! ! opions %3 183
not believe we will be reguired 1o sell them before recovery of Interest rate
their amonized cost basis. i - = Eis ==
[T TS 5 TIBH 3 -
Libilities
Dheris apnes, caerem
o
Foweip currerey
fornued
gurfdracin and
TpLans 3 212 ] ] 252 ]
Crms-cumency
ingeren e 3 i
ial = —
3 Ikd ] - | | §
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#a of Decamber Y1, 2010
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[
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(LT
o Sigricam
wiea Dt Sagraoan
Aoty Dtaeneabae Umimerribie
Fopezrided [1E2 2 s ngers
Descripaion Baiarce 1} vl 71 fLevel 5]
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wvmilible:
fixials
seowrition EILT - 41k -
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i irenl
wl lomg-4arm
Foreipn comeney
Eevwcan]
contracts and
optioms, 8 dii ] £ doo 3
5 o0 & oo % -

We value our availuble-for-sale securities using o market
pppronch bised on broker prices for identical nssets in over-the-
counler markets and assess counterparty credit rsk.

We value our foreign currency forward contracts and foreign
currency options using a market appreach based on foreign
currency exchange rates obtained from active markets and
perform ongoing assessments of counterpanty credit risk.

We value our interest rate swaps using a market approach based
on puhlicly available market yield curves and the terms of our
swaps and assess counterparty credil risk.

We value our cross-currency imereal mie swaps using a market
appranch based wpon publicly availuble market vield curves,
foreign curmency exchange rates oblained from active markets and
the terms of our swaps, We also perfiorm ongeing assessments of
counterparty crdit risk,

The foltowing nonfinancinl assets were measured ot fair value
on a noarecirming basis (in millions):

apohin] Py
imAoiva  Significwei
Alarkonts o ittt Sgrbeant
Yeur Endad denical  Otservable  Lincheerable
Diecmembar 1. L] bty o Tosal
Pesetipin Pl flomlt) (et 2 E.
Goodwill % e % = ¥ = ¥ [0 52048
5 e % - 5 - § 3T SIHG
——
Fair ahw easirements Using
Qe Frices:
1 Aciive
Markets for Cihar Sagnicart
Yoar Exded Idomtical
Dacambar 31, g g Irguits Totl
Dt BLH JLevel 1) (Lewal il [Lirwed g Losses
ﬁ' I k] EXEL | —_ =3 MM 5730
i 1419 5 - 5 — ] Iy 576
e R e

I 20140, goodwill relating o our L5, Spine reporting wnit with
o eorrying amaotnt of S34 10 million was written down Lo ils
implied fizir value of $137.0 million, resulting in an impaimment
charge of $204.0 milleen, The implied fair value of goodwill
eopials the estimiated Fair valie of a reporting unil minus the far
vilue of the reporting unit’ s net assets, In determining the
implied fair value of the U.S. Spine repomting wiit” s goesdwill, we
used unobservable inputs 1o estimate the fair value of the
reparting unit and its assets and liabilitics. 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 [ulure
cash Mows of the reponing unit. Fair value under the market
approach utilized the comparable transaction methodalony, which
uses valuation indicators determined from sales of other
businesses that are similar to our LS. Spine reporting unit. In
extomating the future cash Aows of the reporting wnit, we utilized
acombination of market and company specific inpuis that a
mearkel participant wiuld use i assessing the fair value of the
reprting unit, The primary market input was revenue growth
rites. These mles were based wpon histonical trends and estimaied
future growth drivers such as an aging global populntion, obesaty
aned more active lifestyles. Similicont company specilic inputs
inctuded assumptions regarding how the reporting unit could
leverage operiling expenses as revenue grows and the impact ooy
new products will have on revenues. Under the comparable
transaction methodology, we ook into consideration when the
comparable transaction occurred ond the differences that may
exist due to changes in the sconomic environment. We also took
it consideration difTerences between e comparable companies
and our LS, Spine reparting unit that could affect fair value, such
as cash and deba levels.

L3
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The fair value of the reporting unil” 5 asets and Habilities
was determined by using the sime methods that wre used
business combimation purchise necouniing. See Note 9 for further
Information regarding this ookl impairnent.

I 2009, il implied Far value ol goodwill was détermined
usmmg the sume methodobopies utilteed in the 2000 valution,

§. GDODWILL AND OTHER INTANGIBLE ASSETS

The following table simmarizes the changes inthe carrying
mmnint of goodwill (i millions )

Areram Erow  fu Prcks Totw
Weanca w fansary |, J010 - -
e | SL5IT0 JLITRL ¥ |1%S pHCE R
o [ == =
o | AT4 [NEEN] 1355 2TELA
g o o S R e
Ao 15,1 LT 1T A4
5 ifarmbisn e Ty ity
PMetare mt Idecember 11,
2000
1SR o [LRA ARIER
Agcarmeaied
I fettrmciil sy (2771 - - (L]
e " Lio%) e Iﬂ:.i
CAE S . o LY. ] 131
: [ ~dT il 108
Pabitce = Devember 11,
11
o AAET LA SLLTH Lhn
Acguimdanad
impairms by {aT7 M) LT

CTKITE A TRITY S B

W conduet our anmunl impainmant test in tse fourth guarer
ol every yeur of whenever events sdour o circunsslances change
that woulsd more likely than not reduce the fair value of a
reporting unil belbow its camymg wmoul, During our 2000 wnt
2010 annunl impairment tests, it was determined that our LS.
Spine reporting unit’ s carrving valie wasin excess of ils
extimaned Tair vahie. Fair valee was dérermined using an egual
wieirhting of income and nisrket approsches,

Imi K 20000 periasd, fuclors that coninbuted W the extimated
finir value of the reporting imit being below its cammying vilae
ineluded p decrease in projected revenues relabed 1o the Dyviesps
Iiymaimic Stabilization System. This product line expericneed
inereased competilion and insurance reimbrsemen issues in
2008, We'had boen sceking appeoval Trom the FDA fo market this
product differently in the LS. which would have enbanced s
position m the markel. Howewver, in hovember 2008 an FIA
aalvisory panch issued 4 non-approvable recommendation.
increasing the uncertmnmy of the estimnted futuse cash lows at
thiog tinae, | mdadition to e Dyweses groduct, revenues froa ollse

prodducts hadl been

LA

E2

affected a8 we worked through the integration of the sales channel
following an aegusition.

For our areual impairme testing in 2000, Facors in the
hrosuder LS, spine markeiplace as well b5 company specific
Twgtors contrbuted 1w a funbcr deerease in the cslimued far
witlie of the repeaating it At the tinwe of sier 20090 hinpeirent
best, wi estrmated that the LS. spie markel was expensnsing
verrover=vens revenue growth i the low double digirs that
would continug Into the fereseeable futore, Sinee the sinie of our
2000 gest, year-over-year growth conlinued o decelorate and after
multiphe guariers of decelerution we estimated this may be o
Jemger-temmy trend lnstead of o wemporary plicnomeno. i ose
2000 impairmient test, we conchsded that vear-moer-year
Jrised Elleny b the Bow to inid single digits which we cstimale W bo
the wend in the near-terme A portion of this decrease has come
Troam lower pricing as hospitals iy to reduce their costs.

Another factor in the hvwer grawih irend breludedd increased
serutiny from insurance companies and contimeed discussion in
thee healtheare commimity on whether certain spiise procedunss
dre mecessary, As o example, ke o the tard quprter of 2000 in
ane stale an imsuner provided notice thar starting Tanunry 1, 2001,
ihe insnirer would require peior peview and eentifleation thai the
pateent b et specific ehimical eriteris before the procedure
would be covered. While revenues froon these procedures in this
o staie are not stgnificant 1o eur everisll revenues, il caused
uneertninty on whether more insurers may tauke similar actions.

As discussed above, we believed such develeration sl
pmeertninty ms to revense growth alse decrensed the valuntions of
uather spimne companies im the LLS, murket wwd thus sifected our
estimated Fairvalue of our US. Spine reporting unii.

I addition. following the FIMA advisory panel dectsion in
Nuovednber 20000 we continued to evaluale our regulatory oplions
for marketing the Pharesis prodoct differently. In 20040, we
concluded ihat obtaiming regulatory. appeoval would take mone
time and cost more ineney than originglly expected. This
conchision also comrtued w ihe decrease i our eslimated Tair
witluge of the repasting it

A g vesull, wi recorded goodwill impainnen charges off
S204.0 millbon powd 5730 miillion dwering the years anded
December 31, 2000 and 2000, respectively,

I ear 201 1 mmpairmment test, we conclided tht the estmisted
firvalue of the £LS, Spine reporting umit was |3 percent higher
ihet s errying valie.

We have six ofber reporting units with goodwill assipned o
e, We estimmte e Fuir value of tsose repasting unils using the
ineoime approach by discoumting to presemt value the estimated
futane cazh Mows of the reporting unit, For three of those
reporting waits, i 3001 we only performied o gualitative
nasessment of changes in foir value as allowed by a new
accounting pronomncement as discussed in Mote 2. For cach of
ihvse sy weperting units, the esrimated Bair value substniially
excerded s carryig value,
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We will continue o monitor the Fair value of our U5, Spine
reporting unit as well as our siher six reporting units in our
interim and annual reporting periods. 17 our estimated cash Nows
fior these reponing units decrease, we may have to recond further
impagrment ¢harges in the future, Factors that could result in our
cash flows being lower than our curment estimates melude: 1)
decrensed revenues caused by

unforescen changes in the healtheare market, or our imability 1o
generate new product revense from our research and development
activities, and 23 if we are not able 1o achieve e estimated
operating margins in our forecasis due to unfsrescen

factors. Additonally, changes in the broader economnmie
enviroaimel conld enise changes 1o our estiniated discaunt rates,
which will impsct eur estimsted fair values.

The components of identifinble intangible mssets ure os follows (in millions):

Irplaciad Trodesuris
Prparty and Trade Cusiomes

Com  Deveioped
Tathoolegy  Tachrology  Fghs  Mawes  Fsistiombos Ot Total

Aa of December 31, 2001
Titargilile anssts sulsjoct b mmonistion,
Cores camying amoni

0 % AE F O ITIS B 04 B 43 FELT  B1134E

Acturniulalad sonisatiog (k] 12555 L] 1209 467} ELET) (528 &)
Imdzngible assris nod ssbiect 0 amorizalion;

Cifinid CorTyifg amiunl - - - 1925 - - 1923
| TV TS S PR BT e R TR BT R
As of December 31, 2001
Ietangbie awts subpet L st

Crrows CATYINg amoani 1l F OMIA OB I8AT OF O GE OB 1437  FMD S5106iE

Asiunmilatal 1£2.0 219.0) T34 12341 328 Gan (4340
Imimngible asscts nod sshicel o amaorizalon;

L ATl - - — 1973 - = 7.3
el inkiml.'ul-lr'wihl: e E i MY 5 RO1 5 Jlu 1 114.9 10 § 5271

Wi currently have and anticipate future produet development
effons that may replace the currem products that use our
trvdernarks amd trade names. While il is anticipated., it s not
certain that these new products will wilize these trademarks and
tradde pames. 11 these new products di not use these trndemarks
anll trinde names, these masets moy be impaired and'or their useful
lives may need adjusied,

Intangible amoriization expense was recorded as follows {in
millions}:

For the Yemrs Emdid Devomber 31, Mt 2000 2008

of produsts wH 357 SO0 56
farlling. gimeral mml sdministrative all .31 S0h
Total imtangihle amati zation 91K 011 0.2
— —_—

Estimated annual amoriation expense based upon intongible
pssets recognized os of December 31, 2001 for the vears ending
Drecembser 31, 2012 through 20146 is (in millions):

For the Yomrs Emling December 31,

FIiTH] 40
2001 LA
204 By
2003 T4
2006 w21

10. OTHER CURRENT AND LONG-TERM LIABILITIES

Cither current and long-term liabilities consisted of the
following (in millios):

s of Decerrbar 3. 21 1] ]
<uirenl ladnlitics
Ligerss snad servios agrocmenss K160 RiRS
Ceruin clalrs seonul (Note 19 Lo £2%
Sakarigs, wages @l banefiis 1163 LA
Aconsd lahilities 29493 pait]
Toual other cunreat Lahilithes 55719 540
A S L i -l
Dby loog-term Rabilities:
Lustng-temm hisciime o, pay sble 51288 IR
Certain claima acorial (ole | 95 2600 il
i |ﬂ-1¢fmlllh||lllei 174 51T
Tintail ey M lishilities 55574 8
i oy
53
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11, DEBT
Ohir dehit-consizied of the following {in millions):
s o December 11 E!i Ll
Samor Crlit Familinty ¥ My *
ey sherT st (k3 &
T looorlBaaini ihedst [RTEE] i
lopmg-bores dicbit, :
Senwr Motes due 2084 3R ¥ .
Sqmaor Nohew doe DI T e b
Sorapd Motes iug 2020 1041
Fsicr Wrks o 2079 R o
Ehotg ol i1k (B3
Adfuimant pelelivd b0 irtone reto veags & 13
Someor Crodis Facidiny (LR}
Joal lovg-teom el [T LT
—T —_—

In Movember 2010 1, we sold $250 milllon aggrepale principal
amoaint of our 1.4 percent Senior Motes due November 30, 2004
{2014 Motes) and 5300 million aggregate principal aifoan of s
13TS percent Senbor Notes duie November 30, 2021 {3021 Nives,
wnad together with the 2004 Motes, the 2001 Notes) in 2 public
offering, Imeresi is payable on May M0 amd November 30 ol ench
year wtil matunty, We received net proceeds of 55495 millan,
et of an dffering discount of 90,7 million, The 2014 Motes and
2021 Nubes canry an ellective inerest nve of 1424 pereent and
1M percent, respectively,

I November 2000, we sold S300 million aggregile principal
pmermt of cur 4625 pereent Senior Notes due November 30,
2009 {2009 Notes) and S500 million agerepate principal amount
of our 875 perecnt Senior Nodes due Novenber 30, 2039 (20349
Nodes, and together with the 20019 Mores the 2000 Motes) ina
public offering. lnterest is pavable on May 30 and Novemnber 30
of each year until roturity. We received nes procecds of S998 &
million, net ofan allerene discount of $1.2 million. The 20019
MNotes and 2030 Naodes carry an effective interest rale of 4634
percent nd 5.762 percent, respectively,

The agiregste estimated Gir values of the 200 1 Notes and 2040
Notes (togeiher, the Senlor Notes ) as of December 31, 201 1 wnd
2000 was S LAS3A pritlion and 51,022 0-millon, respecively,

We sy redeem the Serior Nates it our élection o whole or i
part at imy time prior to matrity at @ redemplion price cqual to
the greater of 1) 1 percent of the principal omoont of the nites
being redeemed; or 21ilie sum of the present values of the
remaining schedubed payments of pringipal snd interest (o
Including any portion of such payments of interes) occrved as ol
the dute of redemption ), discoumited 1o the date oF redemption on u
seimi-anninl basis ot the Treasury Rate (us defined i the debt
agreement ), plas 15 basis points

in the case of the 2004 Nates; 20 basis points in the case of the
20019 Notes ad 2021 Motes, and 25 basis poins in the case ol the
2030 Notes, We will also pay the acered and unpaid inierest on
Hee Senior Mides o the redemplion dite.

I Decenber 2000, we entered into interest mle swap
agreemenls which we designited e fir value hedges of
underlying fcedsrate obligations an our Senior Notes doe 200%,
See Mote |3 for additions! Information regardmg the knierest ruie
S aerecmenls

We have a live vear £1.150 million senforcredil agresment
(Semior Credit Foeility). The Sewior Credit Facifity is @ revolving,
multi-currency, senior unsecured credit fciliny maturing
Novemnber 30, 2012, Available borrowings under the Senkod
Credit Focility at December 31, 200 | wiere 512070 million. The
carrying value of e Senior Credit Facility approximaies fair
value, as the underlying istnnneists have varimble inlerest raes al
markel value

We and certain of our wholly owned foragn subsidiarics are the
horrwers under the Senior Credit Facility. Bomowings under the
Senior Ceedil Facality bear inferest ata LIBOR-based rte plus an
applicable margin deiermined by reference to our senioe
wnmseetreed bomg-temm engdsl rating ansd he anwunts deswn wisler
e Sendor Credin Freality, o an aitermone base rave, or a2 fised-
rivte determmined Usrough a competiive bid provess. The Senior
Credu Facility comains customiry affirmative mwd negative
covenonis and events of definll foran wisecured Faancing
armngerent, inshading, among other things. limitations on
comsolidutions, mergers and sales of pssets. Financial covenants
ieclude 2 maximmn leverage ratio of 3.0 00 1.0 and & minimwm
interest coverage it of 3.5 to 10, 17 we fafl below on
Iinvestment grade credil rating, sdditicnal restrictions would
resale, meluding restrictions on vestmends, payment of
dividends aml stock repurchases. We were in compliance with all
covenants under the Senior Credit Facility as of December 31,
2001, Coanmitments under the Sentor Credst Facility are subjoct
Ly éertnin fees, including a faeiliy and o utilization Fee.
Basrrowiings wasler the Senior Crisdii Faciliny at December 31,
2000 were LS, Dollar-based and a1 December 31, 2000 were
Japanese Wen-hased hormownigs,

We alse hve pvailable imeonmmitied eredit faalities otaling
S6%.6 million,

At December 30, 2001, e weighted wverge interest mie for
shawrt-term amal bonp-term bomrowings wos 0, | percendt and 3.8
percend. respectively. We puid 5550 millivn, 3598 mittion and
S7.4 milibon in interest during 200 1, 2000 and 20094,
respectively.

12. OTHER COMPREHENSIVE INCOME

Chilser comprehensive income flenis represent cerlain amaounts
it gre reported ax components of shareholders” equiny in wur
comsolidoted balomee sheet, including foreign cwmency tmanstaion
adjustments, wrealized pnins and losses, net of tax, on ayvailnble-
for-sale investments and hedging instrsments and pension
liability adjustments.
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Accumulated other commprehensive income consisted of the
Tedlowing:

43 of December 14 i i)
ForG I Gty Mkt BIwA | SPME
mh P bodygos A1y i
Vnreaticed ks o8 svarilies i3

Unrecognimed prioe sorior cosl sed warroognined dow in
soluaial m.unﬂ' o [EERA}] [H%.0)
Accumulaied nihee s miome ‘4 1A L2006
1

13. DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

We are exposed 1o ceram mrken nsks relanng w our ongoing
business eperations. ineluding foreign currency exchange rate
sk, commuodity. price risk, nerest rate risk and credit sk, We
ranage our exposure o these and other market risks through
repular operating and finamcing activitics. Currently, the only
risks that we manage through the use of denvative instrumengs
are bivlerest rale risk and foreign curroiey exchange mie riske

Interest Rate Rizk
Dervtiatives Desigaated ay Foir Value Hedpes

We sise interest mabe derividive instmments (o mmge o
exposire o inlerest rale movements by converting fixed-nuie deb
b variable-mite debi. Under these apreements, we agree 1o
exchinge, ot specificd intervals, the difference between lixed amd
variable imerest ansounts caleulated by reference to an agreed-
upon iwdional principal smount. The objective of ile instrumnems
is o more closely align imerest expense with imerest income
received on cash and cash equivalonts. These derivative
instruments are designmied as fnir value bedges under GAAR
Chonges in the fir vahse of the dérivative insiriment ore
recorded n cumrent carnbngs and ore olfsel by gabns or lesies on
the underlying debl instrament,

I 2000, we entered imto mualtipie nine-year fixod-to-vanable
interest kate swap agreements with a total patienal amosent of
S250 milliam. These imcret rde swap agreenicnts were
designaed as fair value hedges of the fixed interest rate
obligation of our 20019 Nodes, We receive a lixned interest ruke ol
4.625 pereent pnad fuy varisble interest equal 1 the three-momh
LIBOR plus an average of 133 basis points on these injerest mie
SIS Breeinents,

Fareign Currency Exchange Rate Risk

Wi operate on g ghodal basis and are exposed 10w sk thin
o fninetal codition, resils of sperations nad endi Nows could
b mbversely nlfected by chaimges i foreign curreny exclunge
mbes. To reduce the petentinl ¢ffects of foreipn curmency exchangs
Fale mavemnts on nel eanings, we enler pile Jevivative fimancil
mstruments in the form of foreign currency exchange foranrd
comracts and eptions with magor Grancisl insttutions, We are
primarily exposeil to

forcign curmeney cachange rate risk with respect to fransactions
anel pey assets depomingled in Euros, Swiss Francs, Japancse Yo,
Hritish Pounds, Canadian Dallae, Austrolian Dollars, Korean
Won, Swedish Krona, Ceccl konma, Thsi Babe, Taiwan Dallurs,
Sowidhi Adrican Rand, Russion Bibsles aivd lodiain Rupess. We di
ol wse derivabive financial frstruments for treding or speculative
Purposcs.

Derivatives Desigroied s Casle Flow Nedges

Ohur reveniies are generated iy varions currencies theoughen the
world. However, a signilicant amaoun of our inventory is
praduced in LS. Dollars. Therefore, movenwnts in foreiim
eurrency enehange Ales may lave differen proportioaal effects
on ot revenunes compared o our cost of products sold. To
iviniemiee the ellects of foreign currency exchange rie
mevernents on cash Nows, we hedge imercompany sales of
Inventory expected 10 sccur within (e next Jmonths with
Toreipn curmrerey exchange forward comtmacts and options. We
designite these dervative instrimients a5 cosh Bow hedges.

We perfonn guurlerly sssessnwnis of hedug oflectivencss by
verifymg mnd doewmenting the eritien] werms of the hedge
nsanuamnent wild that forecasted timsactions have ol changed
significantly, We alse sasess on @ quarterly hasis whether there
hiave been adverse developments regarding the risk of a
coamterpany defaull. For derivatives which quality as hedges of
futare gash thws, the effective ponion of changes in fair vahs is
temporanly recorded in oiler comprehenaive inconee and then
recognized in cost of producis sold when the bedged ifem affects
net enrnings The inefTective portion of a derivative” s change in
fir value, if any, ks immediately reported in cost of products sobd,

For fisrannd contracts and options outstandimg i1 Decensher 31,
201 1, we have obligations to purchase U5, Dollars and sell
Eurns. Japancse Yen, British Pounds, Canpdian Dallors,
Australinn Dollars, Korcan Won, Swedish Krona, Caech Komuma,
Thai Baht, Taiwan Dollars, South African Rand, Ruszian Bubles
and Indinn Bupecs and pereliase Swiss Franes and sell LS.
Proflars e sct marurity dates sanging from January 2002 through
Jigne 2014, As of December 11, 201 1, the notsonal amnunts of
olstunading forward comracts and sphions entercd mia with duind
pories by purchase VLS, Dallars were 513 hillion. Az of
Decemnber 31, 2001, the nothonal anwpass of oulstnling forward
confracts and oplions entered into with third parties to purchize
Swiss Frames were $346.7 million.

ferivatives Nar Besignated an Hedgiag fnstrimmeats

We erler [0 Torcign curreniey Torsard exclange confracts willi
termx of eng month io manage currency exposures for monetary
assits and Habilities demominsted ina currency other thins an
exitely & fumctional currency, As o resnll, any fareign correney
remeasurement gainslosses recognized in enmings are penerally
oflsel with gainslosses on the forcign curreney Toeward esclunge
contracts in the same reporting period. These offseiting
aipslonses are recorded in

175/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

Table of Contents

IIVMMER HOLDINGS, MG 11 FORM B0-H ANKUAL REFPOAT

Notes to Consolidated Financial Statements (Contfmed)

cost of products sold as the underlying assets and liahilities
exposed 1o reincasurement include inventory-related transactions.
These contracts are settled on the lasi day of each reporting
periond. Therelone, there is no outstanding balance related o these
comtrncts recorded on the balance sheet as of the end of the
reporting period, The notional wmounts of these contricls are
typigcally in o range of $1.2 billion to 1.7 billion per quarter,

expense when the hedged item affects net camings. We pay a
fixed imterest rate of 0.1 percent and receive variable inlerest
equal to the three-month LIBOR plus 18,5 basis points on these
Cross-CUTeney interest rale W agrocmenls.,

Inceme Statement Presentation
Dherivalives Dl.':!r'gm.m.'\d ax Fatr Vealue Hunfm.'s

Derrvative instrumends designofed as fair value hedpes had
the following elfects on our consolidaled statement of camings

Foreign Currency Exchange and Interesi Rate Risk
Derivatives Designuted ax Cash Flow Hedges

(in millions):
In 200 1, our subsidiary in Japan, with a functional curmency

of Iapancse Yen, borrowed variable-rate debt of S143.0 million Gain on Loss on thedged
denominated in 1.5, Dollars under our Senior Credit Facility. To - e
manape the foreign currency exchange risk associated with Localion o0 e —— Dwcember 31
remensuring the debt 1o Japanese Yen and the intencst rate risk Derrvatvm Etmtnent of -

associated with the varisble-rate debt, we have entered into ] Earmrgi 20 2000 0l 3018
mulliple cro-curmency interest rate swap agreements with o total {mkeiet], ke el ietvar it = | BA] —— 1A= ) =K1}

notomal mwut of 11,798 mallion Japanese Yen, We designsied
these swisps ns cash flow hedges of the foreign currency exchange
umnall interest rale risks. The effective portion of changes i fair

We had no ineffective fair value hedging instruments nos any
amounts excluded from the assessment of hedige effectivencss
during the years ended December 31, 201 1 amd 2000,

valie of the ¢ress-currency inlerest mle swaps 15 lemporrn |y
reconded in other comprehensive income and then recognized im
interesl

Derivatives Designoted ax Cash Flow Hedees

Derivative instruments desigaated as cash Now hedges had the following effects on other comprehenisive income (O01) on our consolidated
hitlance sheet and our consolidated statement of earnings (in millions):

Bcamt iof (i | {Lows} et of Glaen | fLoss)
Peeognited i 001 Raclhsilad borm OCH
Year Ended
Yo Evaded Decerier 31, Dasoernber 51
Dhesivabnve Instnament 211 M0 2008 Localon on Strsmend ol E At A0 008
Foneign cachange ormend conamct HHT) 511D WIRE) Coal of preducts sold. W329) §7.3 G168
Forgign exchanpe optaans (L4 L] [RiT] Cosl of preducts sd - - 13
{m |t e s 0l Inle ol g = =

2 = | v e =
PEE TR Han f13 mimo
The net smount recognized in eamings during the years ended December, 2001, 2000 and 2009 due io inelTectiveness and smounis
excluded from the assessment of hedge effectiveness were nol signilicant,

The fair value of cutstanding derivative instruments designated as cash flow hedges and recorded on the balance sheet at December 311,
20011, together with settled derivatives where the hedged item has ot yet affected earnings, was a net unrealized loss of 5228 million, or
S10.1 million after wxes, which is defermed in acoumulated other comprehensive income. OF the net unrealized Ioss, $16.3 million, or $6.8
million aficr taxes, is expectod to be reclassified to camings over the next twelve momhs.

Derfvatives Nod Designated ax Hedging lnsruments

The following gainsi lesses) from these denvative nstnments were recognized on our consolidated statement of enminigs (in millions):

Yinbe Erced
Location on Dacember 11
Drivalive b Stalernest of Samarge. 201190 ]
Foreign axshane lorsnd comtsacts Lot of pooabucts whil $27 S50 91037
fes B2 8 we
56
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This impact does not include any offsetting pains/losses recognized in camings as a result of foreign cumency remeasurement of
monetary assets and Tiabilities denominated in & currency other than an entity” s functional currency.

Balance Sheet Presentation

As of December 31, 2000 and December 31, 2000, all derivative instruments designated as fr value bedges and cash ow hedpes are
recorded at fair value on the balance sheet, On our consalidaied balance sheet, we recognize individual forward contracts and options with
the samie coamterparty on a nel assellmbiliny basis if we hove a master netting agreement with the counterparty, The fuir value of denvative
instruments on g gross hasis i ns folbows Gn millions):

A5 of Dhacaritr 31, 2011 A8 ol Dacaestar 1, 7010
Fist Fi
Eatanos Sl Lpcation Vyiey Satwnce Shast | pcption Weks
Aunt ferivalives
Forelgn evchangs lorward conormets Uihier piamen aasets 5240 (her curreni sazets 3322
Foreign eachanps dotinia CRher corem asséti. 1.4 Chher currem amscts 0.4
Forelgn exchange (forwerd costrscts Ohher gasets  14.5 Other msets 114
Foreign cachangs aptiona (hheraussts L) (her gascts 10
Imteress rane swagn iher pasets TR Onher psrts 1.4
Tt | aset devivatives b ke 1)
—_— = =
Latulity Dherrrdives
Forelgn euchange (orveard oomomcts i her current liskiliies $34.6 Uiy et Bishiliizn 578
Crima-fuitingy inlereal fals wajn ARhor cupmil labililes 3.2 Dl vt Babilitios
Foreipn enchange forward contrects Other bong-term liabililes 111 hher lomgeierms Babilides 144
Total liabiliny derivatives $34.0 1410
e ——

14. RETIREMENT BENEFIT PLANS

We have defined benefit pension plans covering certain LS. snd Puerio Rico emplovees. The employees whi ore 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 participan’ s average eligible compensation. 1n addition 1o the LS. and Pucrto Rico defined benefit pension plans, we
spansor various mon-LLS, pertion armngements, incheding retiremient and lermibiation benefit plass required by local low or coosdinated with
government sponsored plans,

Weuse o December 31 measurement dofe for our benefit plans,

Defined Benefit Plans

The components of net pension expense for our defined benefin retirement plans are as follows (in millions):

UE g Pusns Rico Mondl 5

Fér B Vi Ended Dodimber 37, 211 Fol] 2020 ] FilH] 2000
[ 114 5107 5153  Si6E  Si4s  SIaT
[—— i 115 T ¥3 57 6%
A ‘netum i plam aveets {2195 (AES Y] {1645 (L] (LE] (L&
Custailtienl - - 04 o - X
Amerilrmkn of prier sy cost - (i i DE) nT g
Aot patiees o unregigeed sotaarsal s [} 14 41 [} 1.2 K
i e Bese i cou R B e AT 1L S 112 B 135

The weighted average actuanal assumptions usced to determine net pension expense for our defined benefit retirement plans were as
Tollowws:

U5 and Pusro R Mol &

Fior e Yaers Endind December 37 A A0 200 Al 0 o]

Iisgtmmi raln S 62 5T 1% 119 140
Rate of compensation increese 181% R pE Lokt el 250
Fapactcd lung-term sete al nitum an plas msts T T5M T % 401% LRF A Ift

&7
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The expected long-term rate of retum on plan assets is based on the historical and estimated future rates of retum on the different asset
classes held in the plans. The expected long-term rate of returm is the weighted avernge of the target asset allocation of each individual asset
class, We believe that historical assct resulls approximate expected market returms applicable io the funding of a bong-term benefit obligation,

Miscount rates were determined for each of our defined benefit retirement plans at their measurement date 1o reflect the yvield of a
portflio of high guality bonds matched against the timing and amounts of projected future benefit payments,

Changes in projected benefit obligntions and plan assets were (in millions )

L5 g Pusrs ico Yioerll §
For B Yaars Endos Dacember 7 X 210 IOl 210
Projected benelit obligmion — beginning of year 522711 S187.6 $2256.5 1973
Service cost 1.4 1.4 168 14.6
Interest cost 13.0 115 13 6.7
Employee contribations 15.9 12.6
Benefits paid 14.5) (3.6} 136.7) (18.01)
Actuarial loss 41.0 20.7 4 02
Prior service cost - - {1.6) -
Expenses paid - - (01} -
Translation loss - - s 13.2
Projected benefit shligation - end of year S260.0 §327.1 $235.1 5126.5
Plan assets at fair market vahse - beginning of year 51449 $202.1 52060 5179.0
Actual returmn on plan assels {2.1) 131 (2.5) [R]
Employer contributions 6.8 333 160 14.0
Employee contributions - - 159 12.6
Benefits paid {4.5) 136 136.7) (180}
Expenses paid - - (01} -
Tranalation gain - - 6.5 FlET
Plan assets at fair market vahse — end of year 5275.1 §244.9 §205.1 52040
Funded siatis S{14.9) §17.8 S{30.0 1;1[!.5]
Amounts recognized in consolidated balance sheet:

Prepaid pension = $27.0 5 43 £ 30

Slsort-term acerved benelit liability (1.0 1073 - -

Long-term acerued benefit liability (139 {5.5) 34.3) [23.5)
Net amount recognized Si14.9) 5 17.8 S0} £(20.5)
Amounts recognized in accumulatesd other comprehensive income:

Unrecounized prior service cosl 5 06 5 L6 5 (6.T) 5 (57

Unrecomnized nctuarial loss 140.4 755 45.5 33.5
Total amount mmi;__nimd S0 5 R0L| 5 38R £ 278

Wi estimaie the following amounis recorded as part of accumulated other comprehensive income will be récognized as part of our net
pension expense during 2002 (in millions k:

UE and Mon-
Pusria Rica us

Unrecognized prior service cost 5 - S(0.9)
Unreeopnized aciuarial loss 13.0 2.0
5 130 1.1
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The weighted averape actuarial assumptions used 1o determine the projected benefit obligation for our defined benefit retirement plans

were 15 follows:

145w Prerio B Meon 5.
For b Yiears Ended December 31, T A iz FH 2 0
Disgomint rde 505% SEI%  626% 24w 2EZW 3I%h

Rate of compensation imcrense

181% 3.80% AR0% 2.76% 2.61% 246%

Plans with projected benelit obligations in excess of plan assets were as follows (in millions):

L5 mnd Pusrio Rico Mol
As of December 1 Fl] I T —
Projected benefit obligation $250,0 502 $2011s $200.7
Plan assets ot fwir morket valoe 275.1 1773 1773

Plans with accumulated henefit obligations in excess of plan assets were as follows (in millions):

115 and Posrio oy hondl 5
Ao Dhacwmises 37 i 7 Foill il
Accumulated benefil obligation $324 £h.1 S190.4 £167.2
Plan asscts at fmir morket valoe 13.00 - 168.7 154.1

The sceumulated benefit obligation for 1.5, and Puerto Rico
delined benclit netirement pension plans was $241.3 million and
S182.1 million as of December 31, 201 | and 2000, respectively.
Thie ecumulaied benelit obligation for mon-ULS, defined benefit
retivernent plans was 32199 million and $212.9 million as of
Drecember 31, 2001 amd 2000, respeciively.

The benefits expected 1o be paid out in each of the next five
vears and for te five vears combined thereafler are as follows (in
millions}:

US meg P

Foot the Years B Decerrber 11, Pruarts Rico ALE.

e ¥ (3] T
2013 6.2 6.2
2004 e 158
EE] 06 ik
o 1. 157
2007021 EIN L [T

The LS, and Puerte Rico defined benefit retinement plans”
overall investment sirategy is 1o maximioe total retums by
emphasizing long-term growth of capital while avoiding risk, We
have established target rnges of assets held by the plans of 45 10
50 percent for equity securities, 33 1o 40 percent for debi
securities and 5 1o 10 percent in mon-traditional investments, The
plans sirive 1o have suliciently diversified awets so that adverse
or unexpected resulis from one asset class will not have an unduly
detrimental impact on the entire pontfolio. The investments in the
plans may be rebalanced quarterly based upon the tarpet asset
allocation of the plans,

In the LS. and Puerto Rico, we maintain an investment
policy statement that guides the investment allocation in the
plams. The investment policy statement describes the torpet asset
allocation positions deseribod abive, We have a benefits
commines o monitor complianee with the investment policy
statement and manige the general vestment strsiegy and
objectives af the plans, The benefits commities meets quarterly 1o
review performance and 1o ensure that the current investnent
allocation is within the guidelines set forh in the investment
policy stlement,

The mvestment stralegies of non-U.S, based plons vary
aceording to the plan provisions and local lows, The majority of
e assets in non-LUS. based plans are located in Switzerland-
hased plams. These assets are held in trusts and are commingled
wilh the assets of ether Swiss companies with representatives of
all the companies making the investment decisions. The overall
strategy is (o muximize total retums while avoiding risk. The
trustees of the asscrs have established target ranges of assets held
by the plans of 30 to 30 percent in debt securities, 20 to 37
percenl i cquily securitics, 13 to 24 peroent in real cstate, 3 1o 15
percent in cash funds and 0 10 12 percent in other funds.
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The fair value of our LS. and Puerto Rico pension plan asseis : s of Decembed 31 2011 —
S5eT Cal were as follows {(in millions): - Value ]
by assel calegory we ows o s ) : Metioreventy
s of Dincerioes 11, 011 e Sgulicant
P Wil WA iy 3l Rapaiing Duns Lisieg: Markaty by Dehar T
Dt Prioes. Gigrizan Wentcsl  Ossrvabls Unchssnabls
I hcive Cther Sigrabean ] Ingars: LT
Marhets tor Ciamsbin  Lisobanroatie izl Catlegory Tetal flewi i) vl 1y fLevel 3
‘el Rty linpurs Cash and cnh
Bl Tetsl ALswnd £} [ ] (el 5) equivalmis LT T {1 B § - 3 -
mﬁ Liguiry securities:
iy abeats i - < Energy (K] [ -
Euiy — " - " . Materih 10 BT] - -
sevaithe: Induesial b 17 - -
15, lmnge- Comsumer
cap Brk ] - 429 - disgiglionary 1 21 - -
L% amalls Comumer sapkos 40 4.0 - =
cap 174 174 Healtheare [ &0
A0 = 00 Finzncials 3R 18 - -
el sxlmic 18,7 = IR.T = Infaemmation
= lechankigy 23 A | X
linked Talecommunication
murtual ervhoes Lo Lo
s =1} - bLT ] - Liiiliics I I.h -
latefitok a2 Ciher Y Y % -
Fied Fized ingoins
Inecome securiiles:
il 1.7 - 1.7 - Cioversment buisds 415 - A1% -
Toaal EI i ] £ 5 : Usarpesrate herids 14 - 114 -
wruriics L2 - K4 -
& ol Decamber 11, 2010 by e i1 N =
Far 'Yaue leasuements al [ lwmﬂ'
Proes mvestmants:
n Aifve Syeificant Murlgage loaits 2 2
Lorusts i Dy Hagracan Imurams enntasts 55 - 55 -
ien'es s Umatmers g {hher imvesiments 5.0 0
Rty g gun Real sutaly B1E: = = i 1F.]
Assel Tetal fLewt 1] L 2) el 3] Tatal §2050 0§ 478 5 IS 0§ Ms
Cash and cash
R T—— P - oo Degmber 113010
secatiibes:
LS. large- Dot Priciry
cap LT R — 340 L i Acive Sgruficant
L% amadl- bttt Oher Sgrian
cap [FA] " 13 - Menicai  Obsereable  Unobservabie
Imbemareonal 438 LEE ] rguts Irguis
Real nlate 4.8 14 - %}‘-ﬁm Total fLow 1] [Level 33 [Leved )
Uommasdity = Canh andd
linked cyuivalents 5143 ] 4.5 ] = % -
‘rual Eiquity securities
el nr 17 . Energy o 2n -
Iatrmokuls sbareruah [ Lb
finad Indhusrialy 14 14 - -
IRCaHTIE Lrmsinmes
_ semilics [IEY] 134 dincretionary 15 15
T u 5 1 i Comsumer saples 1 1r - -
u u A _ | |l.'l||hl.df ‘;. -|| &7 - -
This fair valise of vur non-ULS, pension plan asels were s .',.“““‘bu.;. 10 *a =
fisllows (in millions): kg 15 1k B
Telecommimicarsa
wervies ¥ 10 - il
L'tilities. 22 12 - -
(nher pod ] gl L] -
Fized ingome
serurilies
Ciuvermaient bondi EE - EEE ] -
oot haonads i - dlo .
Anat-hacked
securities T4 - 4
Cher deln [N x 1.1
{ther types ol
mestments:
Morpags loans 50 S
Insursnce coniracis 50 - L1} -
Thher imvesimenis Tl - EA | -
Real gstals 3.5 - - LIS
Tatal [ A % WE1 % 1K
60

180/201



EDINETOOOO
OO0000OO00o0bDOo0oDOoOdnoo(ees9s)
oOoOooodn

Table of Contents

ZINVWIER HOLDANGS, NG

A1 FORM B0-H ANKLIAL REFPORT

Notes to Consolidated Financial Statements (Contfmed)

As of December 31, 2001 and 2010, our defined benefit pension
plans’ assets did not Tuld any direet investment in Zimmer
Holdings common stock,

Equity securities ane valued using a market approach, based on
yuotéd prices for the specific seeurily from transactions in setive
exchange markets (Level 1), or in some cases where we are
imvested in mutwal or collective Tunds, based upon the nel assel
value per unit of the fund which is determined from quoded
market prices of the underlying securitics in the fund” s ponfslio
{Level 20, Fixed income secunbies are valued using a market
nppronch, based upon quoted prices for the specific seounity or
from institutional bid evalustions. Some fixed income securities
are in funds with a net asset value per unil which is determined
using similar techniques for the underlying securities in the
fund’ s portfolio. Beul estate is valusd by discounling to present
vitlug the cash Tows expected to be generated by the specific
properties,

The fellowing table provides a reconciliation of the beginning
nmad ending halanees of our non-LE5, pension plan assets

Voluntary Employees’ Beneficiary Association (VEBA) tnst to
settle any fulure obligntions. We recognized a curtailment guin
unel settlement loss that netted 1w o gain of $32.1 million related 1o
these actions.

We huve nod provided further disclosures related to these
postretirement benefit plans as other than the curtailment gain and
seitlernent loss in 2000 discussed above, these plans were nol
significant 1o our results of operations or financial position.

15, INCOME TAXES

The components of camings before taxes consist of the
firlbowinge (in millions):

Fo tha ¥ pas, Encled Oecambar 11 011 20% Foric)
United Sestes operationm LIRS TR TN
Foreign operation 4832 4778 A8

Tintal 9IS Ll w1

The provision for income taxes consists of (in millions):

: s . Cameni;
st f Fair vilue thi wsed significant unobservable inpuls Fedeeal FTITY $2353 149
{Level 3): Sinne 143 1% A3
Fawgign 158 ala Ta.
iias “23,1,' R LT To

- o Dhelerred
R — . enlenal {18 a5 i
Changs in fair value of asssty a7 il {0:9) (20 LR
et prare haes and sadhes {141 — Funeigy ithdy LS8} 08
_ Trmmlatios gan o [TER ) AT T
Fialing Milems [ K I'rowvizion for income taes. SIIHY 33 RN

We expect thar we will have no legally required minimum
funshing respuirements in 2012 for the qualified LLS, and Pugrie
Rico defined benafit retirement plans, We expedt to voluntarily
condiribute approximately 854 million 10 these plans during 2012,
Contributions 1o non-LLS. defined benefit plins ane estimated to
be ppproximately 514 million in 2002, We do not expect the plan
assets inany of our plans o be retumed 1o us in the next year.

Defined Contribution Plans

We also sponsor defined contribution plans for substantinlly sll
of the LS. and Puerto Rico employees and certain employees in
other countries. The bemefits oflfered under these plans are
reflective of local customs and practices in the countrics
concerned. We expensed 325.7 million, 5244 million and
5216 million related to these plans for the years ended
Drecember 31, 2001, 2010 and 2009, respeciively.

Postretirement Benefit Plans

[huring 2009, we amended the postretirement healtheare benefit
plans for eertain LS, and Puerto Rico employees, Participants in
the plans hetween the ages of 55 and 65 who were previously
receiving benefits will comtinue to receive benelits undil reaching
the nge of 65, For all other participants in the plans, no benefits
will be paid afler January 1. 2000 Additionally, we contributed
approximately 57 million o a

Income taxes paid during 2011, 20010 and 2009 were
5236.4 million, S330.6 million and 52685 million, respectively.
A reconciliation of the LS. stangory income tax rale 1o our
elfective tax rale is as follows:

Fior s ¥srn Encesd Discrmbar 38 Fui i Fus, i
L5, sltatory mcome e e I5its EET FENT
Kiae tases, net of federal deduction ®7 1.3 L4
Tas bmpect ol foreign opomtions,

including Eoerign tas crodits LI ik [ELT

T bemerfls relaging m L5
manulsctiree & degdoition prl

expor wles LET] (24 1.5
R& T irlit L[5 ]] 105} (1'% ]]
Cioodwlll impairmem B3 1ln

103 =
EdToctive miconis B falls 234% 6% 1%

Olur operations in Puerio Rico, Switzerland and the State of
Indiana henefit from various tax incentive grants. Unbess these
pratils are extended, they will expire between fiscal years 2006
ang 206,

i
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Deferred income taxes reflect the net tax effects of temporary
differences between the carrving amowis of asscts and liabilitics
for fimancial reporting purposes and the amoums used for income
tix purposes. Yaluation allowances are reconded o reduce
deferred mwcome tax assets when it is more likely thas sat that an
incorne tux bengfit will not be realioed,

I'he compenents of deferred taxes conseted of the followmy (in
il lions

A3 of Daconiber, 31 2011 bl
el tan assots:
v enliry 5 JIES T
Wil operating loas camyaver 213 nn
T credil earmyover 155 I35
Capital e carmymer an -
Accrued liabiliies (RN 3
Share-taind i Q63 B34
i ] of foreign sshaidisries L 1.2
Ciebar Tl s
Tkl ahefierrod lan it 6341 BlE0
Less: Valugiion allownsces l-lﬂ__‘l-] w0y
Tt dhefierpend tax psacts afler valustion [ET) i A1
Dnefermed wax linbiliches:
Finidl mwsstn 1115 oL
Iatangishe assels, (1284 EEL
Aggroegd lishililies 1.0 (L]
o ser = 1.0y
Total defemed tax liatdlales q26].% (e k] ]
Tt l net dlefierendl iny anaess £ 3534 1307
[ L I NS SR ==

The net operating loss carmyovers are aviiloble to reduce Mulere
federal, state and foreign taxable eamings. Al December 31,
2001, these net operating loss carmyovers genernlly expine within
o period of | 4o 20 years, Valeation allowanees for nel operating
Ioss carryovers hnve been established in the amount of $14,6
million for both December 31, 2001 and 2000, The tax credil
carryovers are available to offset future federal, state and foreign
tux liahilitics. At December 31, 200 1, these tax credit camryovers
generally expire within a period of 1 10 10 years. We have
established valustion allowances for certain oy credit carmyovers
in the amount of $15.3 million and %1 7.5 million a1 December 31,
201 and 2011, respectively, The capital boss camryover s also
available 1o reduce fulure federal taxabkle camings, However, the
entire $4.0 million capital loss carryover is subject 1o a valustion
sllowance wid expires in 3 years. The remuining valuation
nllowances of 6.4 million and 578 million ar December 31,
20010 and 2010, respectively, relate primanly (o pedentiol capital
losses,

At December 31, 200 1, we hsd un sgrpregate of approximately
£2.551 million of unremitted camings of forcign subsidiaries that
hove been, or are vdended te be, indefinitely reinvested for
comtinued use in forcign operations. 11 the total

undistribated eamings of foreign subsidinries were remitied, a
slgmificant amount of Use additional tax would be ofTsct by the
allowable foreign tax credits, It is not practical for us 1o determine
U additional tax of remitting these camings,

The following is a tbalar reconciliation of the toal omounts of
unrecognized tax benefils (in millions):

Fiot o ¥ipars Enedd Dumomenber 31 2 i 009

mlf—p‘ 1 SIGH0 ETE 51295
Ingremigs relaicd i prior perinds (1E ] k1 na
Dhecrerses relased 50 prios pariods. 14003 ({81 126:7
Ingreases nvlaiod s pursend period M4 axT 174
relmed o setilements with Wxing

aithiodilies (LE1] Ly LIS
Decreanes meladed %0 Rapue of siabein of

lim itk i &} 0.0y !I.M
[alonce at Dhevemvher 11 ETECH 1650 ETENT
e s =L e ALY

Included in the balance of unrecognized iax benefits at
December 31, 20011 ane $132.7 million of tax benefits that, if
recognized, would atfect the effiective 1ax rate.

We recognise acerued interest and penaltics related 1o
unrecoghized tx benefits a3 income tax expense. We decrensed
interest and penabiics by $12.1 million during 2001, and us of
December 31, 200 1, had recopnized a linbility for interest and
penaltics of S 10T million, During 2000, we decreased interest
aned penaltics by 55,8 million, and as of December 31, 2000, had
recognized u lmbility for inlerest and penalties of S22.8 million,
During 2000, we acemied interest and penalties of 55.7 million,
and a5 of December 31, 2009, had recognized a linbility for
interest and penalites of S28.6 million.

We operate on a glohal basis and are subjest to numeros and
complex tax laws and regulutions. Our income 1ax lilings are
regularly under audit in multiple federal, state and foreign
jurisdictions. Income tax audits may reguire an extended period
of time to reach resolution and may result in significant income
tux adjustments when interpretition of tax liws or allocation of
company profits is disputed. Dunng 201 1, we resolved tax
matiers with the IRS and multiple foreign and siate 1ax authorities
resuliang in a redaction m both the net amount of tax liability for
unrecoghized tax benefits and income tax expense, The net
amount ol tax lability for unrecogniaed tax benelbls may change
within the mext twelve months due 1o changes in audit status,
expiration of statiles of lmmitations amd other events which could
impact owr determination of unrecogmized tax bencfits, Currently,
we cannol resscmshly estimate the amount by which our
unrecognized oy benefits will change.

During the third quarier of 2000, we scitled varous mx matiers
with the TRS for all years prior to 2005, During the second quarter
of 200 1, the TRS concluded their examination of our LS, federnl
returms for years 2005 through 2007 and issued income tax
nssesaments reallocating profits between certain of our U_S. and
foreign subsidiarics. We believe that we
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have followed applicable LS.t Inws and are vigosiesly
delending sur incomne 1ax positions. The gltimite resolution of
this mamter @ uncertain i coulid have a material impact on our
imgonne tax expenise, restls of opertions, and cash lows o
litsire peeiods, Our LS. fedesnl etumi for vears 208 mael 2000
are curretitly under [RS exumination.

Siate income tax neturms are generally subject 1o examination
fior o period o' 3 10 5 yeurs alier Biling of the respective retum,
e state impact of any federnl changes genemlly remams subjeet
1o exnmimmtion by various states Fora period of up W one year
aiter formal nobifcation w e siates, We have various stme
imcome tax retums i the process of examimation, administrative
uppeils or litigation.

Clyr i returne are correndy winder examinntion in vamos
Toreign jurisdictions. Foreign jurisdictions have slatules of
limitations gescraily ranging from 3 10 5 years. Years still open 1o
examination by foreign ax authorities in inajor jurisdictions
enclude; Australia (2007 onwand), Canada (2005 enward), France
{2060 comwvierd ), Grermamtiy | 2006 crvward ), Trelandd | 2008 aiwoard),
Ty (200 onward ), Sugen {2010 oonward b, Kaorea (2006 onward ),
Piserio Rice (2005 onward ), Switeetland (2000 onward ), and the
Uipntesh Ko {2008 onwanrd |

16. CAPITAL STOCK AND EARNINGS PER SHARE

We are pthorized 1o issue 250 million shares of preferred
stick. none of which were issued or outsianding ss of
Drecember 31, 201

The numerator for bath basic and dilned eamings per shase is
pet gimings avaifable to common stockhalders. The demsminatoe
fior hasic eamings per share is the weighted average number of
cemnmol shares outsianding duging the period. The denominator
for diluted earnings per share is weighted average shares
vitstanding wdjusiod for the effeet of dilutive stock options and
wther espelty awards, The following Is a reconeiliation of weighted
average shares for the basic and dilued share computtions (in

il liowas):
Fiod B Wi, | ki [ecmrmituns 11 o0 awg  00d

"l'-w avermpe e i banic acht —— X
g gk share = TR LT
Eifeee o dbative ik optinng and otleet sgquity gasds 1L Ly i3

Weaghted v orage dares caitusding G dibined net -

R LT L S . LE AL 2
P the vear ended December 31, 201 L an avernge of

132 millon options 1o percliase shores of commmon 3ock were

nnt inclided in the compatation of diluted eamimgs per share ps

the exercise prices ol thess opiions were greater thim the svernge

imarket price of the comman stock. For the years ended

Diecember 31, 2000 wmd 2009, mn average of 137 million and

14.3 million options. respeetively, were not inelided.

[urmg 201 1, we reporchased 18,9 million shores of our
conmon stock o8 an averdage price ol 855,30 per chare [or 3 ot
el outlay of $ 105000 million, inclinling commissions. In
DPicember 200 1, we announed & iew proggrsm authoricing
pusrctiases ol i to 518 billion throwgh Deceriber 11, 2004 gad
announced that we were oo limger authorized 1o repurchiose
shares under prior progrims, As of December 31, 2001, all 51,5
billson from the new program remained svailable io repurchase
shinres;

In Decembier 200 1 we declared o dividend of S0,18 per share 1o
be paid in April 2002 1o stockholders of record s of the elose of
husingss on March 30, 2002, As of December 31, 20011, we have
recognized o dividend pavable of 8321 million based wpom ihe
commnn stock autstanding on that date. Future declommtions of
divitbends are subject io approval of the Board of Directors and
peny be adjisted as husiness needs or market conditions change.

17. SEGMENT DATA

We design, develop, manulacure and murket orthopasiic
reconstructive mmplams, bologics, dental implams, spannl
kmplaatis, irmuma products and relined sorgical products which
il surgzicsl supplics sl instruments designed o aid in
sisrgical procedures and post-apenition rehiabilibitean, We ol
provide other healthoure-relmtesl servives, Revemse related 1 these
services curmently represents less than | percent of our tofn] net
wiles. We mamuge operntions thrvageh three mnjor geegraphic
sggmients — the Americas, which is comprized principally of the
LS. and includes other North, Central and South American
mmarkets, Earope, which is comprised principally of Ewmope ind
imcludes the Middle East and Afrcan markets: and Asia Pacific,
whichi is comprized peimasnily of Japai and includes eiher Asian
and Pacific markets. This structure s the hasia for our reportable
sepment information discussed below. Manazement evaluites
repaortable segment perfirmance basesd upon segment operating
prodit exclusive of aperating expenses periwining o shoe-tased
pavriEnl expense, iventory stepeup, ~Uerain clabma”, gooduill
impairment, " Special ems”, net cwrtaikment and settbement md
Jehosbal ogerations amd comparate functions, Glohol aperarions and
corpirute lumctions Inchnde reseurch, development engineering,
medical educntion, bramd munepemen, corparate legal, finmnee,
dngl human resowurce fanctions, LS., Puerto Rico and Iretand-
hasexd mnmui focmiring operatioms and bogistics and rangihle msset
amortization resulting frony business combimation peosunting.
Intercompany trunssctyns have been eliminmted fFrom segment
operating profil. Management reviews accounts receivable,
bwentory, property, plant and equipment, gosdwill and intangible
aasels by reporinble sepment exclisive of ULS., Puerto Rico and
Irelund-hased manufisciuring operalions and logistics amd

dl)l‘pdfﬂ.l;" assplE
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Met sales and other information by segment is as follows {in millionsk:

Giohal
Oxpurabuym
md
Agia Tt
_ - Aericas Eurae Pacilic Fuctire Tosl
As of and for the Year Ended December 31, 2011
Ml sales 524403 51.214.5 5796.5 5 - 544518
Depreciation and amortization BLO T4.9 363 167.7 504
Segrent operating prodin 1,220.4 414.7 20016 (396.7) 1,3249.0
Share-based payment expense {64.5)
Inventory step-up (11.4)
Cenain claims (157.8)
Special items (75.2)
Uperating profit 1.024.1
Longslived assers Te, 0 3306 7.7 . L2075
Totil assets 25716 23455 6024 29958 8.515.3
Adlditions to instruments 152 1.1 1325 1554
Aclitioms to ofher . plant and equi L 13 3.8 4.7 B0 1138
As ol and for the Year Ended December 31, 2000
et sales 524316 31.099.5 SHES.1 5 = $4.220.2
Diepreciatbon smd amortization TE.1 T0.5 100 161.6 340.2
Segrent aperating prodin 12146 S0 2599 (578,7) 1.293.8
Share-hased payment expense (2.0
Inventory step-up ( L4y
Certain claims (75.00
Gioodwill impairmeil (204,00
Special items (34.7)
Operating profit 9167
Long-livid assels B41.5 2817 Qi1 - 1,213.8
Totnl asses 25780 2210.8 S6l4 26497 79005
Addditions to instramernis - 229 52 L, 192.5
Aclditions 1o oaher property, plant and equipment 0.3 16.9 14 244 9.2
As of and for the Year Ended December 31, 2009
MNet sales 523724 51,1192 se03.8 -3 = 00354
Diepreciation amd amonization B6.4 4.8 26.7 1595 1374
Segment operating prodin 1.168.7 436.8 2574 (605.1) 1.257.8
Share-based payment expense (75.3)
Inventiory step-up (12.5)
Certain claims (35,00
Goodwill impairment (7300
Special ibems (75.3)
Met curtailment and sestlement il
Ohperating profit 10OIRE
Long-lived assets B30 285.0 857 - 12217
Tatnl assets 3naxd 22T 4436 20459 1.785.5
Additions to instrumvenis - 17.0 53 101.4 123.3
Addations 1o other property, plant and equipment L6 8 51 o6 105.1
]
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The Americas lomg-lived tangible assets are located primarily in
the LS. 8233 2 million of Burope long-lived tangible assets as of
December 31, 2011 are located in Switeerland.

For segment reporting purposes, deployed instruments ure
inelicled i the measiement of repartable sepiment assets while
undeployed instruments st LS., Puerto Rice and Inglund-based
mipmufacturing operations and bogistics are included in global
operations and corporate funciions, The majonty of insinemenis
are purchased by U5, Peerto Rico wwd Ireland-based
mianufacturing operations and bogistics and are deploved 1o the
reportable segments as necded for the business. Therefore, the
reportable segment assets inglude deployved imstruments even
though that reportable segment may nod report the mstrument
addition.

LS. sales wene §2,263.7 million, $2,277.2 million and §2,237.5
million for the years ended December 31, 2001, 2000 and 2004,
respectively. Sales within any other individual couniry were bess
than 10 percent of our consolidated sales. Sales are attributable 1o
i coumniry hised upon the customer’ 5 country of domicile.

Met sales by product category are os follows (in millions):

i e Yoo Encind Decermbar 31, il 0 o]
W

Kitées 51,5250 1.9 51.754.3
Lhipa 134954 12423 12288
Ealscrnitacs §63 4 150,1 1354
Tensl 13440 E202.} LI04
[heral ME. 200 2T
Trmma MR 2455 MR
Spine 230 A 2354
Slugiel s i MR 39 a9
Teul $AA518 SLI0T  RANS

18. LEASES

Total rent expense for the vears ended December 31, 2011,
2000 and 2008 agoregsted 5470 million, 546.2 million and
S43. 5 million, respeciively.

Future minumum rental commitments under non-cancelable
operting leases in ¢ffect as of December 31, 2001 were (in
il lions

o the ¥ ber 3,
2012 IS
2003 348
T nr
2003 194
2006 (1]
Thereafier ALS

19, COMMITMENTS AND CONTINGENCIES

Product Liability-Related Claims

We are subject to produci liability claims arising in the ordinary
course of our business, 'We establish standand sccruals for product
liability elaims in conjunction with outside counsel hased on
current information and historical seitlement information lor open
clmims, related legnl fees amd claims incurred bt not reported.
These stasiclard prodiset hability secruals are recogmized in selling,
genernl and administrative expense, We may also establish
provisions for certain product lability claims outside of the
standard accraals that are recorded separmiely on our staiement of
earmings, =uch as the provision for cloims related o the Durom®
Acetabular Component (Dnrom Cup) discussed below. We
maintain insurance, subjeet 1o self-insured retention requirements,
for fesses [rom these and other claims.

O July 22, 2008, we temporarily suspended marketing and
distribution of the Duronr Cup i the U5, Subscquently. a
numtber of product lability lawsuits and other claines have been
asaeried against us. We have settled some of these claims and the
others are still pending. Additional claims may be assened in the
fluture.

Imitially, we estimied that any revision surgerics roguired
woubd mani fest themselves within two years of the origenal
surgery., In the second quarier of 2000, based wpen more recent
cluims information available, we revised our estimate 1o mehele
all elaims for revisions of original surgenes performed before
July 22, 2008 (i.e.. before our temporary suspension) on a
worldwide basis, regardless of the amount of time between the
revision surpery and the original surgery. In the fourth quarter of
201 1, ns additional ¢laims information became availoble, we
revised our estimates and methodology again to consalidate all
estimated linbilities associated with Duweowr Cup-related claims
regardless of whether the original surgery occurmed before or after
our lemporary sales suspension. We recognized estimated clnims
that met the paramciers noted in this paragraph during tsat tinse
period as “Cernin clnims™ on our statement of eamings. We
recognized estimated ¢laims euside these parameters as part of
selling, general and administnnive expense. The following table
shows the line of our statement of camings and the period in
which Duram Cup-related claims were recognized:

For the Yaars Endod
Dcmmiar 31, 20 2010 008 2008 Tt
Ugrtan claim FIEEN] 750 350 a0 ks
Sellmg, peneral and
aalminiutrative 43 154 _Ms 13 514
“Tootal T SR TR 7 (O T

As midied abiwve, we muintuin insurance for product hakiliy
cluims, subject to self-msurmnce retemion requirements, In 2008,
we notified our insurance corriers of podential claims related (o
the Drromm Cup. Based upon sar most recent estimales for
limhilities associnted with the Do
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Cup, as detaibed ahove, we helieve we may exhawst our self-
Imsured retention under our insuranee program. Intdids event, we
sl have a claim for surance proceeds for ulinme hosses
whiclyexeced the self-hrured retention smount, subyject 1oa

20 pereent co-payinent iegiiirement wiul ocap, We believe oiif
eonircts wilh the fmsarance carricrs are enlorceable for these
claims and therefore we believe it is highly probable that we
winild recover some amaount from our isemnce cerriers i our
wltimudg losses excecd our solf=insured retention, Accordingly, we
have recogmized a 8763 million receivable i "otler nssels” on
o comsolidited balance sheet thay reduced " Cerin eluimes"
expense for esiimated surance recoveries. As is cuslomary in
ihis prewess, our insurince earmiers Haye reserved all righis weder
their respeetive policies and could sill ulumately deny coverage
lor same or 6l of our iesdrnnee claims,

Elur estimmie as of Decenber 30, 2001, of the rermmining
liabitiny for all Duroen Cup-related elaims is 537 1.0 omillion, of
which $50.0 million is elassified ns shari-term in "Other current
liahilities" and 3261, 1 million is lassified ns ong-tevm in “(eher
long-tenm labilities™ on our consolidated halance sheet. We
expect 1o pay the magority of the firam Cap-relnted claims
within the next five yveurs.

Ui omderstanding of elinical puteomes with the Prurom Cup
condinues 1o evalve, We rely on significant estimates in
determining the provisions for Dueom Cup-related claims,
incliding the number of cluims that we will peceive and the
average anmiount we will pay per claime The aciual number of
claims that we receive and the smouwm we pay per claim may
dafler froan our cstimates, Since our understunding of the clascal
outegmes i sl evolving, we canmed reasonnbly estimale the
possihle Tuss or mnge of s that muy result From Do Cupe
related clnims in excess of the hisaes we have pecrued,

O Auggiast 20, 20008, Mg wisd Dainkel Paleit Gled o et
mgainst us and an uneelited thind party, Poblic Commumcations,
Ing, {PCTY i the Court of Common Pleas, Philudeiphia,
Pennaybvanin seehing an unspeciiied s of damuges for
injuries and loss of consortium allegedly suffered by M, Polen
il ber spouse, respectively, The compluint slleped thal
defendmnts were negligentin eonnection with Mrs, Polen” s
partigcipation in o promational video featuring one of our knee
proxducts, The cuse was iried in November 2000 and ihe jury
rebumesl u werdict m favor of plamdilts, The pary swirded
S27.6 million in compensalory damages and apportioned Gl
Wb percent 1o plaintiffs, 34 pereent 1o s ol 36 percent 10 PCIL
Under applicable low, we may be linkle for any portion of the
dnmmpes spportoned to IC gl 1§ docs wel pay. Ui December 2,
2000, we and PO filest a Motion for Post-Trinl Relief secking a
judgment nodwithstanding the verdict, @ sew trial or & remiititer.
O hung 10, 201 1, ihe trial conrt entercd in order denying our
Sotien for Post-Tral Kelief and aflirming the jury verdict in full
and entered judgment for $2003 million against s and PCL On
June 29, 2001, we filed & Notkee of Appeal to thie Superior Cort
ol Pennsyvivanin and

£5

posted @ homd for the verdict mmount plis nerese. Ol argarment
befure a panel of te Superior Court is scheduled for March 13,
2012, We do ot believe the faces and evidence suppon the Jiry "+
verdict, We hove motrecorded any charge reloting o this matter
in our vonsolidiled statument of comimgs lor the vear ended
Pecember 31, 2000 | ar for any prior period. booawse we helieve
we hpve sirong arguments for reversing the jury verdict on
appeal. As i resalt, we do not believe that it is prohable that we
have incurred o liability consistent with the verdict and we cannot
reasonnbly catimate any loss thint might eventially be incuired.
Althusigh we believe we huve strong grounds G reverse tlae jury’s
verdiet, the ultimate resolution of this matler is unceriain. We
conilld in e fuature be required 1o recond 8 charge o oar
eomaolidated statement of eamings that could have a matenin
adverse effiect on our resulis of operations in any particular
perind.

Following a wide-spread advertising campaign conducted by
certain law firms beginning in 2000, o manber of product liability
lawsuits have been filed against us in variows jurisdicibons. The
plaintiffs seck damages for personal injury, alleging that certain
products withln the Merden knee System suiler from defiects thal
ez g to logsen prematurely. The majority of the cases are
cuirrenily pending i a federnl Milbdizrict Litigation i the
Mot Distrct of Wlmers. Chber cases are pending in oiher stale
etel Fischeral conerts, and additionnl lawsuis mny b fled

As ol Drecember 31, 2001, tiese lawsaits were m the imitial
stages of discovery ond o irial dides hisd been sel. We hove nor
recorded any provision relating o Urese brosuits because we
helieve the plointifis” allegations are not consistent with the
record of climen] suecess for these prodhiscts, As-a result, we do
ol believe that i bs probable that we have lneurred o lability, and
we canmot reasomshly estimate oy less that might eventunlly be
Imcurred. Although we inteid o vigorously defend thess lowsisits,
ilseir ultinsate reselition 5 meertain,

Inteflectual Property-Related Claims

W wre mivilved in coerlaim ongoing contrugtuul and wihier
dispides pertakning o certain royally arrmngenients, We intend io
delend swrselves vigerously against these chiims, Because these
meatlers are i an angsing digmie resolution process, we cannol
estimate (e possible loss, i any, we may incur or predict the
likely outeome of these matters. An adverse resabt imthe begal
procecdings voulll have an adverse effect on our results of
OpCEations.

Gavernment Investigations

In Seplember 2007, we and otlee orthopacdic companies settled
a4 LS. government investigation pertpining 1o consulting
contracts, professional services agreemenits amnd other agreemenis
by which reruimeantion is peovided to srthopasdic surgeons. As
pon of the setilement, we entercd into a Corporate Iniegnity
Aprecmend (CIA)Y with the OEce of Inspector Genersl of the
Iepariment of Health and Hisman
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Services (OICG-HHS), Under the C1A, which has @ term expiring
in Sepember M012, we agreenl, anusng other provisiong, to
eontinue the operation of aur enhanced Corporaie Compliance
Program, destgned 10 promote comphiance with Federl ealibcare
prosy fequirements. We ilso agreed ti retali an independent
v orgamzaion fo perlorm anmisl reviews bo wesist us in
wssessing our convpliance with the obligations set forth m the CLA
bo ensure thal armngemenis we émer into do not violse the Anti-
Kackback Statwe (42 LLS.C. § 12200-Th). A& material breach of
the ClA may subject us 1o exchsion by O1G-HHS From
participation in all Tederal healileare programes, which wosuld
Jve @ mmeninl adverse effect onour Nnancial position, resulis of
opernions i cash Mows,

In Sipreniber 2007, the Stafl of iha U5, Sccuriivs and
Exelange Commission (SEC) informed u that it wis condugting
an kwestigatbon regarding potential vislusions ¢ ithe Foreign
Corrugd Practices At (FCPA Y in the sale of medical devices moa
inuirvber of forvign countries by companies 1n the medical device
industry, In November 2007, we received o letier from the
LS. Depurtment of Justice (D) ) requesting that any informotion
provided i the SEC also be provided 1o the ) v a voluvary
hasis. In the course of continuing dialogues with the agencivs, we
have volumunly dischosed imformeation o the SEC and 10
relating to sales of our products by independent distribators in
two South American countrics. In the fmst quarter of 2001, we
reccived & subgoenn from the SEC seeking documents and other
reconils pertanniing to our business activities in substantadly all
cownries i e Asia Pacific region whens we operte. We are in
thi process of responding w the subpoene, We canool currently
predict the outeome of ihis investigation. (1 ihe result of e
nwestiatson iy that we are found 1o be ia veolatian of e FCPA,
wiwoulil face significan monetiory penaliics or be required s
ke oeher remedinl pctions,

Putative Class Actions

Ui August 5, 2008, o complaint was fled in the LS, Diswizt
Court tor the Southern Distnet of Indiana, Mhambers and
Pipefitiers Local Union 719 Pension Fund v, Zimimer Hobdings,
Ins. et al., noming vs and two of our exeeative officers as
defendants, The complain related to o putative class sction on
betall ol persons who purchassd our common stock hetween
January 249, 2008 and July 22, 2008, The complaim alleged tha
the defendanis vialaied the federal securinies baw by allegedhy
Tailing 1o dlischvse developancnts relaling (o our onhopacdid
surgical products monufnciuring operations in Dover, (o and
thie Durom Cup, The plaisiif] sought unspeciicd damages and
inbevest, artorngys . fees, costs nnd other relief. On Decomber 24,
2008, the bead plaintiff Gled & comsolidated complaimt that slleped
the sanve ¢laims and relited o the sime time period. The
defendants fibed a motion 10 dismizs the consolidated compinn
o Februury 23, 2009, Ca December |, 2004, the Coun granted
defendants. motion o dismiss, witheut prejudice. On January 15,
2000, the plaiatill Mled & motion foe leave W wmesd the
camalidied complami.

i Jamunry 28, 20010, the Court denied the plaintifi™ s morion for
leave 1o amend the consalidated complaint end dismissed the
cast, O February 25, 2001, ahe pluintifT filed a wotice of appeal
1 the LLS. Court of Appenls for the Severth Cirount, The
dppellate court licurd vral srgument in the appeal on October 18,
200§ s has mo wet mled. We believe this lawsuait s withour
tberit, anad we anud the individos] defendants intend to continue (o
defend it vigorously.

0 November 20, 2008, & complaint was filed in the
LS Dastrset Count for the Nootheni Dhstrict of Indina, Dewald v.
Limner Huldings, Ine., of ol noming s and cenuin of our
currend and Tormer directors and coployees as defendonts. The
complaint relofes 1o a putngive ¢less action on behalf of all
persaas who were participants i or beneficsmes of our LS, o
Paerto Baco Savinps mngd Investmemt Progrms | plans) between
Oetober 5, 2007 and twe date ol liling and whose accounts
included vestments i our common slock, The camplant
dlleges, ammong ather things; that the delendanis bréached their
fiducinry shtics b violation of the Employes Betinemem fncome
Security Act of 1974, as omendesd, by continuing o offer Zimmer
slosck s m divesmend aptivn in Mee plans when the stock
purpanedly was no longer a pradent invesment and that
defendoms failed W provide plan participants with complete and
accurme mbormntion sufficient 1o advise them of the risks of
investing their retirement savings m Zimmer stock. The planif
secks an unspecilied moneiary paymeni o the plans, injunciive
aned vquitable reliel, siomeys” foes, costs and mher reliel On
Janury 23, 2006, the pluintii filed an amended compluint that
alleges the same eluims and elarifies that the class period is
(xctober 5, 2007 through Septembser 2, 2008, The defendants filed
i imedion o dismiss the smended complaint oo Mareh 23, 2004
O Jume 12, 2000, the ULS. Judicial Panel on Multidistrict
Litigation ¢ntered an order transierring the Dewald case 1o the
LLS. MHstrict Count for the Southern Dissrict of Indiana for
coundinated or consolidated pretrial procecdings with tw
Mumbess & Pipefitters Local Usion 719 Pengion Fuind case
reterenced above, U December 23, 201 |, the Court granted the
defendums” motion 1o dismiss the amended compluint. On
Jnnumry 20, 2012, the plaintiff filed o iotion for leave 1o file a
secomnd amended compluint. That motion is pending with the
Court, W believe this lawsuin is witlemn meerit, and we and Use
rabividusl defendums intemd to eontinge 10 defend it vigorowly.

Regulatory Matters

In July 2000 1 the LS. Fodsd and Dimig Administration (FT3A)
coducted an inspection of our Warsaw, Indiang manufsciuring
facilivy, following which it issued o Form FDA-453 (Form 483
notiee ), Tl Foan 483 notice deitiliad certain spectional
ahservations reparding the feility’ s quality systems, The facility
muanufaciures reconstructive prodicts that are sold plobally, We
huvie respuonded i writing (o the observations and nied with
representatives of the district office of the FDA to diseuss owr

&7
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response and action plans. We expect the FDA 1o conduct @ re- respect to the matters included in the Form 483 notice and so we
inspection of this facility in the luure 10 determine whether we are wirable 10 cstimate the impact, iF any, this development may
have iken sufficiem actions 1o address the ohservations have on owr financial position, resulis of operations and cash
deseribed in the Form $83 motice. Al this tme, we do not know Mo,

whether the FIXA will take additional sctions with

20. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

{im millions, except per share dota)

2011 Duarter Endes 2010 Quisrter Endest

M S S Dt Mar i S et

Met sales SL0156  S1,0374 510305 511673 S10628  S1057.7 9650 511347

Ciross prodit 3606 495 TG fCN | To4.4 RO7.1 T45.8 o5

Met camings of Zimmer Holdings, Ine. 2089 203.8 191.5 156.6 2054 165.5 191.1 340
Eamings per commaon share

Basic 108 1.06 1.02 LER 1.01 .82 .96 18

Diluted 1.0R 1.06 100 .87 100 .82 0.96 LN E]

In the fourth quearter of 2000, we reeorded certain adjustiments related 1o prior periods that reduced net camings by $5.0 million, The
naljustments increased operating expenses by 529 million and increased the provision for ingome fases by 52,1 million, We assessed the
elfects ol these pdjustments had they been made in prior periods (o be immuterial.

=
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Valuation and Qualifying Accounts
{1 Frlons)
AGIEorS
Balance ol Charged it of Bakancs ai
Bagnnre] |Cracitad) Dwsursons Forege R Erdal
— Dhese oPeiod  WEnsenss  IoFissene  Cufency  Alwasded o
Allowance for Doubtiul Accounts:
Year Ended December 31, 2009 200 0.1 (1.8} 0.3 = 188
Year Ended December 31, 2000 148 .0 (3.1} (0.6} 0.3
Year Ended December 31, 200 | 144 4.5 (1.7 172

%
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Management” s Beport on Internal Conteol Over Financial Reporting

The management of Zimmer Holdings, Inc. is responsible for establishing and maininining adequate intermnal control over financial
reporting. Internal control over financial reporting is defined in Rules 13a-15(0) or 15d-15(0) 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 effecied
by the company” s Board of Directors, management and other personnel, 1o provide reasonable assmnce regarding the reliability of financial
reporting and the preparation of financial stuements for external purposes in sccondance with ULS. generally accepied accounding principles
andl includes thaose policics and procedures that:

= Pertain to the maintenance of reconds that in reasomble detail accurately and firly reflect the tramsactions and dispositions of the
assets of the companiy;

* Provide reasonable assurance that transactions are recorded as necessary 1o permil preparation of fmancial statements in accondance
with LLS, generally accepted sccounting principles, and that reccipts and expenditures of the company are being made only in
aceordance with metherizations of management and directors of the company; and

+ Provide reasonable assurance regarding prevention or timely detection of unaothorized acquisition, use or disposition of the

company” s asscts that could have a material effiect on the financial statements.

Because of its inherent limitations, the company” s intermal control over fnancial reporting muy nol prevent o delecl misstilements,
Also, projections of any evaluation of efTectivencss 1o [uture periods are subject 1o the risk teat controls miay become inadequaie because of
changes in conditions, or that the degree of compliance with the policics or procedures may deteriorate,

The company” s managemen assessed the elfectiveness of the company” s internal control over Mnancial reporting as of December 31,
200 1. In making this assessment, the company”’ s management used the criteria set forth by the Committee of Sponsering Orpanizations of
the Treadway Comamission (COSO) in friernal Corteol-Integrated Framewors.

Rased on that asse i, manag has concluded thai, as of December 31, 2001, the company” s internal contral over financial
reporting is cffective based on those criteria.

The company” s independent registered public aceounting [irm has audited the effectiveness of the company’ s internal control over
linancinl reporting as of December 20, 2001, as stated in b report which appears in liem 3 of this Anmsal Report on Form 10-K.
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Report of Independent Registered Public Accounting Firm
To the Stockholders and Board of Directors of Zimmer Holdings, Inc.:

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, 2011 and 2010, and the
results of their operations and their cash flows for each of the three years in the period ended December 31, 2011 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, 2011,
based on criteria established in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (COSO). The Company’s management is responsible for these financial statements and financial
statement schedule, 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, on the financial
statement schedule, 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 believe that our
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.

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, Illinois
February 24, 2012
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